
 

Chapter 1  Introduction 

1.1 Background and motivation 

Companies face very competitive environment today. Customers often change their 

needs and requirements and always expect to get the products or services with better quality 

and lower price. Competitors adjust their strategies frequently as well. Companies need to be 

proactive, sometimes are forced, to adapt themselves for responding to these changes. 

However, resource is always limited, which makes companies even difficult to improve or to 

adjust all the relevant activities in the value chain as response to strategy change. Therefore, 

more and more companies focus scarce resource only on activities which are essential to their 

competitive edges, and find external suppliers to handle some activities for them, which is 

called outsourcing. Quinn (1999) defined strategic outsourcing as the following: an enterprise 

has outside suppliers to execute a portion or all of the activities which are out of the 

enterprise’s core competency; the enterprise just focuses on the activities that add the most 

value in the value chain and has the outside suppliers to handle the others. If a work is 

executed more efficiently and with lower cost by outside suppliers than an enterprise, the 

enterprise should have the outside suppliers to handle this work; if an enterprise executes a 

work better than external suppliers, the work should be kept executed by the enterprise 

(Minoli, 1995). 

Once a company decides to conduct outsourcing strategy, one question immediately 

arising is how the company identifies proper suppliers for handling business outsourced. This 

question is very critical to implementation of outsourcing strategy especially when an OEM 

(Original Equipment Manufacturer which is a company designing and marketing products 

with its own brand) is looking for a contract manufacturer (which is either an original design 

manufacturer (ODM) or an electronic manufacturing services (EMS) supplier and will be 
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explained later in Chapter 3) is under consideration, because a contract manufacturer will 

affect a product’s selling price, quality, and efficiency of an OEM’s value chain very much. 

For example, from the November-17-2006 issue of China Times, the industrial investigation 

institute iSuppli (www.isuppli.com) published an investigation report of estimated cost 

structure of Sony’s new entertainment machine, PS3. According to iSuppli’s investigation, 

most of the key components and product assembly activities are manufactured and handled 

by Sony, which incurs high manufacturing cost and hence makes about US$240 ~ 300 losses 

per one PS3 selling. In contrast, PS3’s competitor, Microsoft’s XBOX360, gains profit about 

US$75 per one XBOX360 sale because Microsoft applies contract manufacturing for XBOX 

production. iSuppli’s analysts estimated that Sony may need to adopt more contract 

manufacturing for lowering the manufacturing cost of PS3 

(http://news.chinatimes.com/Chinatimes/newslist/newslist-content/0,3546,120501+12200611

1700406,00.html). 

The researcher has been working in the department of contract manufacturing 

engineering of a multinational OEM for years and understood profoundly how much contract 

manufacturer selection affects the implementation of an OEM’s outsourcing strategy. 

Therefore, it was decided to study the contract manufacturer selection processes of OEMs for 

benchmarking for the researcher’s and any other company which will or is conducting 

outsourcing strategy. 

1.2 Research questions and objectives 

When implementing outsourcing strategy, it may not be easy for an OEM to find its very 

first contract manufacturer because the OEM may not have the experience of contract 

manufacturer selection before, which seems to be more complicated than selecting a 

component supplier. In order to establish a new process for contract manufacturer selection, 
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the OEM needs to know what selection stages are required and what evaluation criteria are 

necessary in each selection stage. Therefore, this thesis will focus on how an OEM evaluates 

and selects its first contract manufacturer, though the findings are still useful for seasoned 

firms, and tries to answer the following two questions: 

 What is the selection process of contract manufacturers by OEMs? 

 What are evaluation criteria for selecting contract manufacturers? 

By answering the two questions, the researcher hopes that the findings would be 

beneficial to managers of OEMs who are considering setting up a selection process for 

finding contract manufacturers for their outsourcing business. OEMs that already have 

similar selection processes in place may review their existed processes with the research 

findings and then leverage for process improvement. The consideration of finding a new 

contract manufacturer to share the outsourcing business with the existing contract 

manufacturers should be more complicated than finding the first contract manufacturer, and 

such situation will be discussed based on the research findings. 

Contract manufacturers would also benefit from the research findings and understand 

how OEMs evaluate and select contract manufacturers, and can perform self surveys and 

audit for better and earlier preparation to strive for OEMs’ outsourcing business. 

1.3 Research procedure 

Once the objective of this research was determined, literature review was conducted to 

search and summarize relevant studies of supplier evaluation and selection, from which a 

basic model of contract manufacturer selection process was obtained. This basic selection 

model was then used for questions development for in-depth interview. Three multinational 

companies were chosen for in-depth interviews, and interview results were analyzed and 
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compared with each other and with the basic model of contract manufacturer selection 

process derived from the literature review. Recommendation of contract manufacturer 

selection process was obtained according to interview and literature review results. This 

research procedure is illustrated in Figure 1-1. 

Construction of basic 
selection model 

Case company interviews

Case analysis and 
discussion

Conclusions and 
recommendations 

Literature review 

Research objectives 
determined

 

Figure 1-1: Research procedure 

1.4 Introduction of chapters 

There are five chapters in this thesis, and each of them is briefly introduced as the 

following: 
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 Chapter 1 , Introduction: Background and motivation, research procedure, and 

research limitation of this thesis are explained and introduced. 

 Chapter 2 , Literature Review: Researches of supplier selection and evaluation are 

reviewed and a basic model of contract manufacturer selection is established based 

on literature review result. 

 Chapter 3 , Research Methodology: Research methodology, terms, and case 

companies of this thesis are introduced and explained. 

 Chapter 4 , Case Description and Discussion: In-depth interviews of three case 

companies are well described. Interview results are analyzed and compared with 

each other and with literature review result. Based on the analysis results, a general 

contract manufacturer selection process is recommended. 

 Chapter 5 , Conclusions and Recommendations: Conclusions of this thesis are 

stated and recommendations for OEMs and contract manufacturers and for future 

study are made. 

1.5 Research limitations 

Limitations of this research are the following: 

 Only three case companies were interviewed so that the results of this study may 

not be generalized sufficiently. 

 The researcher was not permitted to review the case companies’ official documents 

of contract manufacturer selection and must interpret these samples of contract 

manufacturer selection processes based on researcher’s work experience. There 

may be deviation or distortion of understanding about what actually these case 
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companies have done. 

 What the interviewees described was for the general situations and standard 

procedures of their contract manufacturer selection processes, which may not 

explain the differences among selecting different contract manufacturers by the 

same company. 
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