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Chapter 1

Introduction

In the fast-paced world of product development, businesses often face a critical
decision: should product development be kept in-house or outsourced? This choice
can significantly impact operational efficiency, cost management, and ultimately, the
product's success. Both in-house product development and outsourcing have their
unique advantages and disadvantages. While in-house product development offers
direct control and seamless integration, outsourcing brings significant cost savings,
specialized expertise, and increased flexibility. This guide delves into the intricacies of
both approaches, emphasizing the advantages of outsourcing to help you make an
informed decision that aligns with your company's objectives.
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Chapter 1

Introduction

BENEFITS

Additional 30% of compensation
for medical, dental, life insurance,
PTO, and holidays

15-30% of salary for outside
recruiting fee, OR salary and
benefits for internal recruiter.
Time to fill a position = 22 to 100 days
Initial onboarding + ramp up +
milestones = 9 months

RECRUITING COSTS +
RAMP UP TIME

OVERHEAD

Added expense of management,
office space, equipment, software
and supplies

$1,300-%$1,500 per employee
per year on average il
TRAINING / EDUCATION

Average merit increase of 3%-4%
per employee per year + bonuses
and event expenses

EMPLOYEE RETENTION

Specialized knowledge
and cultural alignment

©

EXPERTISE

&

FLEXIBILITY

Shifting priorities can be slower due
to the need for internal resource
reallocation and training as well as
the cost to hold these resources
that are needed in limited capacity

Internal teams may face delays
due to limited resources

DOWNTIME

Download full infographic here -->

OUTSOURCED

No need to cover benefits

No recruiting fees and
minimized ramp up
time/training.

No/limited overhead

Training maintained internally
without disruption or expense
to client

No additional investment for
employee retention

Access to diverse skills and
specialized expertise

Ability to scale up or down based on
project needs without long-term
committments, multiple skillsets
available at all times, additional

resources such as Project Managers

Continuous operation with
multiple resources
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Chapter 1

Introduction

Key Considerations

When deciding between in-house and outsourced product development, several

key factors must be considered:

Cost Management

Contraol & Integration

Expertise & Specialization

Flexibility & Scalability

Risk Management
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Chapter 2

Cost Management

Cost is often the primary consideration in the decision-making process. Both in-
house and outsourced product development have different cost structures, but
outsourcing generally offers more substantial cost benefits.

In-House Product
Development Costs

In-house engineering involves several cost components, including salaries, benefits,
recruitment, training, and infrastructure. Let's break down these costs:

1. Salaries: The base pay for engineers can be high, especially in competitive
markets. Access to a diverse skillset would be costly and come with additional
headcount costs.

2. Benefits: Includes medical, dental, life insurance, paid time off (PTO), and
holidays, which typically amount to 30% of the total compensation.

3. Recruiting Costs: Internal recruiting can cost between 15% to 35% of the
engineer's salary, depending on the method used (e.g., internal recruiters, job
postings). In addition, recruiting and filling an engineering role can be a lengthy
process - on average 22-100 days.

4. Onboarding, Ramp-Up, and Training Costs: Intitial onboarding and ramp-up not
only take up time but cost money with lack of output. Ongoing training and
professional development to keep skills up-to-date.

5. Infrastructure Costs: Expenses related to providing a workspace, hardware,
software, and other tools necessary for engineering tasks. Downtime and efficiency
are also huge costs, ranging from internal meetings and corporate training to lack of
internal work.

These costs can add up quickly, making in-house engineering a significant
investment. Additionally, there are indirect costs associated with managing an in-
house team, such as administrative overhead, human resources, legal expenses, and
terminations which lead to issues with perception and team morale.
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Chapter 2

Cost Management

Outsourced Product
Development Costs

Outsourcing offers a more flexible cost structure, often with a focus on variable costs
rather than fixed overheads. Key cost components include:

1. Service Fees: Payments to the outsourcing firm, which can be project-based,
hourly, or retainer-based. These fees can be more predictable and easier to manage.

2. Additional Charges: Potential extra costs for specialized services or faster
delivery.

3. Management Fees: Costs associated with managing the outsourced team,
including communication and coordination efforts.

Outsourcing can often provide significant cost savings, especially for short-term
projects or when specific expertise is needed that is not available in-house. The
ability to convert fixed costs into variable costs allows companies to better manage
their budgets and allocate resources more efficiently.
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Chapter 3

Control & Integration

Control over the product development and engineering process and seamless
integration with other business functions are critical factors.

In-House Product
Development Control

1. Direct Oversight: Managers have
direct control over the engineering
team, enabling real-time adjustments
and quality assurance.

2. Alignment with Business Goals:
Easier to align engineering efforts with
the company's strategic objectives and
culture.

3. Cultural Control: Better control of
company culture.

While these advantages are significant,
maintaining this level of control
requires substantial investment in
management and infrastructure.

Outsourced Product
Development Control

1. Expert Management: Outsourcing
firms often have established
management processes and quality
assurance protocols. They bring a
wealth of experience and best practices
to the table, ensuring high standards of
quality and efficiency.

2. Contractual Agreements: Detailed
contracts can outline expectations,
deliverables, and performance metrics,
providing a clear framework for the
project and reducing the risk of
misunderstandings.

3. Specialized Oversight: Outsourcing
firms typically have specialized project
managers who ensure that the work
aligns with the client's goals and
standards.

Although outsourcing involves
relinquishing some control, the benefits
of specialized management and clearly
defined contractual agreements can
mitigate potential downsides.
Additionally, modern communication
tools and practices can bridge the gap,
ensuring that outsourced teams are
well-aligned with company objectives.
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Chapter 4

Expertise & Specialization

The level of expertise and specialization required for product development tasks can

vary widely.

In-House Product
Development Expertise

1. Deep Knowledge of Company
Products: Teams develop a profound
understanding of the company's
products and technologies over time,
which can enhance product
development and innovation.

2. Long-Term Knowledge: Engineers
develop a deep understanding of the
company's products and technologies
over time.

3. Skill Development: Continuous skill
development and knowledge sharing
within the team.

Building an in-house team with the
necessary expertise can be challenging
and time-consuming, requiring
significant investment in recruitment,
training, and development.

Outsourced Product
Development Expertise

1. Access to Specialists/Custom
Solutions: Outsourcing provides access
to a broad range of specialized skills
and expertise. This is particularly
valuable for projects requiring niche
skills or cutting-edge technologies that
are not readily available in-house.

2. Latest Technologies: Outsourcing
firms often invest in the latest
technologies  and methodologies,
allowing clients to benefit from the
latest advancements without additional
investment.

3. Reduced Training Needs: Less need
for internal training and  skill
development. By leveraging the
expertise of the outsourcing firm,
companies can focus on their core
business activities while ensuring that
their engineering needs are met with
high-quality solutions.

Outsourcing allows companies to tap
into a global talent pool, accessing
specialized skills and expertise that
might be difficult or expensive to
develop internally. This access to world-
class talent can drive innovation and
accelerate project timelines.
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Chapter 5

Flexibility & Scalability

The ability to scale engineering resources up or down based on project needs is

another important consideration.

INn-House Product
Development Flexibility

1. Resource Constraints: Scaling the
in-house team can be time-consuming
and costly. Hiring new engineers,
onboarding them, and providing them
with the necessary tools and training
can take several months. Scaling down
can also be costly - from severance to
morale to impact on investors for
perceived downsizing.

2. Fixed Costs: Higher fixed costs can
limit flexibility, making it difficult to
quickly adjust to changing project
demands.

3. Long-Term Stability: Provides long-
term stability and continuity, which can
be beneficial for ongoing projects but
may lack the agility needed for rapidly
changing markets.

While in-house engineering provides
stability, it may lack the flexibility to
quickly scale up or down based on
project needs.

Outsourced Product
Development Flexibility

1. Scalable Resources: Easier to scale
resources up or down based on project
demands. Outsourcing firms can quickly
provide additional resources or scale
back based on the needs of the project.

2. Variable Costs: More flexible cost
structure allows for better budget
management. Outsourcing can convert
fixed costs into variable costs, making it
easier to manage the budget and
allocate resources based on project
needs.

3. Rapid Deployment: Faster
deployment of resources for urgent
projects. Outsourcing firms can often
provide additional resources on short
notice, allowing companies to respond
quickly to changing project
requirements or market conditions.

Outsourcing offers greater flexibility
and scalability, making it an attractive
option for companies with variable
project demands or those looking to
rapidly develop new products.
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Chapter 5

Risk Management

Both approaches come with inherent risks that need to be managed effectively.

In-House Product
Development Risks

1. Talent Retention: Challenges in
retaining top talent. High demand for
skilled engineers can make it difficult to
retain top performers, leading to
turnover and the loss of valuable
knowledge and experience.

2. Capacity Issues: Risk of
overburdening the team with too many
projects. In-house teams may struggle
to manage multiple projects
simultaneously, leading to burnout,
reduced productivity, and potential
delays in project timelines.

3. Internal Conflicts: Potential for
internal conflicts and politics. Managing
an in-house team can sometimes lead
to conflicts over resources, priorities,
and decision-making, which can hinder
productivity and morale.

To mitigate these risks, companies need
to invest in  effective talent
management strategies, create a
supportive work environment, and
ensure clear communication and
alignment of goals across the
organization.

Outsourced Product
Development Risks

1. Quality Control: Ensuring high-
quality output from the outsourced
team. Maintaining consistent quality
standards can be challenging when
working with an external team,
especially if there are differences in
work practices and quality expectations.

2. Communication Barriers: Possible
communication barriers due to
geographical and cultural differences.

Language differences, time zone
variations, and cultural
misunderstandings can create

communication challenges that impact
project progress and quality.

3. Dependency: Risk of becoming too
dependent on the outsourcing partner.
Over-reliance on an external provider
can lead to wvulnerabilities if the
outsourcing firm faces issues or decides
to terminate the partnership.

To address these risks, companies
should establish clear communication
channels, set  stringent  quality
standards, and outline expectations for
performance and deliverables.
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Chapter 6

Strategic Considerations

In addition to the operational factors discussed above, several strategic
considerations should guide the decision between in-house and outsourced
product development:

Business Goals & Vision

Aligning the product development and engineering approach with the
company's long-term goals and vision is crucial. If the company's strategy
emphasizes integration with other business functions, an in-house team may
be more suitable; however, oftentimes, outsourced teams can help alleviate
internal politics and play nicely in the sandbox. Conversely, if the company
prioritizes innovation, proprietary technology development, cost efficiency,
rapid scaling, and access to diverse expertise, outsourcing may be a better fit.

Competitive Advantage

Consider how the product development and engineering approach
contributes to the company's competitive advantage. In-house and
outsourcing oftentimes work in tandem. Use in-house teams to understand
the market and customer while using an outsourced team to drive innovation
and create unique products that differentiate the company in the market;
outsourcing also provides access to cutting-edge technologies and specialized
skills that might be cost-prohibitive to develop internally.
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Chapter 6

Strategic Considerations

Market Bynamics

The dynamics of the market and industry also play a role in the decision. In
rapidly evolving industries where technology changes quickly, outsourcing can
provide the flexibility and speed needed to stay competitive. Outsourcing
firms, often operating at the forefront of technological advancements, can
quickly adapt to market changes and incorporate the latest technologies and
methodologies into your projects. This agility can be crucial in sectors such as
software development, where the ability to innovate and bring products to
market swiftly can be a significant competitive advantage.

In more stable industries, where the pace of change is slower, building and
retaining in-house expertise may offer greater long-term benefits. However,
even in these industries, outsourcing can be beneficial for specific projects or
tasks that require specialized knowledge or skills that are not readily available
in-house.

Regulatory & Compliance Requirements

Regulatory and compliance requirements can influence the decision between
in-house and outsourced engineering. Some industries, such as healthcare,
finance, and aerospace, have stringent regulations that necessitate close
control over engineering processes and data security. In such cases, keeping
certain engineering tasks in-house can ensure compliance and mitigate risks.

Many reputable outsourcing firms are well-versed in industry-specific
regulations and can provide guidance, oversight, and visibility into the design;
However, it is recommended that in high-risk regulatory industries, these
regulations should be known and managed in-house.
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Chapter 7

Case Studies

To illustrate the decision-making process and outcomes, let's look at some
real-world examples of companies that have navigated the in-house vs.
outsourced engineering dilemma:

Case Study 1. Outsourced Engineering Success
Company: GitHub

Industry: Software Development

Approach: Outsourced Engineering

Outcome: GitHub, a platform for software development and version control,
successfully outsourced significant portions of its engineering work during its
early stages. This approach allowed GitHub to leverage specialized expertise
and focus on rapid development and deployment. The flexibility provided by
outsourcing enabled GitHub to scale its operations quickly and efficiently. As
the company grew, it continued to use a hybrid model, balancing in-house
development with outsourced projects to maintain flexibility and access to a
broad talent pool.

Key Takeaways: GitHub's success demonstrates the advantages of
outsourcing for startups and fast-growing companies. Access to specialized
skills, rapid scaling, and flexibility were critical factors in GitHub’s ability to
innovate and grow.

*Source: TechCrunch & Wired
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Chapter 7
Case Studies

Case Study 2. In-House Engineering Challenges
Company: Nokia

Industry: Telecommunications

Approach: In-House Engineering

Outcome: Nokia, once a leader in the mobile phone market, faced significant
challenges due to its in-house engineering approach. The company struggled
to keep pace with rapidly changing technology and market dynamics. The high
fixed costs and slower adaptability of in-house engineering contributed to its
inability to compete effectively with more agile competitors like Apple and
Samsung, who leveraged outsourced engineering to innovate rapidly.

Key Takeaways: Nokia's challenges highlight the potential drawbacks of
relying solely on in-house engineering in fast-evolving industries. The inability
to scale quickly and adapt to new technologies can hinder innovation and
competitiveness.

*Source: Harvard Business Review
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Chapter 8

Final Recommendations

Conclusion

Deciding between in-house and outsourced engineering is a complex process
that involves weighing various factors. While in-house engineering provides
greater control, integration, and long-term knowledge development,
outsourcing offers substantial cost savings, specialized expertise, and
unmatched flexibility. Ultimately, the right choice depends on your company's
specific needs, goals, and resources. By carefully evaluating the pros and cons
of each approach, you can make a strategic decision that supports your
product development objectives and drives business success.

To make an informed decision, consider the following steps:

Assess Your Needs: Evaluate the specific requirements of your engineering
projects, including the level of expertise needed, the complexity of the tasks,
and the desired timelines.

Evaluate Costs: Compare the total costs of in-house and outsourced
engineering, taking into account not only direct expenses but also hidden
costs such as recruitment, training, and management.

Consider Strategic Goals: Align the engineering approach with your
company's long-term goals, competitive strategy, and market dynamics.

Conduct Risk Analysis: Identify and mitigate potential risks associated with

both in-house and outsourced engineering, including talent retention, quality
control, and intellectual property protection.
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Chapter 8

Final Recommendations

Conclusion

Explore Hybrid Models: Consider hybrid models that combine the strengths
of both in-house and outsourced product development and engineering. This
approach can provide flexibility, access to specialized expertise, and the ability
to maintain control over critical functions.

Leverage Outsourcing for Specific Needs: Use outsourcing strategically for
specific tasks or projects that require specialized skills or need to be
completed quickly. This can complement your in-house team's efforts and
provide a balance between control and flexibility.

Regularly Review and Adjust: Continuously review your engineering strategy
and adjust it based on changing business needs, market conditions, and
technological advancements. This will ensure that your approach remains
aligned with your overall business strategy and helps you stay competitive.

By following these steps and carefully weighing the advantages and
disadvantages of each approach, you can make a well-informed decision that
optimizes your engineering capabilities and supports your business objectives.
Whether you choose to keep engineering tasks in-house, outsource them, or
adopt a hybrid model, the key is to ensure that your engineering strategy
aligns with your overall business strategy and drives long-term success.

In conclusion, while both in-house and outsourced engineering have their
merits, outsourcing offers a range of benefits that can be particularly
advantageous in today's dynamic and competitive business environment.
From cost savings and access to specialized expertise to greater flexibility and
scalability, outsourcing can be a powerful tool to enhance your engineering
capabilities and achieve your business goals.
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