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cost and agency theories do not capture the complexities involved in understanding outsourcing

issues. Service, Science, Management, and Engineering (SSME) refers to “the study of service

systems and value propositions by the integration of many service research areas and service

disciplines such as economics, operations, management, computing and service measurement,”

(Maglio, Kieliszewski, & Spohrer, 2010, p. 701). This research uses the SSME, an emerging
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Background

Offshore IT outsourcing refers to the purchase and provision of IT services by an

organization from a foreign supplier, usually to gain the benefits of labor arbitrage (Brown, &

Wilson 2005). Cohen and Young (2006) note cost savings and efficiencies that relate to

outsourcing, contribute significantly to sustaining companies’ profitability and controlling costs.

In short, outsourcing works. It works because of the asymmetry between knowledge workers’

wages in developing countries such as China, Brazil, and India, and those of their counterparts in

the developed countries such as the United States, and the United Kingdom. The financial

viability equation is dependent on the savings made from lower wages being \greater than

additional risk and management costs. Aron, Clemons and Reddi suggest that

underperformance, resulting from geographic separation, limited communication, and cultural

differences are additional risks typically associated with operating virtual teams [and a fallout of

outsourcingj. The negation of prospective cost savings accruing from IT outsourcing due to

unanticipated costs, such as the management of the ongoing contract, however, is a probable risk

(Barthélemy. 2001).

Since the management’s emphasis shifts from the internal process to an external one,
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accommodate changes in the business environment. The complexities of the new process serve

to make outsourcing-contact management, an expensive proposition (Windrum, Reinstaller, &

Bull, 2009). The economic argument is compelling. To be successful, however, IT outsourcing

requires delegation of greater authority across global teams, instilling trust, and ownership while

maintaining morale in the higher-cost countries. This represents a significant problem for the
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Chief Information Officers (CIOs), who have to deal with the realities of delivering on the
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promise of the outsourcing business case, while maintaining domestic relationships and

operational performances. This study aims at being helpful to the CIOs in the operational

management of IT outsourcing processes.

Problem Statement

IT outsourcing is a growing trend that has transformed the IT business environment.

Eorrestej (2007) estimates the size of the European market between 2004 and 2006 as being | - ‘{Comment [Editor20]: Please clarify
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$12.2 billion (USD) and growing at 9.2%. The largest market, North America, at $27.8 billion

(USD) in 2008 is expected to grow at 5% despite the recession (Plunkett Research, 2010).

According to Wang, Gwebu, Wang, and Zhu, (2008) there are many reasons for outsourcing

such as, the need to reduce operational costs, improve the quality of service, gain access to skills

and technology, and enable increased flexibility and focus.

There are, however, potential negative financial consequences associated with this

practice. Overby, (2003) states that companies need to understand the hidden costs of offshore IT

outsourcing that occur during vendor selection, transition, layoffs, icultural, ramping u
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77777777 the element related to 'cultural'. Phrase
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managing the contract. The hidden costs of outsourcing are an important topic for managers

because they can challenge the rationale for outsourcing (Barthélemy, 2003, p. 94). The proposal

is a descriptive, qualitative study determining how hidden costs affect the operational

management of IT outsourcing. Swanborn, (2010)|defines this as “descriptive research as what | = {Comment [Editor23]: Ok? }

or how questions,” (p. 28). An interview design allows in-depth exploration of senior

management perceptions of the impacts on his or her team.
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explore the effects of the more ethereal aspects of outsourcing such as the effects interlocking the

management of virtual global resources with the local team, and the dynamics of contract

management with governance of the new partnership. This study analyzes outsourcing

agreements as enacted at the bperational management phase of the lifecycld with reference to the __ -~ -| Comment [Editor25]: Please check if
S - this should be in title case.
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(Hong Kong).

The diversity of the research group will help to uncover high-level social, organizational

and cultural attitudes toward outsourcing, for example, O’Hara-Devereaux, and Johansen, (1994)

note in Globalwork the difficulty of completing tasks on time when there are different concepts

of time and different ideas about what it means to be complete: The consequences of this can

make contractual management, arduous. Cooper, and Schindler, (2008) suggest that to

understand the different meanings individuals place on their experiences “‘requires research

techniques that delve more deeply into peoples’ hidden interpretations, understanding and

motivation.” (p. 170) The research adopts a qualitative approach. This method is appropriate for

showing how and why events happen as they do. The data collection stage will use semi-

structured, in-depth, individual interviews, which will permit comparison of results using content

analysis of the written record of the interviews. Neuman, (2006) suggests content analysis can

reveal themes and characteristics, which are difficult to see through a casual observation and

therefore help to achieve an in-depth understanding of the situation. The] participants will be Comment [Editor28]: Meaning not
7| clear. Do you mean to say participants will

. I . . . I ’ be informed personnel or that participants
informed personnel within their companies. and some scheduling challenges may be anticipated * | wi'be informed by persomnels Please
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Significanc§

Conventional IT strategy advocates tighter integration of IT with business (Turban,

Leidner, McLean, & Wetherbe, 2007), and the significance of IT outsourcing is that it appears to

do exactly the opposite “emphasizing de-integration as internal functions are moved out of the

organization,” Abebe (2007, p. 197). Prima facie the two approaches appear mutually exclusive.

Previous studies have addressed the issue of initiation and transition management aspects of

outsourcing such as, defining what to outsource, work and team design, and virtual team

performance, from the buyers’ perspective. Few studies specify the views of the IT providers.

Murthy, (2004) cites a unique opposing perspective by suggesting consideration of outsourcing

as an alliance and not a short-term fix, which also requires an appropriate governance model in

place to be successful.

This study’s unique approach lies in considering the problem further in the lifecycle,

which is the operational management of the outsourcing process. An investigation of the

operational context ma\A be undertaken] from the new interdisciplinary perspective of the SSME

an approach that integrates aspects of established fields, such as, computer science, operations

research, engineering, management sciences, business strategy, social and cognitive sciences

and legal sciences (Teboul, 2005). IT outsourcing is an integrated service that brings together

service providers, and clients, connecting the parties through shared information within a

contractual agreement. By combining the managerial and technical perspectives, the SSME

addresses the multidisciplinary issues arising because of outsourcing; right from relationships to

service delivery management to innovative service technologies, and the social culture within the

organization in order to help identify the complexities and the dependencies associated with
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understand key concerns, such as, how to keep his or her team interested and engaged while

managing costs through outsourcing IT-work to developing countries.

Nature of the Study

\
asks the specific question of how hidden costs affect operational management of IT outsourcing.\

A qualitative method using multiple case studies is appropriate because of the descriptive nature

of this research. According to Cooper,and Schindler (2008), numerous approaches are compliant

for a descriptive investigation of management questions. This research study will use in_depth

(2008), describes the use of case studies as, “an empirical enquiry that investigated contemporary
phenomenon within real-life context when the boundaries between phenomenon and context are

not clearly evident and in which multiple sources are used,” (p. 158). Cooper,_and Schindler

the research Jies in the fact that jnformation about IT outsourcing is to an extent proprietary to an

individual organization and thus, not accessible to a researcher outside that organization. By

measurement,” (Maglio, Kieliszewsm
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The objective of this study will be to determine how hidden costs affect operational

theoretical framework for these studies is a combination of the transaction cost theory and the
agency theory. However, Young (2007) claims that this framework is inadequate in explaining
the complexities of outsourcing, and attempts to bridge the gap by introducing a political

factors pertinent to IT outsourcing though excluded from the research, such as, business strategy

and process, human resources, fundamental technology, financial measures, legal implications,

interdisciplinary method that focuses on service as a system of interconnected parts that includes

people, technology, and business (Maglio, Kieliszewski, & Spohrer, 2010). According to

framework that “draws on ideas from existing disciplines such as computer science, cognitive

science, economics, organizational behavior, human resource management, marketing,

attributes as laying the foundations for the SSME debate.‘ Spohrer, and Maglio (2006), suggest the
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Outsourcing has grown beyond the bounds of an emergent business ideal to become an
acknowledged business practice with a market that Forrester (2008) estimates is worth circa
$120 billion (USD) a year for information technology (IT) infrastructure and application support
alone. Outsourcing has evolved from the provision of IT infrastructure and application support to
include everything from business process to research and development to innovation, and
finance. The Harvard Business Review (1997, September/October) cites outsourcing among the

most influential management ideas of the century, and globally, businesses and governments

However, IT offshore outsourcing is not without managerial issues epitomized by both benefits

and inter-organizational problems.
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integrated approach to theory and corporate strategy, outsourcing involves interrelated and
simultaneous decisions that can change the organizational configuration of a company. SSME is

an emergent discipline characterized by informed analysis drawn from numerous business

note that changes to local economies as a result of offshore outsourcing have given rise to

opposition to this business practice compounded by conflicting state and federal legislation in the

Chindia include Russia, Brazil, and Argentina. Between them, these countries represent a market
that generates around $15 billion (USD) a year and predictions show annual growth of around
20% (Murray & Crandall, 2006). The four major offshore outsourcing players in India, which
were founded in the early 1980s, are: Tata Consulting Services (TCS), ranked fourth, Wipro
ranked fifth, and Infosys ranked ninth, as ranked by The 2009 global outsourcing 100. In China
Bleum and Shinetech represent the leading IT outsourcing companies. The alternative major IT
offshore outsourcing providers include Russoft, an association composed of 80 companies in

Russia, Paradigma in Brazil, and Belatrix, and Accelerance in Argentina.
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notes that in following an IT outsourcing approach, a company is effectively, “emphasizing de-
integration as internal functions are moved out of the organization” (p. 197). Corbett (2004),
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however, suggests the value proposition of using outside providers is compelling: Improved

reasons for outsourcing are often tied to company restructuring to generate immediate cost
savings, remove the need for investment, and remove head count. According to the Outsourcing

professional body of knowledge the main reasons for en

performed, outsourcing has a positive effect on a company’s bottom line and can deliver
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to manage internal resources are different from those needed for external resources. The new Black
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The cliché makes it no less true, and it is a failure that companies using IT offshore outsourcing

cannot afford. Quite simply in communication, the sender transmits a message to a receiver,
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vendor, transitioning, layoffs, culture, ramping up, and managing the contract. Overby (2003),
provides a bottom line percentage cost for each of these categories estimating over and above or

the hidden costs of outsourcing. For example, Overby (2003), suggests a company can expect to

is asking for, but simply doing it even when it may make little sense. [ Overby (2003), provides
examples to support the assertions and points made but no evidence of a comprehensively
researched study is evident. For example in transition, offshore employees may work in the
United States during which phase, they are paid the prevailing rate. This costs the company
double the price for each employee assigned to the contract, the offshore worker and the trainer,

and this is without the opportunity cost as neither employee is producing anything during the

training period. \

Juras, (2008) examines the premise that outsourcing arrangements fail to deliver expected
cost savings through the lens of failure to calculate total costs, including risks. The author argues
that whereas activity-based costing can help identify direct support costs, the manager may not
see all the costs associated with outsourcing. The risk-based costs are more difficult to identify,

quantify, and therefore, represent hidden costs. The author develops a decision framework that
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Consequently, this study will use a case study research method.
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Yin (2008), describes the choice of using a case study as, “an empirical enquiry that

investigates contemporary phenomenon within real-life context when the boundaries between

phenomenon and context are not clearly evident and in which multiple sources are used,” (p. 18).
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provides a comparison of the multiple cases in numerous dimensions. ’Bruns (1998), suggests

that the outcome of multiple case study research is often illustrative of best practices on the topic

\\\\ \\ { Formatted: Normal

‘. | Formatted: Font: 12 pt, Font color:
\\ Black,

)
)
| |
AN { Deleted: = J
)
)

\ { Deleted:

__ — | Comment [Editor151]: Please check if
this should be in brackets.

| N { Deleted: this
B { Deleted: to
h { Deleted: , &

(N Y

- { Comment [Editor152]: Ok?
o { Deleted: case

(N

| = { Deleted: 10

| - { Deleted: at ]
| - { Deleted: s ]
- { Deleted: ]
| - { Comment [Editor153]: Ok? J

[ == { Deleted: }




How Hidden Costs Affect Operational Management of IT Qutsourcing 03 - { Deleted:

\\\\\‘[ Deleted: |

\\ TFormatted: Font: 12 pt, Font color:

standardized and repeatable processes that can be comparatively examinged between different ek

RS { Formatted: Normal

N
,,,,,,,,,,, RN {Deleted: are
\

\
N \\{ Deleted: able

practices. .
\\{ Deleted: comparatively
{ Deleted: ed
Chapter Four presents the results of the qualitative multicase research. The Chapter _ { peleted: 4

h ‘[ Deleted: chapter

ffffffffffffffffffffffffffffffffffffffffffffffff = { Deleted: the

T

the corollaries of the fen cases in comparative analysis. | - {Deleted:

\\\\ ‘[ Deleted: corollary

{ Deleted: 10

o JC ) 0 0 U U U . L




How Hidden Costs Affect Operational Management of IT Qutsourcing o4 - { Deleted:

)
AN \\ { Formatted: Normal J
\\\{ Deleted: . ]

| |

””””””””””””””””” N Formatted: Font: 12 pt, Font color:
S | Black,

********************************************************* Comment [Editor154]: Please check
\ spacing between entries and the journal and
Business Plus. \\ book enltrles for consistency. }
. | Should it be rephrased as References List?
\ | Please check.

Abe, T. (2005, December). What is service science? Research Report 246. Tokyo, Japan: The {Deleted: : ]
Fujitsu Research Institute Economic Research Center.

Abebe, A, M. (2007). To integrate or not to integrate: factors affecting the adaptation of virtual - { Deleted: . )
integration strategy in organizations. Business Strategy Series, 8(3), 196-202.

Anonymous. (2010). Managing outsourcing relationships to maximize value: Evolving
relationship management practices. Vantage Partners, LLC. Retrieved from
http://www.outsourcingprofessional.org/firmbuilder/articles/34/175/2031/

Anonymous. (2008). Outsourcing professional body of knowledge. Poughkeepsie, NY:
International Association of Outsourcing Professionals.

Anonymous. (2005, April 23). Special Report: The Bangalore paradox - Outsourcing and IT in
India; India's IT and outsourcing industries. London, England: The Economist 375(8423)
82.

Applegate, L, M., Austin, R, D., & McFarlan, W, F. (2002). Creating business advantage in the ___ - Deleted: )

" { Deleted: . )

information age. New York, NY: McGraw-Hill \{ Deleted: . )

Aron, R., Clemons, E, K., & Reddi, S. (2005). Just right outsourcing: Understanding and _ | peteted:. )
managing risk. Journal of Management Information Systems, 22(2),37-55. | = { Deleted: - ]

83(12), 135-,143. Retrieved from Business Source Complete. __ { Deleted: - )




How Hidden Costs Affect Operational Management of IT Qutsourcing 65 .- { Deleted:

™~ RS
NN { Formatted: Normal

RS
\\{ Deleted: q

’’’’’’’’’’’’’’’’’’’’’’’’’’’’ N Formatted: Font: 12 pt, Font color:
S | Black,

o U L L

the firm. The Quarterly Journal of Economics, 39-83. ; \{ Deleted:
o ‘[Deleted: -
Bardhan, I, R., Demirkan, H., Kannan, P, K., & Sougstad. (2010). An interdisciplinary _ | eteted:.
o { Deleted: ,
perspective on IT service management and service science. Journal of Management
Information Systems, 26(4),p 13-64. | = { Deleted: -
Baxter, P., & Jack, S. (2008, December). Qualitative case study methodology: Study design and
implementation for novice researchers. The Qualitative Report 13(4)
Barthélemy, J. (2001). The hidden costs of outsourcing. MT Sloan Management Review 42(3),
60-69.
Barthélemy, J. (2003). The seven deadly sins of outsourcing. Academy of Management
Executive, 17(2), 87-98.
Beulen, E., Roos, J., & Ribbers, P. (2006). Managing IT outsourcing. Routledge (2nd ed).
Black, J., Draper, C., Lococo, T.. Matar, F., & Ward, C. (2007). An integration model for - | peteted:
organizing IT service management. IBM Systems Journal, 46(3).
Bolman, L. G., & Deal, T. E. (2003). Reframing organizations artistry, choice, and leadership.
San Francisco, CA: Jossey-Bass.
Bruns Jr., W, J. (1989). A review of Robert K. Yin's case study research: Design and methods. - { Deleted:.
o {Deleted:
Journal of Management Accounting Research, 1,157-163. - { Deleted: -

Brown, D., & Wilson, S. (2005). The black book of outsourcing: How to manage the changes,

challenges, and opportunities. Hoboken, NJ: Wiley.



How Hidden Costs Affect Operational Management of IT Qutsourcing o6 . - { Deleted:

- - =g
N
\

Calhoun, C. (1993). Postmodernism and pseudo history. Theory Culture and Society. 10(1), p.

596 |

Chen, Y., Lelescu, A., & Spohrer, J. (2008). Three factors to sustainable service system
excellence: A case study of service systems. IBM Almaden Research Center. San Jose:
CA, IBM. Retrieved from

https://w3.tap.ibm.com/com.ibm.ram/assetDetail/generalDetails.faces

database.

Connaughton, S. L., & Shuffler, M., (2007). Multinational and multicultural distributed
teams: A review and future agenda. Small Group Research, 38, 387-412. Retrieved from
EBSCO host database.

Cohen, L., & Young, A. (2005). Multisourcing: Moving beyond outsourcing to achieve growth
and agility. Harvard Business Press.

Contractor, F, J., Kumar, V., Kundu, S, K., & Torben, P. (2010). Global outsourcing and

\\ { Formatted: Normal

RS
\\{ Deleted: q

Formatted: Font: 12 pt, Font color:
Black,

- { Deleted: -

o L

- { Deleted: -

- { Deleted: ,

- { Deleted: -

- { Deleted: ,

o { Deleted: .

offshoring: An integrated approach to theory and corporate strategy. Cambridge

University Press.

Cooper, R, D., & Schindler, P, S. (2008). Business research methods (10th ed). New York: NY,

McGraw Hill Irwin.

- { Deleted: ,

N { Deleted: ,




How Hidden Costs Affect Operational Management of IT Qutsourcing 67 .- { Deleted:

W~
\\\ N { Formatted: Normal
N

Black,

N T Formatted: Font: 12 pt, Font color:
\
\

o J WU J

iohi R N { Deleted: .
Kaplan Publishing. { Deleted:
Craig, A., Cullen, S., & Willcocks, L, P. (2010). The outsourcing enterprise: From cost _ { peleted:,
o ‘[ Deleted: ,
management to collaborative innovation. Palgrave Macmillan.
Demirkan, H., Kauffman, R, J., Vayghan, J, A., Fill, H., Karagiannis, D., & Maglio, P, P. (2008). __ - { Deleted
i N { Deleted: ,
Service-oriented technology and management: Perspectives on research and practice for h { Deleted: ,

the coming decade. Electronic Commerce Research Applications.

doi:10.1016/j.elerap.2008.07.002.

Duarte, D, L., & Snyder, N, T. (1999). Mastering virtual teams: Strategies, tools, and techniques __ - { Deleted: ,

777777777777777777777777777777777777777777777777777777777 <= { Deleted: ,

for success. San Francisco, CA: Jossey-Bass. \{ Deleted:

Dubey, P. (2003). The voyage east: An executives' guide to offshore outsourcing. iUniverse.com.

Durvasula, S., & Lysonski, S. (2009, January). How offshore outsourcing is perceived: Why do - { Deleted:

Consumer Marketing, 21(1), 17-32. | - { Deleted: -

Drenzer, D, W. (2004). The outsourcing bogeyman. Foreign Affairs, 83(3) | = { Deleted: ,

Driskell, J. E., Radtke, P. H., & Salas, E. (2003). Virtual teams: Effects of technological

mediation on team performance. Group Dynamics: Theory, Research, and Practice, 7(4),

297-323. doi: 10.1037/1089-2699.7.4.297. - { Deleted: -

Eisenhardt, K, M., Kahwajy, J, L., & Bourgeois, Il L, J. (1997, July/August). How management - { Deleted: ,

777777777777777777777777777 <= {Deleted: ,

teams can have a good fight. Harvard Business Review OnPoint. Product number 536X. \{ Deleted: .

Emblemsvag, J. (2003). Life-cycle costing: Using activity-based costing and Monte Carlo

methods to manage future costs and risks. New York, NY: Wiley.



How Hidden Costs Affect Operational Management of IT Qutsourcing o8 - - { Deleted:

- - =g

Engardio, P. (2006). Chindia: How China and India are revolutionizing global business.

McGraw-Hill.

AN \\ { Formatted: Normal

N
\\{
N\

Deleted: q

I

Formatted: Font: 12 pt, Font color:
Black,

(U W

Eisenhardt, K, M. (1989, October). Building theories from case study research. The Academy of - { Deleted: ,

Management Review, 14 (4). 532-550. - { Deleted: -

Faems, D., Janssesns, M., Madhok, A., & Van Looy, B. (2008). Toward an integrated

perspective on alliance governance: Connecting contract design, trust dynamics, and

contract application. Academy of Management Journal, 51(6), 1053-1078. Retrieved - { Deleted: -

from Business Source Complete database.

Fisher, K., & Fisher, D. (1997). The Distributed Mind: Achieving High Performance

through the Collective Intelligence of Knowledge Work Teams. AMACOM.

Fitzsimmons, J, A., & Fitzsimmons, M, J. (2006). Service management: Operations, strategy, = {Deleted: ,
o { Deleted: ,

and information technology (5th ed). McGraw Hill Higher Education.

Freeman, T., & Peck, E. (2007, December). Performing governance: A partnership board

dramaturgy. Public Administration, 85(4), 907-929. doi 10.1111/j.1467- | - { Deleted: -

French, M. (2004, July 19). The outsourcing hole. Federal Computer Week, 18(24), p 60-63. - { Deleted: -
Galliers, R, D., & Baets, W, R. (1998). Information technology and organizational _ | peteted:.
o { Deleted: ,

transformation: Innovation for the 21" centaury organization. Chichester, England: John

Wiley & Sons.




How Hidden Costs Affect Operational Management of IT Outsourcing 09

New York, NY: Harper-Collins.

Gill, S. (2007, September). Outsourcing and transfer pricing — the challenge. IIMB Management
Review.

Glushko, R, J. (2008, January, 19). Designing a service science discipline with discipline. /IBM
Systems Journal, 47(1). New York: NY, IBM Corp. Retrieved from
http://researchweb.watson.ibm.com/journal/sj47-1.html

Gorla, N., & Lau, M, B. (2010). Will negative experiences impact future IT outsourcing?

customer/provider interaction. Jossey Bass Business and Management Series.

Graham, P. (1995). Mary Parker Follett: Prophet of management. Boston, MA: Harvard
Business School Press.

Greaver II, M. F. (1999). Strategic Outsourcing: A structured approach to outsourcing decisions

and initiatives. AMACOM.

Haried, P., & Ramamurthy, K. (2010). Lessons learned from offshore IT outsourcing: A client

and vendor perspective. Journal of Information Technology Case and Application

N - { Deleted:

$~_
\\\\\{Deleted: 0

“\ Formatted: Font: 12 pt, Font color:
\\ Black,

N { Formatted: Normal

\{ Deleted: ,

| = { Deleted: ,

J o

| = { Deleted: -

- { Deleted: ,

- { Deleted: -

- { Deleted: -




How Hidden Costs Affect Operational Management of IT Qutsourcing 70, o« - { Deleted:

Harvey-Jones, J. (1994). All together now. London, England: Heinemann.

Hesselbein, F., Goldsmith, M., & Beckhard, R. (1997). The organization of the future. San
Francisco, CA: Jossey-Bass.

Hirschheim, R., & Lacity, M. (2000). The myths and realities of information technology
insourcing. Communications of the ACM, 43(2).

Hidaka, K. (2006, April). Trends in service science in Japan and aboard. Quarterly Review, 19.

IBM Remediation Guide (2007). Vantage Partners LLC.

International Association of Outsourcing Professionals. (2010). The 2009 global outsourcing

100. Retrieved from http://www.globaloutsourcing100.com/

Juras, P, E. (2008, September/October). The hidden costs of outsourcing. The Journal of

Corporate Accounting & Finance. doi 10.1002/jcf 20428.

$~_
\\\\\{Deleted: 0

“\ Formatted: Font: 12 pt, Font color:
- \\ Black,

N { Formatted: Normal

\{ Deleted: ,

o

| = { Deleted:

- { Deleted: technology

o \[ Deleted: -

- { Deleted:

- { Deleted: -

| = { Deleted: ,

- { Deleted: ,

- { Deleted: -




How Hidden Costs Affect Operational Management of IT Qutsourcing gL« - { Deleted:

Katz, D., & Kahn, R. L. (1978). The social psychology of organizations (2nd ed.). New York:

Wiley.

Kobayashi-Hillary, M. (2004). Outsourcing to India: The offshore advantage (2nd. ed)

Heidelberg, Germany: Springer.

IBM System Journal, 42(4). DOIL: 10.1147/sj.424.0582.

$~_
\\\\\{Deleted: q

', | Formatted: Font: 12 pt, Font color:
\\ Black,

{ Formatted: Normal

o U

- { Deleted: ,

e { Deleted: ,

- { Deleted: ,

- { Formatted: Font: Italic

- { Deleted: -

- { Deleted: ,

[ == { Deleted:

| - { Deleted: .

| - { Deleted: -

| = { Deleted: ,

- { Deleted: ,




How Hidden Costs Affect Operational Management of IT Qutsourcing J2 - { Deleted:

$~_
\\\\\{Deleted: 0

Lahti, H. (2008). Information technology outsourcing: Identification of effective vendor

“\ Formatted: Font: 12 pt, Font color:
\\ Black,

{ Formatted: Normal

o U

practices. Ph.D. dissertation, Capella University, Minnesota. Retrieved from Dissertations

& Theses: Publication No. AAT 3316093.

LaRue, B., Childs, P., & Larson, K. (2006). Leading organizations from the inside out:

Unleashing the collaborative genius of learning teams (2nd ed.). New York, NY: Wiley. - { Deleted: 2th

Likoebe M., Agarwal, M., & Agarwal, R. (2004). Managing team interpersonal processes

through technology: A task-technology fit perspective. Journal of Applied Psychology,

89(6), 975-990. Retrieved from EBSCOhost database. | - { Deleted: -

Lipnack, J., & Stamps, J. (1997). Virtual teams: reaching across space, time, and organizations

with technology. Hoboken, NJ: Wiley.

Livermore, D. (2010). Leading with cultural intelligence. New York, NY: American

Management Association.

Longwood, J., & Cohen, L, R. (2009, 17 August). Third-generation outsourcing: What have we - { Deleted:

Luftman, J, N. (2004). Managing the information technology resource: Leadership in the | - { Deleted: ,

- { Deleted: ,

service scientists, SSME, and innovation. Communications of the ACM, 49(7), 81—, - { Deleted: -

Maglio, P, P., Kieliszewski, C, A., & Spohrer, J. (2010). The handbook of service | = { Deleted: ,




How Hidden Costs Affect Operational Management of IT Qutsourcing J3 -

science. New York, NY: Springer.

Mani, D., Barua, A., & Whinston, A. (2010, March). An empirical analysis of the impact of
information capabilities design on business process outsourcing performance. MIS

Quarterly, 34(1), 39-62.

L ____

Mankin, D., Cohen, S., & Bikson, T. (1996). Teams & Technology: Fulfilling the Promise of the

New Organization. Harvard Business School Press.

McDonald, M., Khanna, P., & Westphal, J. (2008, June). Getting them to think outside the circle:

CEOS’ external advice networks, and firm performance. Academy of Management

Mclvor, R. (2010). Global services outsourcing . Cambridge University Press.

Mclvor, R., Wall, A., Humphrey, P., & McKittrick, A. (2009). A study of performance

measurement in the outsourcing decision. CIMA Publishing.

Moore, C. (2008, June). Case Study: IBM’s visionary foray into Web3D. Journal of Information

& Knowledge Management Professionals.

2= { Deleted:

N

AN \\ { Formatted: Normal

RS
\\{ Deleted: q

Formatted: Font: 12 pt, Font color:
Black,

(U W

| = { Deleted: -

- { Deleted: ,

- { Deleted: -

| = { Deleted: -

| = { Deleted: ,

| = { Deleted: -




How Hidden Costs Affect Operational Management of IT Qutsourcing J4 - { Deleted:

N

AN \\ { Formatted: Normal

Murthy, S. (2004). The impact of global IT outsourcing on IT providers. Association of \\{ Deleted: 1

Formatted: Font: 12 pt, Font color:
Black,

J o L

Information Systems, 14,543-557. | { Deleted: -
Nancy, J, L. (2002). The creation of the world or globalization. SUNY Series in Contemporary - { Deleted:
French Thought. State University of New York Press.
Ne, F.. & Longwood. J. (2008). Market overview IT outsourcing service providers, Asia/Pacific, -~ | 2t
2008. Stamford, CT: Gartner Research. ID number: G00162240.
O’Hara-Devereaux, M., & Johansen, R. (1994). Globalwork: Bridging distance, culture, and
time. San Francisco, CA: Jossey-Bass.
Oliva, R., & Sterman, J, D. (2001, July). Cutting corners and working overtime: Quality erosion ___ - { Deleted:
" { Deleted: ,
in the service industry. Management Science, 47(7), 894-914. _ - { Deleted: -
Outsourcing: 20 Indian firms among the world’s top 100. 92008, May 2). Rediff India Aboard
Home. Retrieved from http://www.rediff.com/money/2008/may/02bpo1.htm
Oshri, 1., Kotlarsky, J., & Willcocks, L. (2007, June). Managing dispersed expertise in IT
offshore outsourcing: Lessons from Tata consultancy services. MIS Quarterly Executive
6(2)53-65. - { peleted: -
Overby, S. (2003). The Hidden Costs of Offshore Outsourcing. CIO Magazine. Published at: - { Deleted:.

http://www.cio.com/archive/090103/money.html

Paus, E. (2009). Global capitalism unbound: Winners and losers from offshore outsourcing.

Palgrave Macmillan.

Parker, A., Hoekendiik, C., & King, O. (2007). European IT outsourcing deals: Financial

services review, 2004 to 2006, Cambridge, MA: Forrester Research.



How Hidden Costs Affect Operational Management of IT Qutsourcing 75 « _- { Deleted:

$~_
\\\\\{Deleted: 0

Penfold, C. (2009, July). Off-shored services workers: Labour law and practice in India. The

“\ Formatted: Font: 12 pt, Font color:
\\ Black,

{ Formatted: Normal

o

Economic and Labour Relations Review, 19(2) p.91-107. | { Deleted:

Peters, T, J.. & Waterman, R, H. (1992). In search of excellence: Lessons from America's best- - Deleted:

" { Deleted: ,
run companies. Collins Business Essentials.

Peynot, R. (2007). Enterprise IT Outsourcing Models. Market Overview. Cambridge, MA:

Forrester Research.

Piccoli, G., Powell, A., & Ives, B. (2004). Virtual teams: Teams control structure, work
processes, and team effectiveness. Information Technology and People, 17(4) 359-379. - { Deleted: -
Retrieved from EBSCOhost database.

Plunkett Research. (2010). Outsourcing and Offshoring Statistics.
http://www.plunkettresearch.com/Industries/OutsourcingOffshoring/OutsourcingOffshori
ngStatistics/tabid/182/Default.aspx.

Poppo, L., & Zenger, T.R. (2002). Do Formal Contracts and Relational Governance Function as
Substitutes or Complements? Strategic Management Journal, 23(8) 707-725. doi: - { Deleted: -
10.1002/smj.249.

Poppo, L., Zhou, Z, K., & Zenger, T, R. (2008, November). Examining the conditional limits of - { Deleted:
relational governance: Specialized assets, performance ambiguity, and long standing ties
Journal of Management Studies, 45(7) 1195-1215 doi:10.1111/5.1467- - { Deleted: -
6486.2008.00779.x.

Power, M,_J., Desouza, K, C., & Bonifazi, C. (2006). The outsourcing handbook: Howto - } Deleted:

~ | Deleted: ,

implement a successful outsourcing process. Kogan Page.

Rao, M. T. (2004). Key issues for global IT outsourcing: Country and individual factors.

Information Systems Management, 21(3), 16-21. - {Deleted: -




How Hidden Costs Affect Operational Management of IT Qutsourcing Je -

Robinson, M., & Kalakota, R. (2004). Offshore outsourcing: Business models, roi and best
practices. Mivar Press.

Roehrig, P. (2008). Cracking the outsourcing value code. Cambridge, MA: Forrester Research.

Roztocki, N. (2010). Activity-based management for electronic commerce: A structured
implementation procedure. Journal of Theoretical and Applied Electronic Commerce

Research, 5(1), 1-10. Retrieved from ABI/INFORM Complete. (Document

Ly L N I A A e e —

ID: 2018710961).

Sarup, M. (1993). An introductory guide to post-structuralism and postmodernism (2 nd ed).

Harlow, England: Pearson Education.

system perspectives. Upper Saddle River, NJ: Pearson Prentice Hall.

Seilheimer, S., Ishman, M., & Seilheimer, P. (2005). Technology support for enhancement of

international virtual teams. Journal of Information Science and Technology. 3(3), 5-17.

Retrieved from EBSCO host database.

Spohr, G. Offshore outsourcing worse than reported. (2004, 29 October). Business Journal

Hall.

2= { Deleted:

N

AN \\ { Formatted: Normal

RS
\\{ Deleted: q

Formatted: Font: 12 pt, Font color:
Black,

(U W

- { Deleted: -

- { Deleted: ,

- { Deleted: -

- { Deleted: ,

o { Deleted: ,

- { Deleted: -

- {Deleted: -

| = { Deleted:




How Hidden Costs Affect Operational Management of IT Qutsourcing 7. «._- { Deleted:

-—-=

N
N

AN \\ { Formatted: Normal

RS
\\{ Deleted: q

Formatted: Font: 12 pt, Font color:
Black,

o L

innovations to accelerate co-creation of value. San Jose, CA: IBM Almaden Research { Deloted:
Center.
Stake, R, E. (2006). Multiple case study analysis. New York, NY: The Guilford Press _{ peleted:. )
Stanger, A. (2011, Jan 25). One nation under contract: The outsourcing of American power and
the future of foreign policy. Yale University Press.
Schwaig, K, S., & Gillam, S, H., & Leeds, E. (2010). Project management issues in IT offshore - { Deleted:, )
~ { Deleted:, )
outsourcing. International Journal of e-Collaboration, 2(4) 53.
Swanborn, P. (2010). Case Study Research: What, Why and How? Sage.
Teboul, J. (2005). Service is front stage. Almaden: CA, IBM Service Research Center.
Tellis, W. (1997, July). Introduction to case study. The Qualitative Report, 3(2).
Tidd, J., & Bessant, J. (2009). Managing innovation: Integrating technological, marketing and
organizational change (4th ed). Chichester, England: John Wiley & Sons. _ - { eleted: )
Thomas, N. (2008). The best of Adair on leadership and management. London, England:
Thorogood Publishing.
Thondavadi, N., Albert, G., & Thondavadi, N. (2004). Offshore outsourcing: Path to new
efficiencies in It and business processes. Authorhouse. R { F:gwgtctneid: Indent: Left: O cm, First J
Thoresen, T, (2010, March). Offshoring: The new business case. Inside Reference | Deleted: . )
Data, 4(11), 18-]9. Retrieved from AB/INFORM Complete. (Document -~ | Detetea: 1

ID: 1987592341).




How Hidden Costs Affect Operational Management of IT Qutsourcing g8 o« - { Deleted:

Turban, E., Leidner, D., McLean, E., & Wetherbe, J. (2007). Information technology for
management: Transforming organizations in the digital economy (5th ed.). San

Francisco, CA: Wiley.

Windrum, P., Reinstaller, A., & Bull, C. (2009, April). The outsourcing productivity paradox:

Total outsourcing, organizational innovation, and long run productivity growth. Journal

Young, S. (2007). Outsourcing: Uncovering the complexity of the decision. International Public

Management Journal, 10(3), 307-325. doi:

10.1080/10967490701515572

customer focus across the firm (4th ed). New York, NY: McGraw-Hill Irwin.

$~_
\\\\\{Deleted: 0

“\ Formatted: Font: 12 pt, Font color:
\\ Black,

{ Formatted: Normal

o U

- { Deleted: ,

o { Deleted: ,

| = { Deleted: -

- { Deleted: -

| = { Deleted:

| = { Deleted: -

- { Deleted:

| = { Deleted: -

- { Deleted:

| -~ { Deleted: ,

| N { Deleted: ,

\{ Deleted: ,

o




_ - { Deleted:
N \\ { Formatted: Normal
‘ N { Deleted: = .

N\

)
)
)
{ Formatted: Font: 12 pt, Font color: }

’ How Hidden Costs Affect Operational Management of IT Qutsourcing

Black,

******************************* — ~ 7| Comment [Editor155]: The plan has
been straightened. Ok?

Pre-
Data Collection

Semistructured
Interviews

Analysis Tool
Set-Up

Analyzing Case Study Evidence

Attributes

Identify Key

Analysis

Comparative

Theoretical
Propositions

Chapter 4
Results

Analytic Strategy
Develop letter Schedule one Purchase Pattern Review of Align with the Write up
of introduction hour NVivo8 matching evidence theoretical chapter 4
and consent interviews propositions Results
form. *Canada Install and For example: *Rival that led to the
*US initial set up *Hidden costs explanation as research *Research
Choose cases UK *Motivation pattern question
*Canada *Hong Kong Take on-line issues *Simpler Multicase *Methodology
*US tutorials *Governance patterns assertions for review
UK Review issues (Yin, 2009) the Data collection
*Hong Kong interview Set up this development of *Data analysis
notes with multicase Identify Conclusions field *Findings
Send out letters interviewee research assertions, researched eSummary
project link to themes *Business case based best
Receive signed Write up and evidence delivery impact practices
consent form interview (Stake, 2006) *Team
report motivation
effects
*Governance
dilemma

Introduction Schedule the Obtain NVivo8 Identify the . N . X Data X
interviews ] X evidence Evidence Service, Science, - T Deleted: ]
Choose cases e R —Tuterials — — | — - 4 — — — — = ~ == |~ Tentative — ~Management & — 7 - findings
Consent Form erte-up the i Set-up the Tool Idem.lfy conclusions Engineering P J
interview ] assertions P
1 1 1 1



How Hidden Costs Affect Operational Management of IT Qutsourcing 80 . - { Deleted:

\\\\ \\ { Formatted: Normal

Appendix B: Signed Informed Consent: Introductory Communication and Informed " T Formatted: Font: 12 pt, Font color:

(N W

L JL

Black,

.. {Deleted: q
Consent for Participants Over 18 Years of Age
Date: _
Dear Study Participant,
I am a doctoral student at the University of Phoenix working on a b)octora_te{ of Managementin - { Comment [Editor156]: ok
Organizational Leadership and conducting a research study on the IT outsourcing operational
management experience.
Your participation will involve participation in semi-structured interviews that focus on
obtaining information on how hidden costs affect operational management of IT outsourcing - { Deleted: effect
processes. The questions will take three tracks: Understanding the benefits expectations and __ - { Deleted: understanding
hidden costs, understanding the management of the service provider’s team and the local team, - { Deleted: Service
and understanding the dynamic of contract management and [partner relationshipmanagement. ___ - | Comment [Editor157]: Pleasc check

the hyphenation and make it consistent

N throughout the document.

”””””””””””””””””””””””””” - \{ Deleted:

””” N ‘[ Deleted: 1-
AN

number will be provided to you for this purpose.

D ‘[ Deleted: for
AN

\
Communications with Researcher \\{ Deleted: or by phone

{ Deleted:

o

You can contact me at (001) 1250 661 5692 or by e-mail ianswift@email.phoenix.edu at any
time before, during, and after the study. I will respond to any questions you have related to the

| = { Deleted: informed

e { Deleted: consent

Confidentiality

Your participation in this study is voluntary. If you choose not to participate or to withdraw from
the study at any time, you can do so with no further obligation. The results of the research study
may be published, but no personally identifying information will be collected and your results
will be maintained in confidence.

All collected data, including electronic signature of the Informed Consent form will be storedon - { Deleted: informed
a secure hard drive in a secure and locked area. Three years after the completion of the research, { Deleted: consent
[ will delete the database of collected data, including all Informed Consent acknowledgement. - { Deleted: informed

e { Deleted: consent

o U

Potential Risks and Benefits

In this research, there are no foreseeable risks to you. Please be assured that all participants and their
respective organizations will remain anonymous.

Although there may be no direct benefit to you, there are possible benefits in providing aggregate
data on the effects of hidden costs on the operational management of IT outsourcing that could



How Hidden Costs Affect Operational Management of IT Qutsourcing 8L

potentially facilitate improvements in the IT governance processes thereby helping employees,
managers, and organizational leaders.

Signature of the interviewee Date

~ e { Deleted:

- =3

AN \\ ‘[ Formatted: Normal

RS
\\{ Deleted: q

I Formatted: Font: 12 pt, Font color:

Black,

| - { Deleted: for




How Hidden Costs Affect Operational Management of IT Qutsourcing 82 - { Deleted:

W~

\\\ \\ ‘[ Formatted: Normal

Appendix C: Interview Protocol \I ;:;::T,aued: Font: 12 pt, Font color }
{ Deleted: q J
Understanding the Benefits Expectations and HiddenCosts _ -~ { Deleted: beneits ]
W~
AN ‘[ Deleted: expectations ]
1. What was your benefit expectation prior to outsourcing? \\\{ Deleted: hidden ]
{ Deleted: costs J
2. How important were each of the benefits to your outsourcing decision?
3. Were the actual benefits less, same as, more than expected? | = { Deleted: - )
o ‘[ Deleted: - ]
e Reducing operational costs
¢ Improve quality of service
e Access to skills and technology
¢ Allowing increased flexibility and focus
e Innovation
4. How important were consideration of these costs to your outsourcing decision?
5. What were your cost expectations prior to outsourcing?
6. Were the actual costs less, same as, more than expected? | = { Deleted: - ]
o ‘[Deleted: - J
e Vendor selection
® Transition
e Layoffs
e Cultural
° tRamplng up‘ __ - °| Comment [Editor158]: Please check if

this should be hyphenated and make it
consistent throughout the document.

fffffffffffffffffffffffffffffffffffffffff == { Deleted:

e Managing the contract,

- { Deleted: management
j\i\;\{\\ ‘[ Deleted: Service
\\\E \\\\\[ Deleted: provider’s
77777777777777777 8 \\\\\{ Deleted: team
i \\{ Deleted: local
\\\\\\{ Deleted: team
\\{ Deleted: ,
{ Deleted: how

Understanding the Management of the Service Provider’s Team and the Local Team

this cost?




How Hidden Costs Affect Operational Management of IT Qutsourcing 83 .- { Deleted:

Understanding the Dynamic of Contract Management and Partner Relationship

\\\\ \\ ‘[ Formatted: Normal

\ " . .
What different management approaches have you adopted over the course of the contract " T ;,:::Tatted' Font: 12 pt, Font color:
. ]

{ Deleted: q

(N W

to manage the virtual global resources?

_ -1 Comment [M159]: How about
2 transnational or expat teams here as well?

) { Deleted: in

Have the roles and responsibilities changed, the transnational or expatriate teams as a _ -~ { Deleted: in

__ - 7| Comment [M160]: How about
777777777777777777777777777777777777777777777777 transnational or expat teams here as well?

1
|
)
1

What team technology do you use to support your arrangement, same time, e-mail,

conference calls, other?

How do you manage time zone challenges? Does the outsourcing provider participate in_ - { Deleted: ,

o {Deleted: does

L

want to include cross-cultural business
practice challenges as well.

N

N

gconference calls for example, even though it may be the middle of the night for them? W Comment [M161]: You might also

How have you adapted to cross cultural business practice challenges? For example N { oted
Deleted: say

J

conducting business in India is based on relationships and beginning meetings with small

talk is an important part of all business discussions, but this can give North Americans - { Deleted: ’

the impression that they are unfocused.
Have you observed any motivation or performance issues with the local team as a result

of outsourcing?

| = ’[ Deleted: dynamic

R
B ‘[ Deleted: contract

!! anagement " { Deleted: management

\ AN
N \\\{ Deleted: partner

Have you or your local team leads had any training, such as cultural intelligence training \{ Deleted: relationship

Deleted: management

o U L

to help manage the new partnership?

Is there a cultural fit between your department and the outsourcing service provider? = { Deleted: outsource

How do you reconcile contractual management and adherence to Service Level
Agreements (SLAs) with acting with a “partner” mindset?

How does the governance model support the day-to-day operations of the contract?



’ How Hidden Costs Affect Operational Management of IT Outsourcing 84 <« | Deleted: ]
\\\:\\ ‘[ Deleted: . | ]
\ b " . .
‘ 5. How do you meet to discuss contract performance-formally, in a steering committee {E,‘;rcfaued' Font: 12 pt, Font color: }
AN \ 4
o ANN { Formatted: Normal J
Settmg 4 \\\ \{ Deleted: J
. . . 9 { Deleted: ]
6. Do you have senior management commitment to making the contract work?
7. Will the arrangement be extended to other areas such as business process outsourcing or

strategic butsourcing?

__ -~ 7| Comment [M162]: I like the breadth
and operational savvy of your questions.




How Hidden Costs Affect Operational Management of IT Outsourcing 35

Practices

Assertion

~ e { Deleted:

\\1 \\ { Formatted: Normal

\\{ Deleted: q
Formatted: Font: 12 pt, Font color:
Black,

N { Deleted: ed
\
[ Deleted: Based
=~~~ { Deleted: Which

i Comment [Editor163]: Please
N rephrase this as 'Theme or Factors related
\ N .
AN { Deleted: ?
N\

to'

Comment [Editor164]: Please
rephrase this as 'Evidence, Persuasions and
Reference in the Case'

N
AN
W

)
|
|
|
|
|
|
|

- { Deleted: six

- -| Deleted:
\ I
: 1
1
R

\
{ Formatted: APA Header




| Page iv: [1] Deleted Editor 20-09-2010 10:02:00 |

| Page iv: [1] Deleted Editor 20-09-2010 10:02:00 |

| Page 7: [2] Deleted Editor 15-09-2010 14:28:00 |
Information technology outsourcing is a business trend ostensibly used to reduce costs

and enable companies to concentrate on their core competencies. The Outsourcing
professional body of knowledge suggests the business case for IT outsourcing provides the
mechanism for the decision to outsource but defining an objective measurement for
management focus is difficult whereas identifying comparative costs and savings against a
current baseline should be relatively straightforward. Barthélemy (2001), and Hannon (2009)
argue that this may not necessarily be the case as unanticipated costs often arise once the
outsource contract is in place. These hidden costs lead to operational management challenges
for IT outsourcing (Juras, 2009). These challenges fall broadly in two categories: team
integration challenges such as delegation of greater authority across global teams, instilling
trust, and ownership while maintaining morale in the higher cost countries and organizational

structural issues relating to governance and relationship management.

Previous research has approached these issues through a combination of transaction
cost theory (Williamson, 1979) from a financial perspective and agency theory (Knapp, &
Dalziel 2007) from a governance perspective. Young (2007) concludes that transaction cost
theory and agency theory do not capture the complexities involved in understanding
outsourcing issues. Service, science, management, and engineering (SSME) is “the study of
service systems and value propositions by the integration of many service research areas and
service disciplines such as economics, operations, management, computing and service
measurement,” (Maglio, Kieliszewski, & Spohrer, 2010, p. 701). This research will use

SSME, an emerging interdisciplinary technique to explore how organizations manage



outsourcing contracts to offer insights into the complexities of the issues not available using

more archetypal approaches.

Background

Offshore information technology (IT) outsourcing is the purchase and provision of IT
services by an organization from a foreign supplier, usually to gain the benefits of labor
arbitrage (Brown, & Wilson 2005). Cohen & Young (2006) note cost savings and
efficiencies that relate to outsourcing contribute significantly to sustaining companies’
profitability and controlling costs: in short outsourcing works. It works because of the
asymmetry between knowledge workers wages in developing countries such as China, Brazil,
and India, and those of their counterparts in developed countries such as the United States,
and the United Kingdom. The financial viability equation is dependent on the savings gained
from lower wages being greater than additional risk and management costs. Aron, Clemons
& Reddi (2005) suggest underperformance, resulting from geographic separation, limited
communications, and cultural differences are additional risks typically associated with
operating virtual teams as a result of outsourcing. However, the negation of prospective cost
savings accruing from IT outsourcing by unanticipated costs, such as the management of the

ongoing contract is a probable risk (Barthélemy, 2001).

Because the management emphasis shifts from the focus on internal process to
management of an external process, vendor management activities include monitoring
contractual performance and service levels, negotiating penalties in which these are not met,
and negotiating contract change requests to accommodate changes in the business
environment. The complexities of the new process serve to make outsource contact
management an expensive proposition (Windrum, Reinstaller, & Bull, 2009). Nonetheless,
the economic argument is compelling, but to be successful IT outsourcing requires delegation

of greater authority across global teams, instilling trust, and ownership while maintaining



morale in the higher cost countries. This represents a significant problem for Chief
Information Officers (CIOs), who have to deal with the realities of delivering on the promise
of the outsourcing business case, and maintaining domestic relationships and operational
performance. The information found by researching this topic will be of use to CIOs in

operational management of IT outsourcing.

Problem Statement

The adoption of IT outsourcing is a growing trend that has transformed the IT
business environment, Forrester (2007) estimates the size of the European market between
2004 and 2006 as over $20 billion (USD), and Gartner (2008) identifies the Asian Pacific
market size to be $12.2 billion (USD), in 2007, growing at 9.2%. The largest market is North
America at $27.8 billion (USD) in 2008 and still forecast to grow at 5% despite the recession
(Plunkett Research, 2010). According to Wang, Gwebu, Wang, & Zhu, (2008) the reasons for
outsourcing are reducing operational costs, improve quality of service, access to skills and

technology and allowing increased flexibility and focus.

However, there are potential negative financial consequences associated with this
practice. Overby (2003) states that companies need to understand the hidden costs of IT
offshore outsourcing that occur during vendor selection, transition, layoffs, cultural, ramping
up, and managing the contract. The hidden costs of outsourcing are an important topic for
managers because they can challenge the rationale for outsourcing (Barthélemy, 2003, p. 94).
The proposal is a descriptive, qualitative study to determine how hidden costs affect
operational management of IT outsourcing, Swanborn (2010) defines, “descriptive research
as what or how questions,” (p. 28). An interview design allows in-depth exploration of senior

management perceptions of the impacts to his or her team.

Purpose Statement



The purpose of this qualitative research study using an open interview format is to
explore the effects of the more ethereal aspects of outsourcing such as the effects interlocking
the management of virtual global resources with the local team, and the dynamic of contract
management with governance of the new partnership relationship. This study will contain an
analysis of outsourcing agreements as enacted at the operational management phase of the
lifecycle by reference to SSME theory. The study will draw on the outsourcing experience of
10 informed personnel from companies in North America (United States, and Canada),

Europe (United Kingdom), and China (Hong Kong).

The diversity of the research group will help to uncover high-level social-
organizational cultural attitudes toward outsourcing, for example, O’Hara-Devereaux, &
Johansen (1994) notes in Globalwork the difficulty of completing tasks on time when there
are different concepts of time and different ideas about what it means to be complete: the
consequences of this can make contractual management arduous. Cooper, & Schindler,
(2008) suggest that to understand the different meanings individuals place on their experience
“requires research techniques that delve more deeply into peoples hidden interpretations,
understanding and motivation” (p. 170). The research will adopt a qualitative approach, this
method is appropriate to showing how and why events happen as they do. The data collection
stage will use semistructured individual in-depth interviews, this will permit comparison of
results using content analysis of the written record of the interviews. Neuman, (2006)
suggests content analysis can reveal themes and characteristics difficult to see with casual
observation and therefore helps to achieve an in-depth understanding of the situation.
Participants will be informed personnel within their company, and some scheduling
challenges because of geographic location and time zones are anticipated. An in person
interview will be preferable to record verbal and nonverbal responses to uncover normally

intuitive and less than quantifiable truths.



Significance
Conventional IT strategy advocates tighter integration of IT to the business (Turban, Leidner,
McLean, & Wetherbe, 2007), and the significance of IT outsourcing is that it appears to do
exactly the opposite “emphasizing de-integration as internal functions are moved out of the
organization,” Abebe (2007, p. 197). Prima facia the two approaches appear mutually
exclusive. Previous studies have addressed from the buyers perspective initiation and
transition management aspects of outsourcing such as, defining what to outsource, work and
team design, and virtual team performance. Few studies give the IT providers view, Murthy
(2004) is an example that gives a unique opposing perspective, suggesting consideration of
outsourcing as an alliance and not a short-term fix and requires an appropriate governance
model in place to be successful. This study’s unique approach is to consider the problem
further into the lifecycle, the operational management of outsourcing. Investigation of the
operational context will be from the new interdisciplinary perspective of SSME, an approach
that integrates aspects of established fields such as computer science, operations research,
engineering, management sciences, business strategy, social and cognitive sciences, and legal
sciences (Teboul, 2005). IT outsourcing is an integrated service that brings together service
providers, clients, connecting the parties through shared information in a contractual
agreement. By combining managerial and technical perspectives, SSME can address the
multidisciplinary issues arising with outsourcing from relationships to service delivery
management to innovative service technologies, and social-organizational culture to help

identify the complexities and the dependencies.
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team design, and virtual team performance. Few studies give the IT providers view, Murthy
(2004) is an example that gives a unique opposing perspective, suggesting consideration of
outsourcing as an alliance and not a short-term fix and requires an appropriate governance
model in place to be successful. This study’s unique approach is to consider the problem

further into the lifecycle, the operational management of outsourcing. Investigation of the



operational context will be from the new interdisciplinary perspective of SSME, an approach
that integrates aspects of established fields such as computer science, operations research,
engineering, management sciences, business strategy, social and cognitive sciences, and legal
sciences (Teboul, 2005). IT outsourcing is an integrated service that brings together service
providers, clients, connecting the parties through shared information in a contractual
agreement. By combining managerial and technical perspectives, SSME can address the
multidisciplinary issues arising with outsourcing from relationships to service delivery
management to innovative service technologies, and social-organizational culture to help

identify the complexities and the dependencies.
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Information technology outsourcing is a business trend ostensibly used to reduce costs
and enable companies to concentrate on their core competencies. The Outsourcing
professional body of knowledge suggests the business case for IT outsourcing provides the
mechanism for the decision to outsource but defining an objective measurement for
management focus is difficult whereas identifying comparative costs and savings against a
current baseline should be relatively straightforward. Barthélemy (2001), and Hannon (2009)
argue that this may not necessarily be the case as unanticipated costs often arise once the
outsource contract is in place. These hidden costs lead to operational management challenges
for IT outsourcing (Juras, 2009). These challenges fall broadly in two categories: team
integration challenges such as delegation of greater authority across global teams, instilling
trust, and ownership while maintaining morale in the higher cost countries and organizational

structural issues relating to governance and relationship management.

Previous research has approached these issues through a combination of transaction
cost theory (Williamson, 1979) from a financial perspective and agency theory (Knapp, &

Dalziel 2007) from a governance perspective. Young (2007) concludes that transaction cost



theory and agency theory do not capture the complexities involved in understanding
outsourcing issues. Service, science, management, and engineering (SSME) is “the study of
service systems and value propositions by the integration of many service research areas and
service disciplines such as economics, operations, management, computing and service
measurement,” (Maglio, Kieliszewski, & Spohrer, 2010, p. 701). This research will use
SSME, an emerging interdisciplinary technique to explore how organizations manage
outsourcing contracts to offer insights into the complexities of the issues not available using

more archetypal approaches.

Background

Offshore information technology (IT) outsourcing is the purchase and provision of IT
services by an organization from a foreign supplier, usually to gain the benefits of labor
arbitrage (Brown, & Wilson 2005). Cohen & Young (2006) note cost savings and
efficiencies that relate to outsourcing contribute significantly to sustaining companies’
profitability and controlling costs: in short outsourcing works. It works because of the
asymmetry between knowledge workers wages in developing countries such as China, Brazil,
and India, and those of their counterparts in developed countries such as the United States,
and the United Kingdom. The financial viability equation is dependent on the savings gained
from lower wages being greater than additional risk and management costs. Aron, Clemons
& Reddi (2005) suggest underperformance, resulting from geographic separation, limited
communications, and cultural differences are additional risks typically associated with
operating virtual teams as a result of outsourcing. However, the negation of prospective cost
savings accruing from IT outsourcing by unanticipated costs, such as the management of the

ongoing contract is a probable risk (Barthélemy, 2001).

Because the management emphasis shifts from the focus on internal process to

management of an external process, vendor management activities include monitoring



contractual performance and service levels, negotiating penalties in which these are not met,
and negotiating contract change requests to accommodate changes in the business
environment. The complexities of the new process serve to make outsource contact
management an expensive proposition (Windrum, Reinstaller, & Bull, 2009). Nonetheless,
the economic argument is compelling, but to be successful IT outsourcing requires delegation
of greater authority across global teams, instilling trust, and ownership while maintaining
morale in the higher cost countries. This represents a significant problem for Chief
Information Officers (CIOs), who have to deal with the realities of delivering on the promise
of the outsourcing business case, and maintaining domestic relationships and operational
performance. The information found by researching this topic will be of use to CIOs in

operational management of IT outsourcing.

Problem Statement

The adoption of IT outsourcing is a growing trend that has transformed the IT
business environment, Forrester (2007) estimates the size of the European market between
2004 and 2006 as over $20 billion (USD), and Gartner (2008) identifies the Asian Pacific
market size to be $12.2 billion (USD), in 2007, growing at 9.2%. The largest market is North
America at $27.8 billion (USD) in 2008 and still forecast to grow at 5% despite the recession
(Plunkett Research, 2010). According to Wang, Gwebu, Wang, & Zhu, (2008) the reasons for
outsourcing are reducing operational costs, improve quality of service, access to skills and

technology and allowing increased flexibility and focus.

However, there are potential negative financial consequences associated with this
practice. Overby (2003) states that companies need to understand the hidden costs of IT
offshore outsourcing that occur during vendor selection, transition, layoffs, cultural, ramping
up, and managing the contract. The hidden costs of outsourcing are an important topic for

managers because they can challenge the rationale for outsourcing (Barthélemy, 2003, p. 94).



The proposal is a descriptive, qualitative study to determine how hidden costs affect
operational management of IT outsourcing, Swanborn (2010) defines, “descriptive research
as what or how questions,” (p. 28). An interview design allows in-depth exploration of senior

management perceptions of the impacts to his or her team.

Purpose Statement

The purpose of this qualitative research study using an open interview format is to
explore the effects of the more ethereal aspects of outsourcing such as the effects interlocking
the management of virtual global resources with the local team, and the dynamic of contract
management with governance of the new partnership relationship. This study will contain an
analysis of outsourcing agreements as enacted at the operational management phase of the
lifecycle by reference to SSME theory. The study will draw on the outsourcing experience of
10 informed personnel from companies in North America (United States, and Canada),

Europe (United Kingdom), and China (Hong Kong).

The diversity of the research group will help to uncover high-level social-
organizational cultural attitudes toward outsourcing, for example, O’Hara-Devereaux, &
Johansen (1994) notes in Globalwork the difficulty of completing tasks on time when there
are different concepts of time and different ideas about what it means to be complete: the
consequences of this can make contractual management arduous. Cooper, & Schindler,
(2008) suggest that to understand the different meanings individuals place on their experience
“requires research techniques that delve more deeply into peoples hidden interpretations,
understanding and motivation” (p. 170). The research will adopt a qualitative approach, this
method is appropriate to showing how and why events happen as they do. The data collection
stage will use semistructured individual in-depth interviews, this will permit comparison of
results using content analysis of the written record of the interviews. Neuman, (2006)

suggests content analysis can reveal themes and characteristics difficult to see with casual



observation and therefore helps to achieve an in-depth understanding of the situation.
Participants will be informed personnel within their company, and some scheduling
challenges because of geographic location and time zones are anticipated. An in person
interview will be preferable to record verbal and nonverbal responses to uncover normally

intuitive and less than quantifiable truths.

Significance
Conventional IT strategy advocates tighter integration of IT to the business (Turban, Leidner,
McLean, & Wetherbe, 2007), and the significance of IT outsourcing is that it appears to do
exactly the opposite “emphasizing de-integration as internal functions are moved out of the
organization,” Abebe (2007, p. 197). Prima facia the two approaches appear mutually
exclusive. Previous studies have addressed from the buyers perspective initiation and
transition management aspects of outsourcing such as, defining what to outsource, work and
team design, and virtual team performance. Few studies give the IT providers view, Murthy
(2004) is an example that gives a unique opposing perspective, suggesting consideration of
outsourcing as an alliance and not a short-term fix and requires an appropriate governance
model in place to be successful. This study’s unique approach is to consider the problem
further into the lifecycle, the operational management of outsourcing. Investigation of the
operational context will be from the new interdisciplinary perspective of SSME, an approach
that integrates aspects of established fields such as computer science, operations research,
engineering, management sciences, business strategy, social and cognitive sciences, and legal
sciences (Teboul, 2005). IT outsourcing is an integrated service that brings together service
providers, clients, connecting the parties through shared information in a contractual
agreement. By combining managerial and technical perspectives, SSME can address the

multidisciplinary issues arising with outsourcing from relationships to service delivery



management to innovative service technologies, and social-organizational culture to help

identify the complexities and the dependencies.
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