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•• Economic FactorsEconomic Factors
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•• Disadvantages/AdvantagesDisadvantages/Advantages
•• Hidden costsHidden costs
•• What the Future HoldsWhat the Future Holds
•• How to avoid the Move OverseasHow to avoid the Move Overseas
•• The Final DecisionThe Final Decision



Why it is Cheaper Over ThereWhy it is Cheaper Over There

•• Labor CostsLabor Costs
•• OverheadOverhead
•• Regulatory IssuesRegulatory Issues
•• Environmental IssuesEnvironmental Issues
•• Work EthicWork Ethic
•• Labor LawsLabor Laws
•• Government IncentivesGovernment Incentives



Why it is Cheaper Over ThereWhy it is Cheaper Over There

•• Human RightsHuman Rights
•• Social ComplianceSocial Compliance
•• Material costsMaterial costs
•• Real Estate/RentalsReal Estate/Rentals
•• CurrencyCurrency
•• Low Capital InvestmentLow Capital Investment



Other Factors that are Fueling this Other Factors that are Fueling this 
ExodusExodus

•• Customer ExpectationsCustomer Expectations
–– If it is made in here then it is more expensive If it is made in here then it is more expensive 

than similar overseas manufactured productthan similar overseas manufactured product

•• The Consumer wants Low PricesThe Consumer wants Low Prices
•• Big RetailersBig Retailers



Current StatusCurrent Status

•• ProductivityProductivity
•• Material ControlMaterial Control
•• Accounting and Cost SystemsAccounting and Cost Systems
•• QualityQuality

–– ApproachApproach
–– LevelsLevels
–– SystemsSystems



Current StatusCurrent Status

•• Improvement ProgramsImprovement Programs
•• Support FunctionsSupport Functions
•• Human RightsHuman Rights
•• Code of ComplianceCode of Compliance
•• EnvironmentalEnvironmental

–– PollutionPollution



Current StatusCurrent Status

•• Cultural IssuesCultural Issues
•• Political climatePolitical climate
•• Economic climateEconomic climate
•• LaborLabor--ProfessionalProfessional



Disadvantages of Offshore Disadvantages of Offshore 
OperationsOperations

•• Political/Social Stability??Political/Social Stability??
•• CustomsCustoms
•• Low EfficiencyLow Efficiency
•• Low QualityLow Quality
•• Transportation Transportation 

–– CostCost
–– TimeTime



Disadvantages of Offshore Disadvantages of Offshore 
OperationsOperations

•• InventoryInventory
•• In Country SupportIn Country Support

–– Technical assistanceTechnical assistance
•• Up front developmentUp front development

–– ProblemsProblems
•• Time to arrive on siteTime to arrive on site

•• Utilities and EnergyUtilities and Energy
–– ReliabilityReliability
–– CostCost



Disadvantages of Offshore Disadvantages of Offshore 
OperationsOperations

•• CommunicationCommunication
•• Higher Probability of Product ShortagesHigher Probability of Product Shortages
•• Protection of Intellectual PropertyProtection of Intellectual Property
•• Retaining Key StaffRetaining Key Staff

–– TechnicalTechnical
–– ManagerialManagerial

•• Code of ConductCode of Conduct
–– Human RightsHuman Rights
–– Bad pressBad press



Advantages of Offshore OperationsAdvantages of Offshore Operations

•• Potential Long Term Cost SavingsPotential Long Term Cost Savings
•• Economic ZonesEconomic Zones
•• Sell Product in CountrySell Product in Country
•• Customer ExpectationsCustomer Expectations
•• Organizational GrowthOrganizational Growth



Typical CostsTypical Costs

•• Costs that Organizations Usually ConsiderCosts that Organizations Usually Consider
–– Direct/Indirect LaborDirect/Indirect Labor
–– LeaseLease
–– Legal FeesLegal Fees
–– TransportationTransportation
–– InventoryInventory
–– LogisticsLogistics
–– CustomsCustoms
–– InsuranceInsurance
–– Currency ChangesCurrency Changes



Hidden CostsHidden Costs

•• Typical Costs that Organizations Fail to Typical Costs that Organizations Fail to 
Consider or UnderestimateConsider or Underestimate
–– Efficiency DropEfficiency Drop
–– Scrap & Rework RiseScrap & Rework Rise
–– Learning CurveLearning Curve
–– Expedited ShipmentsExpedited Shipments

•• AirfreightAirfreight



Hidden CostsHidden Costs

•• Typical Costs that Organizations Fail to Typical Costs that Organizations Fail to 
Consider or UnderestimateConsider or Underestimate
–– Customer GoodwillCustomer Goodwill
–– Utilities & EnergyUtilities & Energy
–– BackBack--Up GeneratorUp Generator
–– Local PoliticiansLocal Politicians
–– Developmental TimeDevelopmental Time
–– ExEx--pat Packagespat Packages

•• DependentsDependents



Hidden CostsHidden Costs

•• Typical Costs that Organizations Fail to Typical Costs that Organizations Fail to 
Consider or UnderestimateConsider or Underestimate
–– In Country SupportIn Country Support
–– Redundancy TimeRedundancy Time

•• Two operationsTwo operations

–– TravelTravel
•• Startup/DevelopmentalStartup/Developmental
•• Routine VisitsRoutine Visits
•• ProblemsProblems



Hidden CostsHidden Costs

•• Typical Costs that Organizations Fail to Typical Costs that Organizations Fail to 
Consider or UnderestimateConsider or Underestimate
–– Social CostsSocial Costs
–– Code Of Conduct/Human RightsCode Of Conduct/Human Rights
–– Retention/Replacement of Key PersonnelRetention/Replacement of Key Personnel
–– ConsultantsConsultants



What The Future HoldsWhat The Future Holds

•• ChinaChina
–– Political/Social UnrestPolitical/Social Unrest
–– Currency IssuesCurrency Issues
–– Labor Rate IncreasesLabor Rate Increases
–– Higher Material Cost Higher Material Cost 
–– China Controlling Raw Material SuppliesChina Controlling Raw Material Supplies
–– InflationInflation



What The Future HoldsWhat The Future Holds

•• ChinaChina
–– Higher CostsHigher Costs
–– Industry Moving InlandIndustry Moving Inland
–– Work Ethic ChangeWork Ethic Change
–– Infrastructure will not Keep pace with GrowthInfrastructure will not Keep pace with Growth
–– Electric Power ShortagesElectric Power Shortages
–– Material ShortagesMaterial Shortages
–– The Next GenerationThe Next Generation



What The Future HoldsWhat The Future Holds

•• Latin America will Encounter a RebirthLatin America will Encounter a Rebirth
–– Stable Political ClimateStable Political Climate
–– Value System AlignmentValue System Alignment
–– Unused CapacityUnused Capacity

•• PersonnelPersonnel
•• FacilitiesFacilities

–– Proximity to North AmericaProximity to North America
–– Emerging CountriesEmerging Countries

•• PeruPeru
•• EcuadorEcuador



Staying at HomeStaying at Home

•• Option 1Option 1
–– Arbitrary Cost CuttingArbitrary Cost Cutting

•• Option 2Option 2
–– Improvement ProgramsImprovement Programs



Staying at HomeStaying at Home

•• Arbitrary Cost CuttingArbitrary Cost Cutting
–– Short Term GainsShort Term Gains
–– Key Resources LostKey Resources Lost
–– Morale IssuesMorale Issues
–– Cost Increases in Other AreasCost Increases in Other Areas
–– Sometimes Long Term SuffersSometimes Long Term Suffers
–– Seldom Improves CompetitivenessSeldom Improves Competitiveness



Staying at HomeStaying at Home

Most Organizations are Wasting 20Most Organizations are Wasting 20--40% 40% 
of Sales due to Suboptimal Processesof Sales due to Suboptimal Processes

--ManufacturingManufacturing
--AdministrativeAdministrative



Staying at HomeStaying at Home

•• Improving ProcessesImproving Processes
--Better Alternative to Arbitrary Cost CuttingBetter Alternative to Arbitrary Cost Cutting



Systems that have been proven to Systems that have been proven to 
Reduce CostsReduce Costs

•• LeanLean
•• Six SigmaSix Sigma
•• Design For ManufacturabilityDesign For Manufacturability
•• Supplier DevelopmentSupplier Development
•• Business Process ImprovementBusiness Process Improvement

Do It Right!Do It Right!



The Final DecisionThe Final Decision

•• Accurate Financial AnalysisAccurate Financial Analysis
–– Add Add 0505--1010 %%
–– Resource AvailabilityResource Availability
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