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Abstract

The primary purpose of this chapter is to present descriptive real-life case stidies of
different offshore-outsourced custom software development projects {that the author
has actually worked for). The first case study discusses the practical issues in two fixed-
term/fixed-price custom software development projects that were offshore-outsourced.
The second case study discusses the practical xsues in the offshore-outsourcing of a
time and materials custom software development project to multiple vendors, which
involved simultaneous invourcing, onshore-outsourcing and offshore-cutsourcing.
Furthermore, the observations and issues from these vase studies are analyzed by
comparing them with the paradigms of socio-economic theories that have heen adopted
extensively in the academic 1S oufsourcing literature (namelv the agency theory,
transaction cost theory, innovation diffusion theorv, social exchange theory, and
power-politics theory).
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Introduction

Companies worldwide are underincreasing pressure Lo cut costs. The price of associated
saftwarc is often the deciding {actor on whether to upgrade to newer and better
alternatives.

Every company wanls to use the best software — not just to beat the competition, but
somelimes to remain in the competition. The lure of low costs and the desire for high
software quality has forced companies in advanced economics to look across the
horizon.

Case study- | discusses the issues in two fixed-term/fixed-price cuslom soltware devel-
opment projects that were offshore-cutsourced. Case study-2 discusses the issucs in the
offshore-outsourcing of a time and materials custom sollware development projeet to
multiple vendors, which involved simultaneous insourcing, onshore-outsourcing and
offshore-outsourcing. The two case studies explain two very differcnt approaches lo
offshore vutsourcing of custom software development, and attempt to be of practical
significance to managers and software professionals by analyzing the issues involved.
The casc studies provide insights into the practical and real life strategics adoptled by
managers o solve issucs and problems in olTshore-outsourcing and hence will be of
value for the readers,

Tbe obscrvations and issues [rom these case studies are [urther analyzed by adequately
comparing them with the paradigms ol socio-economic theories that have been adopted
extensivelyintheliterature lo study IS outsourcing. To achieve this uobjective, exlensive
literalure review has been provided both n the introductory sections of this chapier and
also in thelater sections where Lhe case-studies are related to the theories and paradigms.
Hence, an earnest atlempt has been made by the author to relate the practical real-life
cxperiences of working in offshore-outsourced projects to the paradigms in the academic
literature. This chapter can alsc be used for instructional purposes for teaching cases
in offshore-outsourcing of custom software developmenl projects.

It is assumed that the reader has sulficient knowledge about the fundamental concepts
of insourcing, cutsourcing and offshoring. and hence betore we review the literature for
socio ceonomic theories and before we analyze the case studies, we proceed o only
briefly describe the reasons behind the growth in offshoring of IS work, and also the
primary factors that influence the choice of whether to insource or outscurce.

Discovering New Lands: The Move to Offshore

Overall there is a bright outlook for offshore sourcing of 1S functions. Carmel and Agarwal
(2002, p. 73). note the [bllowing:

ur assessment is that growrh will continie in sourcing I work offshore for a number
of vears to come. While the growth rate slowed somewhar iy 2000-2002, corporate
pressures to reduce costs remoined strong, However, putting a figure on the plobal
offshore picture (s difficulr. Adventis, aresearch firm, estimates that U.S. firms will spend
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some 87 billion on third-party offshore IT work in 2002. Narrower figures give more
guidance: Forrester, a U.S. research firm, found thar44 percentofU.S. firms withmore
than $1 billion in revenueys performed IT activities offshore in 2001, and Forrester
estimatey that percentage will grow to 07 percent hy 2003 (for comparison purposes,
a Fortune 1000 firm has §1.2 billion in revenue). Note, though, that these estimates do
notinclude offshore sourcing to wholly owned facilities. Furthermore, offshore sourcing
is bur a small stice of the global market in IT outsourcing (hoth domestic and offshore),
which is estimated to be more than $100 billion (and again, this fivure does not include
insourcing ).

In the same vein, Dibbern, Goles, Hirschheim and Jayatlaka (2004, p. 90) nole the
following:

Even the popular press { Business Week, 2003; USA Today, 2003) have reported on rhis
issue noting that as much as 50% of IT jobs will be offshored to India and other off- and
near-shore destinations in the next 10 vears. Such change it is urgued iy nothing more
than the natural progression of first moving blue-collar work (manmufacturing, textile
production, efe.) overseas followed by white-collar work.

Offshore sourcing of IS will conlinue to grow [or the following reasons:

l.  Modular design of certain IS tasks: Modular design of certain IS tasks (e.g..
software production} aid the olfshore sourcing phenomena due to redoced trans-
aclions costs (cost of coordinating work activities belween two or more parties)
and because synchronization, communication. travel, supervision, feedback. and
enforcing of contracts arc easier (Carmel & Agarwal, 2002, p. 66).

12

Modern technologies: The latest technologies allow management and coordina-

tion of waork across geographic distances (Carmel & Agarwal. 2002, p. 66). The

Internet has greatly helped the phenomenon of 1S sourcing, by allowing interested

parties to easily share information, Communication technologies such asemailing,

teleconferencing, videoconferencing and instant-messaging allows hetter coordi-
nalion in spite of the geographic distances.

3 Technical, managerial and quality capahilities: The technical and managerial
capahilities of hoth offshore vendors and ollshore subsidiaries of onshore firms
have improved (Carmel & Agarwal, 2002, p. 66). For example. India is reported to
have over 150 software development and maintenance firins that have attained the
Software Engincering Institute’s *Capability Maturity Model” (SEICMM ) level 4
orlevel 5 (Dibbernetal.. 2004, p. 90).

4. High costsavings: Lower cost of offshore outsourcing in comparison to domestic
outsourcing {primarily due to lower salary levels of offshore personnel) is a big
driver behind offshare outsourcing (Carmel & Agurwal. 2002: Sohol & Apte, 1995,
Aple & Mason, 1995.p. 1252),

5. Skilled labor pool: There is sizable supply of qualified labor in many offshore

destinations like India (Carmel & Agarwal, 2002: Aple & Mason. 1995, ¢, 1252).
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6. Scalability: The sizahle supply of qualified low-cost personnel allows offshore
vendours to have a certain numher of personnel in the “wairing mode™, thal is.
waiting (o be assigned to projects. and are used Lo quickly ramp-up projects when
the need ariscs. Having a number of personnel in the “waiting mode™ for being
assigned o projects is also known as “bench strength,” and allows the vendor o
respond to client requirements in a very shor( cycle.

7. Fastest time to market by working round the clock: Potentially all 24 hours of the
day can be devoled Lo any task, by globally distributing the work across multiple
time zones. This forexample can lead to a fastercycle time for software production
{Apte & Mason, 1995, p. 1252), allow continuous monitoring of critical IS funclions
and infrastructure, and allow 24x7 operations {needed for customer service, etc. ).

8. Entry to large markets with high growth potential: Many of the favorite locations
for offshore sourcing like China and India are also large and growing markets. It
might be strategically impaortant to cstablish an early presence in such developing
countrics which have a higher growth potential than the relatively mature devel-
oped countries (Aple & Mason, 1995, p. 1252),

However there arc some concerns ahout offshore sourcing which include problems of
communication and coordination, cultural differences. lack of trust. difticulties in
arranging visas/work-permits. offshore-unit’s lack of domain knowledge. lack of control
over quality and schedule, possible violation of intellectual property rights, unclear
government atlitude towards cross border data flow and trade-in services, inadequate
infrastructure in the vendor’s home country, and possibility of an unstable economic,
political. orsocial cnvironment (Carmel & Agarwal. 2002, p. 68; Sobol & Apte, 1995, p.
271: Apte & Mason, 1995, pp. 1252-1253),

The Choice between Insourcing and Qutsourcing

Caosts (as indicated by relative efficiency in carrying out 1§ activities) and strategic
importance have becn the primary drivers behind the decision on whether to insource
from an internal IS department or to outsource to a vendor. The straregic importance and
the relative efficiency in carrving out an IS activity in-house detcrmines the choice
between insourcing and outsourcing {Apte & Mason. 1995, p. 1258; Dibbern et. al.. 2004,
p-33):

. insourcing is the hest option when both the strategic impartance and 1he relative
efficiency in carrving out the IS activity in-honse are high.

. Qutsourcing should be preferred when both the straregic importance and the
relative efficiency in carrving out the 1S activity in-house are low,

. The option would be to either build a strategic partnership or (o investin acqguiring
the necessary capabilities. when the strategic importance is high bul the relative
efficiencvislow.

. The cstablishment of a profit center (subsidiary) 1o offer IS functions in the
marketplace shiould be considered when therc is high relative internal efficiency.
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The Socio-Economic Theories

Since this book deals with the socio-economic perspective, the economic theories and
social/organizational theories and the relevant literature will be later used to analyze the
casc studics. We briefly descrihe the ecanomic theories such as agency theory and
transaction cost theory and also the social/organizational theories like innovation
diffusion theory, exchange theory, and power-politics theery that have heen applied in
IS outsourcing literature (Dibhern et al., 2004, pp. 99-102). The adoption of these theories
in the relevant IS outsourcing literature, and their linkage with the case studies to he
prescnted, will be adeguately dealt with inalater section that comparatively analyzes the
practical case-studics with the academic paradigms in literaiure.

Agency Theory

The agency theory or the theory of owne rship structure considers the firm to he a complex
process in which the divergent interests ol individuals arc brought into equilihrium
within alegal framework of contractual relations (Jensen & Meckling, 1976, p. 311), This
is illustrated in Figure 1.

Jensen and Meckling (1976, p. 308) define an agency relationship as: "a contlract under
which one or more persons (lhe principul(s)) engage another person (the agent) 1o
perform some service on their hehall’ which involves delegaling some decision making
authority to the agent,” and have further introduced agency casts as the sum of
monitoring costs, bonding costs and residual loys costs incurred by the principal. Teis
assumed that there 1s always divergence and conflict of interests hetween the principal
and the agent, which can he limited by the principal by estahlishing appropriate
incentives and hy incurring costs. In the IS oulsourcing scenario, the prineipal may he
assuined to be the client, while the agent may be assumed to be the vendor.
Monitoring costs are incurred by the principal Lo restrict he aberrant hehavior of the
agent. and includes eflorts to measure. ohserve. and control the behavior the agent.

Figure |. Agency theory: Principal agenr relationship
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Frgure 2. Transaction cost theary: Analogy
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Ronding costs are incurred by the principal (o guarantee that the agent will not act in
adisadvantageous or harmiul way, and in the casc thal the agernrdoes take such aberrant
actions the principal will be compensaled. Residual [0ss costs is the monetary equiva-
lent of the reduction in welfare experienced by the principal due to divergence between
the agent’s decisions and those decisions that could have ideally maximized the welfarc
of the principal (Iensen & Meckling, 1976).

Transaction Cost Theory

When goods or services are transferred across a technologically separable interface
such that one activity phase terminates and another begins, a “transaction”™ is said 1o
have oceurred (Williamson, 1981, p. 5352). Hence, a transaction involves transfers or
cxchanges between parties (for example, clients and vendors in an outsourcing relation-
ship) across an interface. A transaclion occurs smoothly if the interfacing berween the
involved parties is trouble {ree. However, il the parties operate in a non harmonious
manner. with misunderstandings, disputes. disruptions. failures and delays. it results in
a “tronsaction cost” 0 manage the disharmony hetween the interlfacing parties. The
transaction costis the expense borne out of accommodating. inonitoring and supervising
the transaction between parties. and is proportienal o the difficulty of mediating the
interfacing partics.
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Williamson (1981, p. 552) gives the analogy of meshing of gears, which certainly helps
in the understanding of costs due to “frictions” (see Figure 2) between clients and
vendors in an IS outsourcing relationship:

Inmechanical svstems we look for frictions: do the gears mesh, are the parts lubricated,
is a there neediess slippage or other loss of energy? The economic counterpart of
friction is transaction cost: do the parties to the exchange operate harmoniously, or
are there frequent misundersiandingy and conflicts that lead to delays, breakdowns,
and other malfunctions?

Innovation Diffusion Theory

Organizalions, countries and various social systems have Lo olten incorporate innova-
tive new technologies or processes. The 1S outsourcing process has been considered
to be an innovation, which needs to be adopted, and diffused (Loh & Venkatraman,
1992b; Hu, Saunders, & Gebelt, 1997). Adoption of innovationy involves the conscious
decision to accept and use such new technologies and processes, and diffusion involves
the process of spreading them into the social system (Dalt, 1978, pp. [95-197; Rogers,
1983, as cited in Dibbern et al.. 2004, p. 19). This is illustrated in Figure 3.

Social Exchange Theory

Blau (1964, as cited in Dibbern et al., 2004, p. 19} deflined social exchange as the
“volunjary actions of individuals that are motivated by the returns thev are expected
to bring and typically do in fuct bring from others” (sce Figure 4). 'The 1S outsourcing
relationship can be considered to be a social exchange between clients and vendors.

Figure 3. Innovation diffusion theory
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Figure 4. Exchange theory
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Emerson(1972, ascitedin Dibbernetal., 2004, p. 19) noted the following social exchange
attributes, which are highly applicable 1o the outsourcing scenario where the clients and
vendors are the parties involved in the social exchange:

. Reciprocity: A mutual exchange as aresult of the need to reciprocate the benelits
received,
. Balance: There is an equilibrium or equality in distribution due to mutual depen-

dence between cach of the actors in an exchange.
. Cohesion: When one or both actors in the exchange run into a contlict involving
the exchange.

. Power: The amount of monetary influence one can exercise on the other.

Power Politics Theory

Markus (1983, pp. 442) states the [ollowing about power and politics:

Intracrganizational power is an attribute of individuals or subgroups. such as
departments. within the organization; it can he defined as the abilitv to get one’s way
in the face of oppesition or resistance to those desires. There are a number of wavs by
which an individual or subgroup cait come to have power in aw organization. including
personal characteristics, such ay betng an expert or being charismatic. but position
in the formual structure of the organization eften provides greater aceess to specific
pawer resources and the leginmacy required to use them.

Organizations have people that wield power. that is, they posscs acontrolling influence
and the qualitics needed (o get things done as per their wishes. The presence of entities
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with differential power in social relations results in politics. Exercising power often
involves maneuvering social relations to gain control and politics is the process of
cxercising power in human decision-making. Not surprisingly, power and politics play
a hig role in IS outsourcing relationships.

Case Study-1: Offshore Outsourcing of
Fixed-Term, Fixed-Price Custom
Software Development Projects

This rcal-life case study gives descriptive accounls of the business scenario, personnel
distribution and project life-cycle for two custom soltware development projects that
were otfshore-outsourced by a client.

{Though this is a real life case. the actual names of the firms and projects have been
replaced with fictitious names.)

Business Scenario, Relationship Issues and Strategies

The Stakeholders

‘Vendoris alarge India based CMM levcel-5 software service provider. *Old-Client” was
a small UK based telecommunications company. ‘New-Client’ is a relatively larger
telecommunications company based in both UK and U.S. A that acquired ‘Old-Client’.

The Information Systems to be Custom Developed

‘Vendor,” had developed a “sales and commission management™ software sysiem for
‘Old-Client’ in Year-1, which was very well received by "0Old-Clivnt’ and an cxcellent
relationship was established between the twao.

‘New-Client’ later acquired *01d- Client’ and other companies, and had therefore ended
up with diverse software systems (rom different companies (sec Figure 3).
*New-Client” decided to consolidale its various customer care related IS applications.
Parts of the initiative were twoprojects - (1} CRM-Europe: anew Customer Relationship
Management (CRM ) sollware system needed for their Europe operations and (1) CRM-
NA:ancw CRM soltware system needed for their North America (NA) operations.
Each of the CRM systems were designed to replace the current [egacy systems and 1o
provide a Web-based front-end for call centers having customers in Europe and North
America respectively, For cach continent. the respective CRM system would be used Lo
maintain custoner data, track all customer interactions and provide a standard look and
leel,

Copyright 42 2006, ldea Group Inc. Copying or distributing i print or electronte forms withoul wniten
permission of 1dea Group Ine. is prohibited



Real-Life Case Studies of Offshore Qutsourced IS Projects 257

The guiding principles were data consolidation and application consolidation. To
provide users with rapid access 1o better quality data, efforts were made to consolidate
multiple data sources into one databasc. Interfaces were developed for the few other
databases that had to remain independent and could not be consolidated (tor example,
it was decided to keep the billing database independent of the consolidation program).
The CRM software would call these interfaces to readfwrite data from/lo these few
remaining independent databases. Similarly, to give users access a reliable one-stop
application, the multiple legacy applications would be replaced the CRM application
soflware,

Each of the new CRM systems were deployed in athrec-ter architecture where data was
stored on the database server. the application containing husiness logic was stored and
run on the application server, and access to information was provided (rom an user-
interface {Internel browser) that runs on desktop machine.

Figure 5. Case studv-1: Qffshore outsourcing - Businesy scenario
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The Contractual Negotiations and Relationship Building Issues

Alter going through a bidding process. "Vendor signed a contract with New-Client o
devclop the new CRM-Enrope software system. The lact that *Vendor had done a good
job for *Qld-Client” was onc of the positive [aclors that helped Verdor bag the deal.
This ncw relationship between ‘Vendor' and *New-Client” was not always comfortable
primarily due to the very strict deadline for project completion. and the client’s inexpe-
rience with oflshore-outsourcing. The project was however delivered within budgetand
in lime by cutting down on a few difficult but relatively unimportant functionalities
(reducing scope of the project), and went live inlo production during the carly part of
Year-3 (sce Figure 5).

For the contract for CRM-NA. there were extensive negoliations berween *New-Client
and ‘Verdor'. The ‘New-Client” contended that the new CRM-NA system should be
chcaper since the ‘Vendor® could re-usc much of the code already developed for the
CRM-Europe system that had similar business functionality. and similar look and feel.
Howecver, the ‘Vendor' conlended that though the overall look and feel of the user
interface was similar, the datahasc schema was drastically different and larger, the
numher ol validations and error checks were much higher, the nuinber of interfaces were
greater, and the business functionality was much more complicaled for the proposed
CRM-NA project, “Vendor® (urther udded thal though a lot of helplul domain knowledge
was gained from the Europe scenario, there is no valid case for re-use of code due to the
mentioned factors, The deal was finally signed at price higher than that of CRM-Europe,

Figure 6. Cuse study-1: Offshore outsourcing: Persvonnel distribution
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but it was much lower than what the vendor had estimated for CRM-NA. On a mutually
positive note, *New-Client’ offered a more realistic deadline Tor project completion. when
compared to the siringent CRM-Furope deadline.

This sccond project exceuted by “Vendor’ [or the North American operations of *New-
Client’, was amore complicated sysiem with adifierent database schema, Both *Vendor’
and ‘New-Client” had learncd their lessons {tom their experience and this ime the mutual
relationship was very comfortable. The project was delivered well within budgetand in
tune. with additional innovative funetionalitics that made *New-Client’ very huppy with
the performance of “Vendor.

All the contracts signed by ‘Vendor' were ol the “fixed-term, fixed-price” (Currie, 1996,
pp. 232-234) kind. where the deadlines were set. and the price for the entire project was
lixed. However il there was a change in the scope of the project (change in design/
requirements) then the vendor could charge additionally for it in proportion Lo the
additional effort required.

From theclient’s point of view, an advantage of “*fixed-price, fixed-tern” contract is that
the cost 1s known and agreed even before Lthe project starts. However, the disadvantage
is that the project can get lied down to the contracied price and any change, [or whatever
reason, may require a time-consuming negoliation with the vendor where every change
can increase the time & money required to complete the project. All such changes are
formalized in a written “Change Order” or " Charnge Requesr” document.

Personnel Distribution Issues and Strategies

The personnel distribution for both CRM-Europe and CRM-NA projects were similar,
The total number of personnel required for CRM-NA was only slightly higher than that
for CRM-Europe, and we consider both these projeets in unison (sce Figure 6).

Personnel Distriburion ar Client Site

At the client site (onshore), vendor personnel arc present to coordinate effectively with
the client personnel. The client managers track projects. give direction (o future
business strategies, negotiate, and handle both lechnological and organizational change
management. In the context of the CRM projects. the client’s I5 Team. thatis. the client’s
internal [S department gather and structure requirements, design systems, and develop
interfaces. The onshare vendor manageris the principal coordinator and negotiator. The
onshore vendor team Lakes pains to understand the client nceds. communicates the client
needs to offshore. and provides rapid support for design & development issucs.

Personnel Distribution at Vendor Site

Al the offshore vendor site. the project manager has module leaders reporting to him.
The offshored projectis broken down into smaller manageable modules and eachmodule
ismanaged by amodule leader. Thevendor s 18 teamis similarly distributed within cach
of these modules. where they take care of tasks like low-level (detailed) design,
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developmend, integration. esting and post deployment support. The project mandager
and meodule leaders coordinate with the client and vendor personnel at onshore and
offshore. to make sure that the project is right on Lrack.

Personnel Interaction and Movement

Sometimes the client may decide to send its coordinatars (who are generally mid-level
managers) Lo the vendor’s ofTshore site for a few weeks or even months. Thisis different
{rom the usual client visits to offshore that last only a few days, The client conrdinators
spend time discussing the high-level design with the vendor personnel, keep track of the
project progress. and proactively assess and guide the vendor to ensure smooth project
execution. Sending such clienr coordinators to ollshore [or weeks and even months are
actually rare. However in this scenario, the client coordinators were more than willing
Lo come & stay at offshore, since the offshore country also happened (o he their country
of birth.

Project Life-Cycle Issues and Strategies

Though the project lite-cycle for both the CRM-Europe and CRM-NA projects were
similar, the outcomes were different. The CRM-Europe project was successful in terms
of meeting the budget and time. however it was a failure in terms of keeping the client
happy and matching their non-hudget & non-cosl expectations, The CRM-NA project
wis nol just successiul in terms ol cost of time; it also delighted the customers with its
smooth execution, value additions to the software and the overall feeling of bonhomie.
We will first discuss the similar aspects of the both the project life-cyeles and then
discuss the intricale differentiating lactors hetween the two projects.

Reqguirements Analysis and Design

‘New-Client’ always tricd to complele the requircment analysis, architecture design,
database design and high level applicalion design before engaging ‘Vendor'. If done
properly, this an excellent practice since it shows that the clicnt is sure of what it wants,
The lile-cycles for the projects execuled ure shown in Figure 7. As soon as the vendor
enlers the project. it sends s personnel to the client site (onshore) to undersiand the
requirements and design, and if anything is [ound undoahle then they are encouraged
o negotiate and offer aliernative solutions. Design documents are also sent offshore.
where the offshore vendor personnel study them in depth, and ask for elarifications to
the vendor personnel at onshore. who in turn discuss the same with the client personnel
if needed.

Once the offshore vendor team has significant comprehension of the requirements.
architecture. datahase design, and high level application design, it starts to work on the
low-level (detailed) design documents (hat delve deep into the design and sometimes
even go o the extent of specifying the programming logic to be adopted.
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Figure 7. Case study [ Offshore outsourcing - Project life-cycle
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Meanwhile. the client's IS team works on the interfaces that will be used by the

applicaton to be developed by the vendor. and this involves the design, development,
testing and documentation of the interfaces. These interfaces will be used by the CRM
sollware toread (rom and wrile into various other databases used by the client’s muluple
systems, and also to send commands 1o various network devices. Around this time. efient
coardinators may go to the offshore vendor site, to discuss the design., assess and guide
the offshore vendor personnel.
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Fignre 8 Case sfudy-1: Offshore vutsourcing - iterative delivery
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Programming, Integration, Testing and Delivery

Alter the low-level design has been completed. the verndor starts the process of
programming, integrating and testing. The vendor delivers the system to client in an
iterative fashion that comprises of intermediale phascd deliveries or iferations; that is
the system is segmented into “huflds™ and each build is delivered in a phascd iterative
manner (see Figurc 8). This way the client can continually test and give feedback on the
system being developed, and also keep track of the project progress. This also allows
the clicnl’s IS team that was developing interfaces for the CRM sysiem to test the
cffectiveness of their interfaces, Delivering important system functionalities in carly
iterations is an cffective risk management strategy by the vendor. Hence. instead of
having just onc tinal delivery ol completed code. the delivery of tested code is made
iteratively to the client. Each such iterative delivery of code activates some significant
aspect of the soltware being developed. which can now be tested by the client.

Once the vendor finishes coding and testing the entire application. 1L is delivered to the
client tor user acceptance testing (UAT). where the prospective users af the system test
it and report defects and desired changes. Once the vendor addresses all the issues
reported during TUAT, the application is ready to go live into production. After the
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deployment of the system, vendor teams at both onshore and offshore, work on the real
time prohlems being reported by the users.

Successful vs. Very Successtul: A Comparative Analysis
of Issues

As we know, the CRM-NA project was more success{ul CRM-Europe in terms of the
extent to which it pleased the cusiomers with its smooth execution, value additions to
the soltware and the averall feeling ol bonhomic. The reasons for these are intricate, and
are not apparent on the surface of these two projects.

Maturity of Relationship Over Time

The CRM-Europe project started off with the client’s considerahle mistrust & apprehen-
sions about offshore-outsourcing, primarily borne out of their incxperience in handling
such scenarios. ‘“New Client” was motivated to go for offshore outsourcing primarily
because of its sudden need for high quality skills 1o develop the system at a low cost,
and was inspired hy the good experience of ‘Old-Client’; however, the mistrust &
apprehensions existed. After the CRM-Europe project achieved its hudgeted cost and
time goals. the client hecame more comlortable with the process ol offshore-outsourcing,
which in turn had a positive affect on the execution of CRM-NA,

Defining the Project Scope and Requirements

The scope of CRM-Europe project was not well defined. The requirements could he
interpreted many ways. Often. a secemly innocuous reguirement had more hidden
requirements within. The client’s interpretation of the desired need was often a flashy
complicated one. while thal of the vendor was a simple casy-1o-code one. The client
found it difficult to state whal it exactly wanted. and the vendor in its efforts keep Lhe
client happy often accepled such vague requests without protest. However, when
matlers recached a stage where the vendor could no longer accommodate such requests
without incurring suhstantial extra costs, resultant negotiations got messy. The client
would negotiate hased on its flashy (costly) interpretation of a requirement. while the
vendor would negotiate hased on ils casy-to-code interprelation of a requirement.
Another problem was that the seed data provided by the client 1o test the system being
developed were of a different format in comparison o the actual confidential data used
hy the client. This led to the system [unctioning crratically in a real time testing
environmenl. Comparatively. the scope of CRM-NA project was well defined with fewer
hidden requirements. Forthe CRM-NA project. the vendor insisted [or a more formal and
documented protocol e negotiate cftange requests and possihle multiple interpretations
ol requirements. 2nd also requested the client for prototypes. extensive data models. and
quality sced data at the carlicst possible stage of the lite-cyvle.
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Verification of Requirements and Design

In CRM-Europe. the vendor would hlindly assume the client’s requirements and design
to be perfeet and carry on with the development only to discover flaws at a much later
stage. But in CRM-NA 1he vendor would spend considerahle dme carly on (hefore
coding) to find possihle flaws the clicnt’s requirements and design. This approach of
searching for {laws in the client’s design at an carly slage, led to a relalively risk free
execution of the project.

Lessons Learned and Trends

Both the offshore-outsourced projects were successlul. and the degree ol delight
associated with the success increased with grealer expericnce, maturity and better
management from both the client and the vendor. In “fixed-term, fixed-price” projects,
where the deadlines, the price and the scope for the entire projectis fixed, it is importiant
o use maximum rigor in defining and verifving the requirements and design. All
procedures and processes need to well planned and executed with the coopceration of all
stakcholders.

The “fixed-term, fixed-price” offshore-oulsourcing of projects is a preferred option
when the client is very sure of its costs estimates, schedule estimates, and project
requircments and can effectively document Lhe same in ils contract and project requirc-
ment/design documents. As the software project cost and schedule estimation method-
ologics and tools improve, and as software archilects gain more experience with
confidently defining and documenting project requirements. the usage of “fixed-term,
Sfixed-price” contracts for offshore oulsourcing may increase.

Case Study-2: Offshore Outsourcing of
Custom Software Development to
Multiple Vendors Under Time and

Materials Contract

This real-life case study gives adescriplive aceount ol the business scenario, personnel
distribution and project life-cycle of a custom software development project that
involved simullaneous insourcing, onshore-outsourcing and offshore-outsourcing.
(Though this is a real life case. the actual names of the firms and projects have heen
replaced with fictitious names.)
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Business Scenario, Relationship Issues And Strategies

The Stakeholders

*Client” is one of Europe’s leading providers of telecommunications services. Its
principal activities include local, national and international telecommunications ser-
vices, broadband and Internet products and services,

Vendor-11s a very large offshore (India) based CMM level-3 service provider. As stated
earlier, itstarted off withan onshore role & now also has a very significant offshare role.
Vendar-2 isan onshore (Europe) based service provider and also a product seller. In fact,
all the vendors use Verdor-2's network management software wols/products. Vendor-
3is asmalionshore (Europe) based service provider. Vendor-4 1s a joint venture between
the "Client’ (in Europe) and an offshore partner {in India); however, their role in this
projcet is purcly anshore. All teams work both cooperatively and competitively for the
project as one large unit.

Relationship Building Between ‘Client’ and ‘Vendor-1°, and the IS
Projects

The husiness scenario is illustrated in Figure 9, *Client' started its engagemenl with
Vendor-1 with two projects: NMS (Network Management software System) and VVT
(Verificarion, Validation and Testing).

Figure 9. Case stuedy-2: Offshore outsourcing - Business scenario
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NMS was an ongoing evolutionary project where Vendor-1 was the new entrant, while
the threc other vendors (Vendor-2, Vendor-3 and Vendor-4) were already working for
the same project. The NMS project had started and the first version had gone live into
production around three years before Vendor- ! entered the project at onshore. “VVT
was a new project with Vendor-1 as the sole vendor. and it involved the verification,
validation and testing ol the various softwarc lechnologies & applications being
developed by the client.

The [irst praject to he offshored hy the client to Vendor-7 was VVT, and expectations
were high as future husiness deals were al stake. Despile tough times, the VVT project
led the way in enhancing the “offshoring™ image of Vendor-1, and gave the client the
confidence to try Vender-1's offshore capabilities even further. For NMS, Vendor-/
initially started the cngagement hy sending six of its software professionals Lo the
onshore client-site. and soon the client’s positive experience in offshoring VVT project
gave it the confidence to try offshoring of NMS projeet, too.

Vendor-1 was the only team in the ¥MS project that grew, and also increascd its work
portfolio toinclude various levels ol developmenl. design and lesting. Tn a matter of nine
months the total number of oflshore Vendor-1 personnel for NMS increased from 0 to
25. while the total number of onshore vendor personnel (inclusive of all vendors)
remained stagnant. For the NMS project, the total number of offshore personnel was now
greater than the total number onshore personnel.

Encouraged by the offshoring experience with Vendor-1, the client then decided Lo try
ollshorc-outsoureing of some of its product development work o, PRM, a Product for
Resource Management that was conceptualized hy the clicnt was offshore-outsourced.
Vendor-I will carry oul development work at offshore over the next three years to
productize PRM for the client. The client will give the necessary domain knowledge.
requirements and design to the vendor. The client will then sell it to the markel. by
capitalizing on its own esteemed standing in the telecom industry. Vendor-1 has created
an enhanced visual experience of the PRM prototype and also worked on redesigning
the PRM database.

In this case study we will concentrate on NMS project, which is an interesting case of
simultaneous insourcing. onshore-outsourcing and offshore-outsourcing.

Contractual Specifications

Allthe contracts signed by the client for the NMS project were of the “time and materials”
(Currie, 1996. pp. 232-234) kind, where Lhe project is scen as a continuum and is open to
change, with the payments being made at pre-specificd time intervals on the basis of the
amount of vendor resources being used by the client. For example, the vendor bills the
client foreach ol its software proflessionals on the project on an hourly basis. irrespective
of the scope of the project work.

From the client’s point of view. an advantage ol a “time and materials” contract is that
the task details can be worked out as the project progresses. and unforescen changes
are an expected part of the proeess. However, since the final costs are propoertional to
the utilization of vendor resources by the client, there is very little opportlunity lor the
client to negotiate a bargain or a package deal.
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Personnel Distribution Issues And Strategies

Reporting Structure at Onshore and Offshore

AsshowninFigure 1), the vendor teams at onshore reportdireetly to the clicni manager,
Also, Vendor-1's offshore project manager leads the team at offshore and directly
reports to the onshore client manager(s).

Cooperation and Communication Issues within Vendors

There is a significant challenge herc for Vendor-i, who is a new cotrant in the NMS
project. The Vendor-1 personnel have to work with other established compelitors like
Vendor-2, Vendor-3 and Vendor-4; all fighting [or the same picee of cake, and all working
logether in a team! Vendor-2 & Vendor-4 personnel are onshore hased vendors and
consider the gffshoring trend to be a serious threat to their own growth. As discussed
carlicr, Vendor! 'y offshore team was the only team in the NMS project that grew, while
all the other vendor team sizes remained stagnant, There is also a coneern that at some
point the vendor team sizes at onshore may actually he reduced. and both existing & new
wark may be sent of{shore to take ad vantage of the availability of low-cost-high-quality
skills. Hence consciously or unconsciously other vendors are often non-cooperative
lowards Vendor. ]

Figure 10. Case study-2: Offshore outsourcing - Pervonnel distribution
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Issues with the Client’s Multiple-Vendor Sourcing Strategy —
Introducing Competitiveness

In fact, the client induces such competitive spiritamong the vendors as a shrewd tactic.
By inducing such competilion among vendors, the client manages Lo derive maximum
effort and dedication out of the vendors. who all want to prove themselves as the best
Lo get more business from the client. Also, this strategy of having multiple vendors
working together for a project prevents the clicnt from being overly dependent on any
one vendor. However such compeltition can also have negative consequences. The
competitive atmosphere among vendors motivates them to sometimes be selfish and non-
cooperative, The vendor personnel mav not always act with the best interests of the
projectin mind. There is often adesire to show the other vendors in bad light, while trying
to gain maximum self credit for at every conceivable opportunity. This causes serious
teamwork issues within the NMS project unit, and client management often steps in Lo
douse the fire, and tries Lo make the competition among the vendors more positive than
negative, for example, the client appraises a vendor’s performance on its cooperalive
atlitude and tcamwork skills. Vendor-1 on the other hand, is rying 1o gain maximum
cooperation from other vendors by simply being highly polite, highly cooperative and
professional, and has been quite successlul at it.

Project Life-Cycle Issues and Strategies

Issues with the NMS Project

Large systems like NMS have along lifetime. The telecom indusiry is changing fast with
newer technologies heing adopted at a rapid pace. The NMS system must evolve
continually to meet the changing rcquirements. The NMS system has been changing
dramatically during its lifclime in response Lo the rapidly changing telccom environment,
and hence the latest evolution of the NMS system has little resemblance to its first
YCrs1on.

The Evolutionary Approuch to Custom Software Development

As shown in Figure 11, the market and wser nceds arc first evaluated, and the possihle
“increments’ that need to be added to the software arc estimated. The requirements lor
the increments/enhancements are analyzed. engineered, validated and then structured
into small modules or work packages. Each such module or work package can be
considered as small a mini-project that nceds to be designed. have its design verified,
developed. tested and linally integraled into the NMS . The NMS with the latest module
integrated is now verified. validated. and tested. and defeets (if any) are reported.

Each reported defect is tracked, and the Iatest NMS system is installed only alier the
defects have been {ixed. The users van operate the NMS system with the new features
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Figure 11 Cuse study-2: Offshore vutsourcing - Project life-cvcle
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(i.e.. the modules). and report any problem back 1o the testing team. or request further
conhancements.

Lessons Learned and Trends

Companies sometimes form relationships with multiple vendors as a risk mitigation
measurce {Chaudhury et al., 1995; Cross, 1995). The client has taken up the challenge
outsourcing to multiple vendors, inducing competition among the vendors, encouraging
cooperation amongst competing vendors. and not being oo dependent on any parlicular
vendor, They have been successful at it

Also. as a new entrant, Vendor-1 convinced the client of the possible low-cost-high-
quality advantages of offshoring by its good performances and hence managed Lo turn
the lide inits favor.

The “time and materiais” contracts combined with the incremental-evelutionary model
of offshore-outsourcing custom software development projects is a preferred option

Copyright & 2006, ldea Group Ine. Cupying or distributivg in print or clectronic farms without writlen
permission of Idex Group Inc. s prohibited.



270 Chakrabarty

when the client is not very sure of ils costs estimates. schedule estimates, or project
requiremcnls. The client has the liberty 1o change the requirements. cost estimates,
schedule estimates as and when the marke( or the users demand a change. and implement
them in the evolving software system as modularized increments. In a volalile business
and technology environment where market, customer and cnd-user nceds are unstable
and can changeable. the time and malterials contracts combined with incremental-
evolutionary model of softwarc developmentare afeasible offshore-oulsoureing option.

Comparative Analysis of Issues in
Case Studies with Socio-Economic
Paradigms in Literature

Offshore-Qutsourcing is a Feasible Alternative

As explained in the earlier section “discovering new lands — the move to offshore,”
ofTshore outsourcing does have many advantages despite the many hurdles it faces. The
real life case studies (the CRM-Europe/NA and NMS projects) highlighted that despite
varigus difficulties, offsbore outsourcing docs work. In hotb the cases, various problems
had 10 bc overcome by the vendor:

. Communication, coordinalion and cullural issues were sorted out, and these
improved over time

d Degree of mutual trust increased over time, cspecially since the vendor was able
to prove ils worth to the client

. Though the vendor was initially a bit weak in client specific business knowledge,
with the support of the client the vendor was able to quickly to grasp and gather
new knowledge

The client also took various initiatives and derived various advantages from oflshore-
outsourcing in each of the cases:

o By breaking up the bigger tasks into modular chunks, the client was able o
distribute and allocate work better. The client also had the flexibility to scale up or
scale down the project personnel size depending on the demands of the project,
since the vendor could provide manpower on demand.

. Coordination and cooperation were aided by better use of modern communication
technologies. [t was also accepled that even the best communication echnologics
eannot beat the effectiveness of direct face-to-face communication. and hence
executives {rom either the client of vendor firms traveled to their respective
counlerpart’s siles when needed.

. The elient got access to a highly skilled workforee at low cost.
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Let us now compare the issues and observations from cach of the case studies with those
in the literature. Combinations of both economic and socialforganizational theories have
been used in IS outsourcing literature (Dibbern et al.. 2004, pp. 99-102).

Guallivan and Oh (1999) had analyzed the economic. strategic, and organizational issues
involved in [T outscurcing lor four classes of outsourcing relationships: (1) simple
outsourcing relationships (one client, one vendaor), (2) multi-vendor relationships (one
client. many vendors), (3) co-sourcing relationships {many-clients. ane-vendor}, and (4)
complex relationships {many clients, many vendors). The first case study in this chapter
that studied the CRM-NA and CRM-Europe projects dealt with simple outsourcing
relationships (one client, one vendor). while the second case study that studied the NMS
project involved the a multi-vendor relationship (one client, many vendors), As high-
lighted by these case studies, cacb ol the olfshore outsourcing arrangements were very
contcxtual in nature and the nature of implementation varied to a greal degree depending
on the context. Hence, both client and vendor managers should delve deep into their own
individual contexts and carry oul cxlensive planning and preparation belore Luking up
ollshore-autsourcing initiatives {Gallivan & Oh, 1999).

Hancox und Hackney (1999) employed [our conceptual [rameworks of: (1) core compe-
tencies. (2) agency theory, (3) transaction cost economics and (4) partnerships, Lo asscss
IT outsourcing arrangements in the public and private sectors, and suggested that high
transaction costs were adampener on outsourcing initiatives, and that privale [irms were
more open to vutsourcing than public organizations. The case studies in this chapter of
course [ocused on private firms, who were more open 1o outscourcing risks and were
cfleetive inrisk managernent. In the CRM-Europe/NA and NMS projects prescnted in this
chapter, the private enterprises prevented potential conflicts by negotiatingresolutions,
were committed to derive the beneficial fruits of offshore-outsourcing, and were mutually
accountable and responsible. However, the transaction costs and agency cosls arc
dampeners on most outsourcing relationships (Hancox & Hackney, 1999), and this held
true for the CRM-Europe/NA and NMS projects oo, though the benefits scemed o bave
overshadowed the numerous difficulties and issues faced.

It would be beneficial to analyzc the IS outsourcing literature which have adopted the
economic theorics such as the agency theory and the transaction cost theory, and Lthe
social/organizational theories like the innovation diffusion theory, exchange theary,
and the power-politics theory (Dibbernet al., 2004, pp. 99-102). and compare and contrast
them with the issues highlighted in the case-studics presented in this chapter.

Agency Theory

The Agency Theory and the Case Studies

When viewed from the perspective ol the agency theory. and as highlighted in the case
studies, the outsourcing relationship may be considered to be a complex process in which
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the divergent interests of the clienis and vendors are brought into equilibrium within the
[ramework ot contracivual relations (Jensen & Meckling, 1976.p.311). CRM-Europe/NA
projects involved “fixed-term, fixed-price” (Currie, 1996, pp. 232-234) contracts, while
the NMS projectinvolved the “time and materials” (Currie, 1996, pp. 232-234) contract.

These contracts suited the individual contexLual scenarios of cach of the projects. In the
NMS project the task details had to be worked out as the project progressed. and changes
and cvolution in the system being developed was a necessity. Whereas, in the CRM-
Europe/NA projects, major changes in the scope (that 1s changes in design/require-
ments) were not expected. the deadlines were set, and the price [or the entire project was
lixed.

The client-vendor relationships in the CRM-Europe/NA and NMS projects behave like
agency relationships. where the client can be ussumed Lo be the principal that cngages
the vendor (assumed to be the agent) to perform some service. and where the agency
costs (which is & summation of the monitoring costs, bonding costs and residual loss
costsyis incurred by the client (Jensen & Mceckling, 1976, pp. 308-310).

Comparative Analysis of Issues in Case Studies with Paradigms in IS
QOutsourcing Literature

The agency theory has been successfully adopted to understand IS outsourcing
(Dibbern et al., 2004, pp. 99-102). In a conceptual paper. Sharma (1997) presented a
framework outlining four types ol restraints on potential opportunistic behavior of
professional agents: (1) self-control. (2) cormmunity control, (3) bureaucratic control, and
{4) client control, and suggesied that the vendors at times are the more powerlul ones
in the relationship with clients. In the NMS project, the client certainly had upper hand
by cleverly manipulating the competitiveness within multiple vendors. In the CRM-
Europe/NA too, the client had an upper hand on account of it being the buyer of the
vendor’s services and its promises of future business contracts. The vendors in both
cases were smart and experienced enough o deal with clients: however, they were never
the more powerful ones in Lthe relationship. Hence. though Sharma (1997) belicves that
vendors at times are the more powerful ones in the relationship, in the case studies in this
chapter the clicnts remain the most powerlul.

Sridhar and Balachandran (1997} in a mathcmatical paper. distinguished an internal
cmployec from an outside vendor on four different informational dimensions: (1) an
outside vendor is assumed Lo be informed of the task environment less often than an
internal employee. (2) the principal observes the information setof the internal employee
more frequently than that of the outside vendor, (3) the principal is able to control the
flow of certain production related imformation to an internal employec better than (o an
outside vendor, and (4) the principal may sbare the details of the outside vendor’s
contract with the internal employec bul not vice-versa. It was further noted that the
agency costs and intensity of information required for project execution had a negative
impacton the client’s willingness to outsource. All the four informational dimensions and
the observations of Sridhar and Balachandran (1997)hold true {or the CRM-Europe/NA
and NMS projects.
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Wang, Barron and Seidmann (1997} analyred the nature of custom software development
agreements Lhat can he reached hetween the user and developers, compared the valued
ol using internal and external developers, and suggested the inahility to measure or
predict costs can hamper outsourcing initiatives. In the CRM-Europe/NA projects the
costs could be predicted and measured. and hence the “fixed-term, fixed-price” contract
was successfully adopted. However. as opposed (o the analysis of Wang et al. (1997),
the inahility to accurately measure or predict costs did nol hamper the outsourcing
iniliatives for the NMS project. The client simply adopted the “rime and materials”
contract for the NMS project which allowed the project task and costdetails o he worked
out as the project progressed.

Chalos and Sung {1998) presented an agency model in which outsourcing dominates
insourcing, wherc it waus argued that a firm outsources 1o improve managerial incentives
resulting from anticipated reduction in overall costs, and (o reduce the numher of tasks
that an overloaded manager exccutes; however, Lthis approach often ignored the possi-
hility of increase in communication and coordination overheads after outsourcing. The
analysis of Chalosand Sung (1998) hold true tor the CRM-Europe/INA and NMS projects.
where though the hig responsibilily of exeeuting the large projects were transferred from
the client managers to the vendor managers. the client had to still spend time and effort
coordinaling and communicating with the respective vendor.

Transaction Cost Theory

The Transaction Cost Theory and the Case Studies

Adopling a transaction cost theory to an outsourcing relationship, involves the realiza-
tion that clients and vendors “interface™ with each other. It is across this assumcd
inlerface that services are delivered by the vendor o the client in the projects CRM-
Europe/NA and NMS. In other words, ““transactions,” exchanges or transfers between
the clients and vendors occur across this interface.

As highlighted by the casc studies, the interfacing between the clients and vendors
needs to be well planned and executed in order to harmonious, Qtherwise. the frictions
(misunderstandings, disputes, disruptions. failures and delays) may resultin dampening
the outsourcing relationship. which would lead to a “fransacrion cost” needed Lo
accommodate. monitor and supervise the transactions (Williamson. 1981).

Comparative Analvsis of Issues in Case Studies with Paradigms in 1S
Qutsourcing Literature

The transaction cost theory has been applied to IS outsourcing by various rescarchers
(Dibbernetal., 2004, pp. 99-102). Jurison (1995 developed a model derived from the two
streams of transaction cost theory and modcern financial theory, and aimed (o assist in
the insourcing versus outsourcing decisions (lor a particular IS function and in the
comparison of competing vendor proposalst. They sugpgested that outsourcing is a
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“risk” that may lead to a client’s loss of control over its resources and also difficulties
inmonitoring the vendor. Loh and Venkatraman (1995) performed an empirical study to
show that technical/business benefits rom outsourcing favor outsourcing initiatives,
while risks due to loss of control over outsourced work, opportunism. and inability to
control vendors negatively alTeel outsourcing initiatives. Aubert, Rivard and Patry
(1996) uscd the ransaction cost approach to investigate the influence of asset specificity
and measurement problems on the choice of outsourced activities, and on Lhe terms/
management of the contract. Heisekanen, Newman and Simild (1996) used a process
modcl approach to observe coniract negotiations and to explain the forms and evolution
of relations hetween the involved partics; they suggested Lhat the vendor’s capahility
10 understand the client’s business needs would help in making the relationship more
productive. Ang and Straub (1998) simultancously examined the constructs of produc-
tion cosl, transaction cosl, and financial slack to understand what influences the
outsourcing decision and concluded a client’s large asset size and high transaction costs
in an outsourcing relationship can hamper oulsourcing initiatives. Duncan (1998)
adopted aresource-based view to examine outsourcing contracts and risk, and believed
that a loss of control and access over resources, and the threat of knowledge loss
hampercd possihilitics of outsourcing. Loh (1994) constructed and tested an integrated
governance model of IT outsourcing in the cost domains of bargaining costs, influence
costs, management costs. und deeision information costs and concluded that while
possible (inancial benefits and need for access to skills encouraged outsourcing, there
were risks of poor vendor behavior/control and difficulties in resolving contracts. Cheon,
Grover, and Teng (1995) synthesized Tour theoretical models (resource based theory,
resource dependence theory, transaction cost theory and agency theory) to develop a
contingency model, and indicated that agency and transaction costs hampered outsourcing
while aclient’s need for access Lo greater 18 skills and resources encouraged outsourcing.
Poppo and Zenger (1998) suggested the integration of transaction cost, knowledge-
hased, and mcasurement reasoning for make-or-huy decisions in information services
and belicved that the need for 18 skills encouraged outsourcing, though highly client
specific assets/knowledge/resources, uncertainty over technologies, and prohlems in
measurability discouraged outsourcing. The ohservations [rom the CRM-Europe/NA
and NMS project case studies presented in this chapter scem to be agreeable to the above
theories about what promotes outsourcing and whal doesn’t.

Nelson, Richmond and Scidmann (1996) used [ield data Lo support the contention thal
the two dimensions of software acquisition, that is, custom versus package and insource
versus outsource are interrelated at sceveral levels. The CRM-Europe/NA and NMS
projects highlight that when project tasks can be modularized, common custom-software
development can certainly be outsourced to offshore-based vendors.

Nam. Rajagopalan, Rao, and Chaudhury {1996) explored the impact of organizational.
cnvironmental and cconomic lactors on two dimensions of ovutsourcing decisions: (1)
initial outsourcing decision, and (2} inlention to continue the relationships, and con-
cluded that the vendor's need for client specific knowledge and resources hampered
outsourcing. while the heterogeneity of LS functions and the strategic importance
encouraged outsourcing. This is true for the CRM-Edrope/NA and NMS projects. where
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the clicnt modularized the higger tasks into smaller ones. therchy increasing heteroge-
ncity for more effective outsourcing. Further, the lure of future business contracts was
amajor motivator for the vendor during both Lhe projects. Also, vendor's partial lack of
clientspecific knowledge mighthave hindered the initial CRM-Europe project. however,
with increased experience, maturity and knowledge the CRM-NA projecl was more
successful.

Innovation Diffusion Theory

The Innovation Diffusion Theory and the Case Studies

Growth in offshore outsourcing ol IS work is a recent phenomena (Carmel & Agarwal,
2002), and this phcnomena may be considered (o be an organizational or administrative
“innovalion™ process, thatl is now being adopted and practiced by various clients and
vendors. In hoth the CRM-Europe/NA and NMS projects, the adoption of the offshore-
outsourcing innovation involved the conscious decision by Lhe clients and the vendors
to accept and use new processcs, and diffuse these process their relalionship and
respeclive organizations (Dafl, 1978, pp. 195-197).

Comparative Analysis of Issues in Case Studies with Paradigms in IS
Qutsourcing Literature

The usage of the innovation diffusion theory in IS outsourcing literature led to an
interesting clash between the rescarch resulls of I.oh and Venkatraman ( [992h) and Hu
clal. (1997). Lohand Venkatraman (1992h) treated “IT outsourcing as an administrative
innovation.” and explored the sources of influence in the adoption of this innovation.
Using diffusion modeling TLob and Venkatraman (1992h) showed that the adoption of I'T
oulsourcing is motivated more by internal influence (such as communication with peers
and managers of other organizations) than external influence (such as the media), Hu et
al. (1997} in a repeat of the Loh and Venkalraman {([992b) study tested four diffusion
models: internal influence, external influence, and two mixcd inllucnce models. and found
no supporl for the conclusions of the Loh and Venkatraman (1992h) on the primacy of
intcrnal influence. The study by Hu et al. (1997) instead suggested that the mixed
combination of both internal and external influence helped in the adoption and diffusion
of outsourcing, and rejected the primacy of any one (internal or external) source of
influence. Afterassessing these two research studies, one might be templed to consider
the answecr to the problem of “primacy of sources of influence in the adoption of the
oulsourcing innovation™ to he inconclusive. The same holds true for the case studies
presented in this chapter.
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Social Exchange Theory

The Social Exchange Theory and the Case Studies

The CRM-Europe/NA and NMS projects involved clients and vendors whose actions
were motivated by the returns they expecled. and their exchanges were mutually
reciprocated and hatanced. though power-play was evident (with the client exerting its
monclary influence and decision making rights over the vendor). The social exchange
theory can hence be aptly used to study ollshore-outsourcing relationships.

Comparative Analysis of Issues in Case Studies with Paradigms in IS
Outsourcing Literature

Klepper (1995) and Kern (1997 adopted the social exchange theory for understanding
IS outsourcing (Dibbern et al.. 2004, pp. 99-102). Klcpper (1995) selected the Dwyer,
Schurr and Oh ([987) model of partnership development. and applied it on two case
studics of IS partnership development (o conclude that vendor characteristics and
relationship attributes (such as communications. procedures, expectations, and balance
ol power) influcnced outsourcing. Kern (1997) developed a model Lhat 15 based on
exchange theory and contract law, and that caplures hoth the outsourcing relationship’s
contractual, social. and economic characteristics, and additional elements that have
relevance in practice. It was concluded that various exchange characteristics (services/
products. information. and financial} and relalionship characteristics ( vendor behavior
and communication} influence the outsourcing process, The observations from the
CRM-Europe/NA and NMS project case studies are congenial (o the ahove propositions
hy Klepper (1995)and Kern (1997},

Power Politics Theory

The Power Politics Theory and the Case Studies

The offshore-outsourcing relationships described in the CRM-Europe/NA and NMS
projcets had client organizations which wielded considerable power. and they pos-
sessed a controlling influence over the project and the vendor and wanted to get things
done as per their wishes. At the same time, the vendors in hoth cases were large CMM
level-5 software services lirms, the managers ol which had considerable experience in
dealing with (hoth cooperative and uncooperative) clients from all around the world. This
differcntial power in the outsourcing relationship resulted in politics, where hoth the
clients and the vendors tried to maneuver and gain control over (heir respective projects
(Murkus. [983).
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Compuarative Analysis of Issues in Case Studies with Paradigms in IS
Outsourcing Literature

The power-politics theory was adopted by Willcocks and Kern (1998) to explore 1S
outsourcing in the context of a casc study. three critical dimensions: what is outsourced,
the contract, and the relationship dimension. The observations rom the CRM-Europe/
NA and NMS project case studies are conformable to the conclusions of the Willcocks
and Kern (1998) study, which states that various relationship characleristics (services/
products. information, staff. asset and financial exchanges; vendor behavior, communi-
cation, trust, cooperation. fexibility and social/personal relations) influence the
OulsOUICIng process.

Lee and Kim (1999) used both the social exchange theory and the power politics theory,
proposed aconceptual theoretical framework [or outsourcing partnership bused on a social
rather than an economic perspective. exanined the impact of partnership quality on
outsourcing success, and established the importance of relationship characteristics (such
as commilment, trust, husiness undersianding, and risk sharing) in outsourcing. The
conclusions of the Lee and Kim (1999) study about importance of relationship character-
istics are again concordant with the ohservations [rom the case studies in this chapier,

Future Trends

(Mishore outsourcing is taking the henelits and risks of outsourcing toits extremes. With
olishore outsourcing one can reach oul the best skills at the lowest costs. Al the same
timie the intensity of the outsourcing risks like challenges in coordination, communica-
tion and control are being tested to the maximum due to the distance and cultural
divergences.

Many vendor companies in India like TCS (hitp://www tcs,com), Infosys (http://
www.inlosys.com), Wipro (http://www . wipro.com), and Satvarm (htip://www.salyarm.com)
seem to have madc an art out of providing offshore-outsourcing services, and arc hence
giving a tough fight to the traditional higwigs like EDS (htp://www.eds.com) and
Accenture (hitp://www.accenture.com). Inrecognition of the of(shoring trend. EDS and
Accenture have also set up base in countries like India to take advantage of its low-cosi
and highly skilled professionals.

Successes are heing realized not just in offshore-outsourcing. but also oflshore-
insourcing. NewScienzist. a premier science and technology magazine did a cover story
on India titled “India: The next knowledge superpower™. and onc article named “India
special: The silicon subcontinent” (Cohen. D, 2005) states the following:

Some of the bipgest names in 1T are heading towards Bangalore once mare, and this
time round its not cheap labour they are looking for. Thev are huting down rthe
Brightest, mast inventive minds in India to populate a swathe of cutting -edge research
facilities. The work being done in these labs rivals any in the U.S. and Europe.
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The article goes on to list companies like Hewlett-Packard, Texas [nstruments, General
Electric. Google. Microsoft, and [BM that have set up research labs in India 1o take
advantage of its skilled professionals.

They come for the cost. and stay for the quality.

Conclusions

“They come for the cost, and stay for the quality” secms to be an apt summary for the
offshoring und outsourcing trend that is not only growing hut also maturing. Offshoring
and outsourcing is truly about delivering software thut’s value for money.

The case studies provided insights inio the practical and real life strategies adopted by
managers Lo solve issues and problems in offshore-outsourcing. This chapier summa-
rized the usage of socio-economic theories to understand outsourcing of IS, and focused
on providing and analyzing the issues in the two very difterent and descriptive real-life
case studics that have the common thread of offshore-outsourcing of custom software
development . Most of the paradigms in literature resulting from the adoption of socio-
economic theories for IS outsourcing research concurred with the observations in the
case studies,
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