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Optimal Capital Investment,
Uncertainty and Outsourcing
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Abstract This paper provides an uncertainty-based explanation for outsourcing. We study a
brand-producing firm”s choice of optimal capital investment both with and without the possibility
to outsource under uncertainty. We show that in the presence of uncertainty outsourcing is Pareto-
improving and that a brand-producing monopolist reduces its fixed-asset investment if outsourcing
is possible. We also show that the cost of undertaking outsourcing can have a significant impact on
the monopolist”s choices of optimal capital investment and outsourcing quantity.
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