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Sifting Through the Sourcing Options

Outsourcing is now a widely accepted 
practice in the life sciences industry.
However, choosing precisely which 
activities to entrust to an external supplier 
remains challenging. The standard 
methodologies are two-dimensional; 
therefore, they fail to address some 
key considerations. Here we present a 
new methodology that refines previous 
approaches and provides a rigorous 
framework for making such decisions.

Outsourcing on the Increase 
A few decades ago, every life sciences 
company worth its name did everything 
itself. Today, most rely on a network of 
contract research organisations (CROs) 
to handle critical parts of the development 
process. In 2000, the market for the 
services of CROs was just $5.2 billion. 
By 2010, it was $23.2 billion1 – 34% of 
the estimated $68 billion spent on drug 
discovery and development that year.2  
Demand for the services CROs provide 
is projected to rise by more than 20% 
by 2016 versus 2014 and, as Figure 1 
shows, the bulk of the growth is expected 
to occur in the clinical area.3

Some of the biggest life sciences 
companies also outsource other tasks, 
including payroll management, buildings 
maintenance, data management, medical 
affairs and outcomes research. And our 
analysis suggests that many of them are 
exploring the potential for contracting 
out an even wider range of activities (see 
Figure 2).

 

Why Outsource? 
The reasons for growth in outsourcing 
are straightforward. The life sciences 
industries are under huge pressure 
to become more productive. In the 
blockbuster era, the leading research 
firms had money and resources to spare. 
Today, the commercial climate is quite 
different; every dollar must be spent as 
wisely as possible.

Many life sciences companies 
therefore hope to save money by using 
specialists who can call on greater 
know-how, better processes or scale 
(sheer numbers of resources as well 
as geographic footprint) to provide 
certain services more efficiently and 
economically. Others want to make their 
organisations more flexible to manage 
peaks and troughs in demand, spread 
their risk or focus on value-adding 
activities, instead of having to worry 
about activities that, although important, 
aren’t core to their business.

Yet others want to get access to new 
skills, since even the biggest and best 
companies cannot be equally good at 

Figure 1: The CRO market is growing rapidly. Source: SCRIP Insights.

Figure 2: The biggest life sciences companies are outsourcing an expanding range of 
activities. Source: Kinapse.
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everything. Clinical testing is now a 
very complex process, for example. The 
number of trial protocols has increased 
dramatically,4 as has the number of 
countries in which trials are conducted.5 

Few drug makers can therefore manage 
the entire process and infrastructure 
alone and, even if they can, they possibly 
cannot do so as rapidly as a competent 
CRO. On average, CROs can reduce 
clinical testing times by as much as 30%.6

In short, the main motives for 
outsourcing have to do with speed, cost 
and expertise. But they are not mutually 
exclusive; many companies have more 
than one goal.

From Tactical to Strategic
The nature of the relationship between the 
client and service provider has evolved, 
as the life sciences industries switch 
from tactical to strategic outsourcing. 
Previously, most companies saw external 
suppliers as temporary labour hired to 
meet peaks in demand. But one recent 
survey demonstrates how much attitudes 
towards CROs have advanced. Only 21% 
of respondents said they still outsource on 
a short-term, ad hoc basis, whereas 67% 
form long-term partnerships with a few 
carefully chosen alliances. The remainder 
do everything in-house.7

Our research confirms and expands 
on these findings. It shows that the 
multinationals are expanding the depth 
and breadth of their links with CROs. 
Many of them are switching from 
functional-service outsourcing (where a 
supplier performs a single activity across 
multiple studies) to full-service outsourcing 
(where a supplier performs most, or all, 
of the activities involved in a study). They 
are also changing the commercial models 
they use, with output-based pricing 
contracts and full cost transparency. A 
few companies are entering into gain-
sharing agreements and paying the 
CROs they employ, when the volume of 
work falls below a predetermined level in 
return for access to key skills familiar with 
the way the sponsor company works (‘on 
demand skilled resourcing’).

Such long-term strategic partnerships 
have advantages for both sides. They 
enable the outsourcing company to tap 
into the knowledge of its external suppliers 
more easily, as well as facilitating cross-
functional collaboration because there 
are fewer organisations to coordinate. 
They also help the service provider plan 

ahead and make strategic investments 
into the partnership.

To sum up, then, strategic outsourcing 
is replacing tactical outsourcing rapidly 
and CROs are beginning to play a 
bigger role than ever in the value chain. 
Choosing the right strategic partner has 
therefore assumed greater importance. 

The Heart of the Dilemma
Many life sciences companies still 
struggle to select the right activities to 
outsource. That is sometimes because 
emphasis is focussed too much on what 
will save most money, regardless of the 
impact on their ability to compete in the 
longer term. Sponsors sometimes make 
outsourcing decisions on a piecemeal 
basis; using different selection techniques 
– often inherited from earlier acquisitions 
– in different parts of the business; or 
simply assume that an external service 
provider must be better, when that’s not 
necessarily true. Also, companies do not 
always use a collaborative approach 
involving business partners (e.g., 
procurement) and service providers to 
formulate outsourcing strategies.

Rigorous analysis is therefore essential 
both to establish the business case for 
outsourcing, and to justify that decision 
outside the boardroom. Announcing that 
a company plans to outsource an activity 
to a service provider can potentially 
generate weeks of hostile media coverage 
and industrial action. The question is how 
best to perform that analysis.

The Standard Methodologies 
Various frameworks have been devised 
for determining which activities to 
outsource. In effect, they fall into two 
categories: those founded on transaction 
cost economics, where the aim is to cut 
a company’s costs by creating the most 

efficient governance structure; and those 
founded on the resource-based view, 
where the aim is to enhance a company’s 
competitive advantage by outsourcing 
any non-core processes that it doesn’t 
perform in a distinctive way.

Critics of the first approach argue 
that it emphasises costs at the expense of 
strategic considerations. The prevailing 
frameworks therefore lean towards 
the resource-based view. They ask two 
questions. Is the activity concerned a 
source of strategic advantage? And how 
well does the company perform that 
activity, compared with its peers? Where 
no strategic advantage arises from doing 
something internally and the company 
doesn’t do it particularly well, an activity 
is regarded as suitable for outsourcing 
(see Figure 3).8

Unfortunately, the conventional 
capability frameworks have some 
limitations. First, they require a company 
to identify activities that constitute a 
source of strategic advantage. Harvard 
Business School Professor Clayton M. 
Christensen notes that it is quite possible 
for two companies in the same industry 
to see completely opposite factors as 
strategically advantageous.9 Christensen 
cites the example of power-tool makers 
Black & Decker and Makita. The former 
spent much of the 1980s consolidating 
its manufacturing in a few global centres 
to counteract the market gains made by 
its Japanese rival. Meanwhile, the latter 
was moving towards manufacturing in 
smaller-scale local facilities around the 
world.10

Second, in such frameworks it is 
implicit that every activity can be 
classified as ‘core’ (i.e., a source of 
strategic advantage) or ‘non-core’ (i.e., 
commoditised); while in practice, some 

Figure 2: The biggest life sciences companies are outsourcing an expanding range 
of activities
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activities fall in between.11 Many clinical 
operations procedures are not performed 
in a distinctive fashion that creates a 
strategic advantage; for example, many 
clinical operations procedures are not 
performed distinctively and therefore do 
not provide a strategic advantage, but 
are nonetheless essential.

The biggest weakness of the standard 
capability frameworks, though, is 
arguably their failure to address the 
financial implications of outsourcing. 
They ignore the maturity of the service 
industry concerned, which influences 
both its competence to perform an 
activity and the associated transaction 
costs (e.g., the cost of finding a supplier, 
negotiating terms, writing the contract 
and monitoring its performance). And 
they take no account of the potential 
savings.

Our Methodology
The Kinapse outsourcing framework 
aims to rectify these omissions by using 
a hybrid approach that captures all the 
information required to make a robust 
outsourcing decision and represents it 
three-dimensionally (see Figure 4). 

The first dimension (on the primary 
y-axis) measures an activity’s strategic 
added value – by which we mean its 
strategic impact, value-creating potential 
and the level of risk it carries. This 
dimension comprises two factors: the 
extent to which an activity is deemed a 
source of strategic advantage (internal 
surveys can be used) and the extent to 
which other companies in the same 
industry outsource it (based on external 
research). Both factors are measured on 
a scale of 1 to 5 and weighted.

The second dimension (on the 
x-axis) measures how well the company 
performs that activity. Internal surveys 
and metrics (such as the time taken to 
reach project milestones and number of 
critical audit findings) are used to make 
this assessment. Each activity is then 
ranked on a numerical scale representing 
the range from very good to very poor.

The third dimension (on the secondary 
y-axis) combines two further measures: 
the degree of experience and skill 
exhibited by the service industry to 
which the activity would be outsourced 
in performing that particular activity; 
and the potential for saving costs by 
outsourcing it. Again, these two factors 

are given a numerical value and weighted 
as appropriate.

This framework has various 
advantages. It uses objective as well 
as subjective criteria to measure the 
strategic significance of each activity. It 
evaluates supply-side risks and costs, by 
distinguishing between activities that are 
routinely outsourced (where the processes 
suppliers are mature) and those that are 
rarely outsourced (where suppliers may 
have no expertise). It also assesses the 
financial ramifications, including any 

factors that could reduce the scope for 
savings (such as requiring a supplier to 
perform a task in a place where labour 
is expensive).

Putting the Framework into Practice
So how is the framework applied? There 
are four key steps.

Map all activities
The first step is to map every activity in a 
given function and prepare an exhaustive 
list. Clinical project management is 
not just one activity, for example; it is 

Figure 4: The Kinapse framework assesses activities based on 1) the extent to which 
an activity is deemed as a source of strategic advantage, 2) the extent to which other 
companies in the same industry outsource it, 3) how well the company performs that 
activity, 4) the degree of experience and skill exhibited by the service industry in 
performing that activity, and 5) the potential for saving costs by outsourcing.
Source: Kinapse.

Figure 3: Conventional capability frameworks use two criteria to make the outsourcing 
decision. Source: Richard C. Insinga and Michael J. Werle, ‘Linking Outsourcing to 
Business Strategy’.
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a set of activities, including milestone 
planning, milestone tracking, budget 
and resource forecasting, budget and 
resource tracking and site budgeting and 
contracting. Some of these activities may 
be suitable for outsourcing, while others 
should be kept in-house. So they must be 
independently assessed.

Rate each activity against key 
parameters
The next step is to rate each activity 
against each of the parameters in the 
framework on a scale of 1 to 5, and 
weight the two composite measures on 
the primary and secondary y-axes as 
required. Where, say, a company’s main 
aim is to focus on more strategic activities, 
the competence of the service industry is 
likely to be more important than the 
scope for cost savings.

Plot each activity on the framework and 
identify the best sourcing strategy 
Thereafter, a company can plot each 
activity on the framework, using the 
ratings to identify the quadrant in 
which it belongs – and thus the most 
appropriate strategy for sourcing it. 
The company depicted in Figure 5 has, 
for example, decided that budget and 
resource forecasting and tracking are 
strategically valuable activities at which 
it excels, so these are the activities that 
should remain in-house. It also considers 
milestone planning and the preparation 
of reports and analysis plans strategically 
important and, since it is weak in these 
areas, it knows that it needs to improve 
its internal resources.

Conversely, the company regards 
site budgeting and contracting as 
strategically insignificant activities in 
which it is weak, so these are activities 
that should definitely be outsourced. And 
even though its milestone tracking skills 
are much stronger, this is also an activity 
with little strategic value, which may be 
worth outsourcing as well.

In most cases, determining which 
quadrant an activity falls within is 
enough to indicate the best course 
of action. However, occasionally, the 
situation is not quite so clear-cut. For 
instance, if a strategically important 
activity is performed badly in-house but 
there are some very capable suppliers 
who could do the same task much better. 
The company will have to decide whether 
it wants to outsource the activity or retain 
it and upgrade its own skills.

Alternatively, if an activity is both 
strategically insignificant and poorly 
performed by the company concerned, 
and there also are very few suppliers 
who could do it well, the company can 
either search for a competent – and 
possibly expensive – supplier, or invest 
in improving its internal facilities, and the 
choice may not be an easy one.

Moreover, it may sometimes make 
sense to bundle up related activities and 
outsource them as a package. Where 
a company plans to outsource the vast 
majority of activities in a particular 
function, for example, outsourcing the 
remaining few activities in that function 
may be preferable to splitting them up 
and keeping them in-house. Similarly, it 

Figure 5: The quadrant an activity falls within shows how that activity should be 
sourced. Source: Kinapse.

Figure 6: Potential candidates for outsourcing in a typical pharma company’s R&D 
function. Source: Kinapse.

Figure 7: Potential candidates for internal sourcing in a typical pharma company’s 
R&D function. Source: Kinapse.
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may make more sense to bundle activities 
belonging to two or more similar 
functions, such as pharmacovigilance 
and regulatory, and outsource them 
together.

Validate sourcing strategy
The final stage in the process is to 
validate the resulting map and establish 
the commercial and legal feasibility of the 
sourcing strategy for each activity. This 
should include checking the availability 
of required capabilities within and 
outside the existing supplier list. The 
existing supplier list should be updated to 
ensure that it has the best available CROs 
identified in the analysis.

Kinapse Approach in a Typical Sourcing 
Strategy Project
When supporting a typical pharma 
company’s R&D function with its sourcing 
strategy, Kinapse begins by preparing 
an exhaustive list of activities under 
all of its sub functions such as clinical 
operations, clinical development, 
medical affairs, regulatory affairs, 
etc. These activities are then rated with 
inputs from key stakeholders (collected 
through workshops or interviews) and 
then mapped onto Kinapse framework. 
The resulting map feeds into key sourcing 
recommendations which are reviewed 
and agreed with the client.

In its vast experience of working on 
numerous sourcing strategy projects, 
Kinapse has typically seen the following 
R&D activities emerge as potential 
candidates for outsourcing and internal 
sourcing.

As can be seen in figures 6 and 7, the 
Kinapse framework is a very flexible tool 
that can be used to evaluate an entire 
function to its greatest details such as its 
sub functions and activities. 

Conclusion
In short, the methodology we have 
outlined above refines and enhances the 
existing decision-making frameworks. 
It provides a sound strategic and 
quantitative basis for making sourcing 
decisions. It is also a powerful tool for 
assessing a company’s performance, 
evaluating its strengths and weaknesses 
and identifying any areas where it needs 
to improve.
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