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SUMMARY: This paper lists findings and discusses implications of outsourcing for Infrastructure managers. The industry has experienced a period of a lot of outsourcing and this paper examines some of the lessons learned. Conclusions are drawn in the end. Outsourcing should be a strategic consideration and result in better and lower cost in the long run. Outsourcing is therefore a mean and not an end. Competition in a field or service for outsourcing is necessary, otherwise you could have kept the service within your company. 
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1. Introduction

The rail infrastructure faces large challenges concerning costs of maintenance and renewal of the assets. Like other industry, the infrastructure managers have made use of outsourcing of certain activities. The degree of outsourcing has varied. 

Peter Drucker´s word that "your back office should be someone’s front office", is appealing. Drucker argued that there are some activities that become less attractive to attract talents. Prahlahad and Hamels (1990) wrote that companies should focus on the core competence of the organization and concentrate on that (Prahlahad, C. K. and G. Hamel (1990): The Core Competence of the Corporation (Harvard Business Review 5/1/1990). What others could perform better and cheaper should be outsourced. Their article became very popular and from their point of you, outsourcing becomes logical. Ten years of outsourcing has experienced mixed results. There are examples of success and failures. Some countries were early exposed to privatization, resulting in more activities were outsourced by the regulators demand. 
Promain has investigated the status on quality management and the topic of outsourcing. Outsourcing and the management of contracts came up as an important issue. 

Possible arguments against contracting out functions

”To avoid paying the costs necessary to make the product/service, to avoid paying a profit to other firms, to avoid paying high prices during peak periods”. 

- What really matters is the relative cost for the company

A. Scott (1998): Strategic Planning  (Edinburgh Business School). 

2. Experiences regarding quality management and outsourcing of activities

The Infrastructure manager need a tool to set up contracts and to follow up contractors or maintenance performed. A pattern of taking some of the maintenance activities back can be seen. Some of what prior has been done seems illogical today. It can be demanding to establish contracts in a wide area. The Hatfield accident was often referred to as an example of lack of ownership by several. The deviation was seen but not fixed. Several Infrastructure Managers see that more time is devoted to setting up good contracts and to develop a good system for follow-up of the contractors. 

One Infrastructure manager argues that based on their experiences, three areas would be “insourced”. These areas are inspection, light maintenance (i.e. maintenance that can be performed under the inspection) and preparedness. Of course, this is not to say that this should be the answer to every Infrastructure manager, but it is important to draw on experiences and make decisions on what should further be outsourced or not.

These experiences have both economical and safety aspects. Inspection and preparedness is no essential that the infrastructure manager should have a direct grasp on it. When you are out performing manual inspection, some light maintenance could be cost efficient done then and there avoiding unnecessary ordering of maintenance from a contractor or a department. 

Some companies find it very useful to use ISO- standards and work hard on them in order to describe work process (“what, how, who, when”) necessary for efficient maintenance. This again means that they are less vulnerable when a contractor is changed. One Infrastructure manager had gone through an ISO- certification together with a major contractor. This could be useful in order to create a common ownership. When you align partner around some objectives could help improve both the relationship and the execution of tasks. When a new contractor is signed, it is the responsibility of the contractor to be compatible with the work processes described.


[image: image3.wmf]Decision

about running

m. wagon

Measurement

wagon

reservation

Detailed

planning of

run

Actual

measurement

by m. wagon

Short term

response

Operative

restrictions

Immediate

repair

Detailed

analysis

Proposed

improvement

projects

Document in

Safety Follow

Up Plan

Document in

RAMS

database

Evaluation &

prioritization

of projects

Project

approval

Project

planning

Project

execution

Project

evaluation &

documentat'n


Figure 1: Example of work processes flow

It is not in general advisable to outsource activities in areas were there are no or limited competition. One Infrastructure manager had given the maintenance contract for a new line that was built to the company that had constructed the line. The reason for this was that the construction company had the best knowledge of the line. In areas with a lot of competition a strategy of pre- qualifying a lot of suppliers were done in order to be flexible and to choose supplier. 

Some of the experiences with management of contractors can be summed up as follows:

Table 1: “Outsourcing” aspects for quality management. 

ADVANTAGES
DISADVANTAGES

Better focus for the infrastructure manager (less to focus on)
Competence can disappear from the infrastructure company

Cost- efficient execution of tasks
Dependent of maintenance partners ability to survive and maintain their competence

Flexible access to competence from suppliers
Vulnerable communication lines

Reduced training costs
Co- ordination of the maintenance partners availability

Less administration 
Contract formulation and follow up is critical (special competence needed than i.e. personnel management) 

3. Recommendations

· Deciding outsourcing: Deciding whether one should outsource an activity or not, should be strategic and have a cost consideration. It seems very important to think what benefits should be derived, what areas are best suited for outsourcing etc. It is not and end to outsource; it is just a means. The end should for example be more cost-efficient maintenance, more satisfied customer’s etc. 
· Concern for safety: Operations with regards to safety should have an extra focus. Train accidents like (Eschede) in Germany, Paddington and Hatfield in the UK and the Åsta accident in Norway have raised the public’s awareness on safety in the rails. More resources and attention by the Infrastructure Managers could also help improving quality, since both safety and quality is concerned with underlying processes, sorting to reduce variances, keep strong feedback control and so on. Some European Infrastructure Managers are merging quality and safety departments.

· Alignment: Closer alignment between Infrastructure managers and suppliers could be a solution. Some Infrastructure managers have chosen to certify contractors according to ISO- 9001 requirements including describing actual work process which leads to a better supervising and/or audit base. At the same time this gives better opportunities to evaluate competitors. 

· Description of work processes: Regardless of the activity is kept within the organization or outsourced, a good description of the tasks and work processes to be carried out has to be described in order to audit the performances. 

· Knowledge and experience from the operations: One critical success factor is to achieve knowledge from the line manager, while the decision to outsource often is taken on a high managerial level or by political decisions or regulations.
Experiences from the infrastructure managers so far show that there has to be a strategic decision and rational for outsourcing. There has to be competition in the area, the area must not be seen as vital to the Infrastructure manager and a long-term economic perspective must be established in order to calculate what is most cost- efficient for the infrastructure manager. At a European level, the industry would favor on co-operating on contract formulations and follow up. From a manager’s point of view, outsourcing means fewer personnel responsibility but more efforts on managing contracts. And these two issues are demanding different type of competence.

Safety issue

Outsourcing and managing boundaries is also a matter of safety. There has been pointed that management of interfaces is regarded as the single biggest safety issues for the British rail system. Failure to manage the interface was identified as one of the root causes for the Clapham railway accident (Maidment, 1998). The accident in 1988 caused 35 people killed and 500 people injured. Outsourcing will not necessarily lead to poor maintenance or to risk of safety, but Infrastructure managers faces large challenges in the quality of leading these interfaces. 

Maidment, D. (1998): Privatisation and Division into Competing Units As A Challenge For Safety Management In: Hale, A. and M. Baram (1998) Safety Management. The Challenge of Change (Pergamon).
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