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C H A PT E R 7

Vertical Integration and Outsourcing

Application Exercises
Exercise 1: Contact an executive at a company that performs multi

ple activities. Ask her to identify at least five activities that she is not
sure whether the company should be doing internally or outsourcing
to a supplier. Apply the make versus buy strategy tool to each activity,
asking her to answer the survey for each activity. Using the output from
the survey, assess whether there are any activities that the company
should probably be outsourcing instead of conducting internally.

Exercise 2: Identify a company that has increased its level of vertical

integration, such as Apple forward integrating into Apple Stores or

Netflix backward integrating into its own originally produced shows
and programming. Evaluate the impact of that decision on the
company by answering the following questions.
a. What new resources or capabilities, if any, did the firm have to
develop in order to enter that new activity?
b. What impact did the decision to enter that activity have on its ability
to coordinate with other related activities within the firm?
c. What impact did this decision have on its suppliers or customers?
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Make versus Buy Assessment

conduct our other activities; we don’t need to work on this simultaneously and iterate.

With regard to a specific activity, the question for the manager is: Do
we make (conduct activity internally) or buy (outsource activity to a
supplier)? For example, most companies need to design and build
a website. Should the company hire people to build and maintain
the company website, or should it outsource? Here is a short survey
that can be taken to provide important guidance as to whether to
make or buy.

C. Not interdependent at all. We merely pool our processes/products with those of other suppliers.
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3. What is your cost of performing the activity (with similar quality)
compared to an outside supplier?
A. 5% or more lower.
B. About the same or higher.
4. How many outside suppliers can conduct the activity (with similar
quality) at a cost that is about the same or lower than your firm?
A. 0 or 1
B. 2 or more
5. To what extent is this activity highly interdependent and requires
coordination with other activities you perform in the firm?
A. Highly interdependent (reciprocal interdependence), meaning
that in order to do this and other activities well, we need to tightly
coordinate this activity with other activities (simultaneously
iterate when conducting the activities).
B. Somewhat interdependent (sequential interdependence),
meaning that this activity must be done before (or after) we
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and you think it is a differentiator).

Career Readiness: Building Personal Alliances
How do you get a job? Or move up in a company? Or find the resources
to do almost anything you are trying to accomplish? The answer?
People. Yes, when we build relationships with people we have the
potential to accomplish amazing things. As Albert Einstein once
observed, “What a person does on his own, without being stimulated
by the thoughts and experiences of others, is even in the best of cases
rather paltry and monotonous.”45 This is particularly true when you
start working for a company. If you want to succeed, it makes a big
difference if you can develop strong relationships with mentors, ideally leaders in the organization. They can advise, coach, and bring
resources to bear to help you accomplish things. They can recommend
you for promotions or desirable new positions. They can be your ally.
That’s what companies try to do when they initiate alliance relationships with other resource-rich companies. They want to ally with other
companies so they can access new resources and accomplish things
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