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Preface

This edited book is intended for use by students, academics and practitioners who take
interest in outsourcing and offshoring of information technology and business services.
The book offers a review of the key topics in sourcing of services, populated with
practical frameworks that serve as a tool kit to students and managers.

The range of topics covered in this book is wide and diverse, offering micro and
macro perspectives on successful sourcing of services. More specifically, the book
examines sourcing decisions and management practices around digital services, giving
specific attention to cloud-based services and innovation in sourcing. The book also
explores new sourcing trends such as robotics process automation (RPA), which is
gaining attention by academics and practitioners alike. Social aspects such as moti-
vation and engagement received further attention in this book. Last but not least,
multiple theoretical lenses have been applied across the studies, among them micro-
foundations view of strategy, goal-framing theory, modularity, motivation and more.

The topics discussed in this book combine theoretical and practical insights
regarding challenges that industry leaders, policy makers, and professionals face or
should be concerned with. Case studies from various organizations, industries, and
countries are used extensively throughout the book, giving it a unique position within
the current literature offering.

The book is based on a vast empirical base brought together through years of
extensive research by leading researchers in information systems, strategic manage-
ment, international business, and operations.

September 2017 Ilan Oshri
Julia Kotlarsky
Leslie Willcocks
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Services Offshoring: A Microfoundations Perspective

Ilias Gerogiannis(@, Angelika Zimmermann, and Alex Wilson

School of Business and Economics, Loughborough University, Loughborough, UK
{I.Gerogiannis,A.Zimmermann,A.Wilson8}@lboro.ac.uk

Abstract. The objective of this paper is to shed light on the link between services
offshoring strategy and its outcomes for the firm by developing a theoretical
framework for examining the role of employee motivation in the implementation
of services offshoring strategy. Our framework is built on two conceptual foun-
dations: the Microfoundations view of strategy and Goal Framing theory. We
analyze services offshoring in terms of (a) the attributes and (b) the outcomes of
firm level offshoring strategies, and (c) the micro-level processes that are essential
for realizing the outcomes. As part of these micro-level processes, we focus
particularly on employee motivation for services offshoring strategy implemen-
tation. We argue that our framework should constitute the basis of future empirical
research in services offshoring, as it aims to contribute a greater theoretical
understanding and practical recommendations for the refinement of services
offshoring strategies.

Keywords: Services offshoring - Microfoundations - Employee motivation -
Goal framing theory

1 Introduction

For over a decade, the services offshoring phenomenon has attracted the attention of prac-
titioners [1], scholars [2] and policy makers [3]. Services offshoring refers to the transna-
tional transfer of service activities to foreign destinations in captive, collaborative or
outsourced governance modes [4—7]. Compared to offshoring of production activities,
services offshoring depends more on individual organizational members’ knowledge, skills
and competences (i.e. human capital) as sources of firm competitive advantage [8, 9].
Aiming for a better understanding of what drives the success of services offshoring
initiatives, scholars have progressively investigated (a) services offshoring attributes
(e.g. [5, 10, 11]), (b) services offshoring outcomes (e.g. [12—14]) and (c) micro-level
processes (e.g. onshore and offshore employee motivational processes) that underlie the
services offshoring strategy implementation [15, 16]. However, the focus of most extant
research into services offshoring is pitched at the firm level of analysis rather than at
individual actors and teams (i.e. the micro level of analysis), and we know little about
the links between the micro and macro levels [6]. We therefore argue that a compre-
hensive synthesis is needed to understand the link between the macro and micro levels
of analysis and to support our understanding of how micro-level processes aggregate
into services offshoring strategy outcomes. We pay special attention to how a strategy

© Springer International Publishing AG 2017
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2 I. Gerogiannis et al.

is implemented at the micro level and thereby affects services offshoring strategy
outcomes.

This paper situates the above argument within the Microfoundations (MFs) view of
strategy. The MFs movement in strategy and organization theory provides the means to
understand how micro-processes mediate relations between macro-variables (such as
firm or business level strategy and firm/business level outcomes) [17]. In the same line,
we hold that the macro-level phenomena of (a) services offshoring strategy and (b) its
realized outcomes are linked to micro-level processes in terms of actions and interactions
of individual organizational members (i.e. managers and employees) that work towards
putting the strategy into effect (i.e. strategy implementation).

In this paper we pay particular attention to the role of employee motivation in the
implementation of services offshoring strategy, in order to understand how the realized
outcomes are generated. Services firms are seen to encounter several offshoring imple-
mentation challenges [18], some of which are tied to motivational processes amongst
onshore and offshore employees [16]. Despite its apparent importance, the role of
employee motivation in services offshoring strategy implementation has received little
consideration among scholars until now [16]. We examine employee motivation through
two theoretical lenses, the Microfoundations (MFs) perspective on strategy and Goal
Framing theory (GFT).

The MFs literature suggests that micro-processes in the context of individual moti-
vations and their behavior (i.e. actions and interactions) could be explored with the use
of goal framing theory (GFT) [19, 20]. GFT suggests that in principle there are three
overarching goals that individuals pursue: the hedonic and gain goals regarding personal
needs and self-interest, and the normative goal concerning the need to work towards the
realization of collective interests. GFT provides the lens through which to explore the
microfoundations of strategy by using the concept of “joint production motivation”. A
joint production motivation is a motivation of individuals to contribute to a joint effort
with their own “roles and responsibilities” and also with a shared understanding of “the
relevant tasks, interdependencies, timing and possible obstacles to smooth coordination”
[19, p. 89]. In other words, an employee/manager who pursues normative goals holds a
joint production motivation. Based on these insights, we apply GFT to address employee
motivations in services offshoring strategy implementation, and further suggest that joint
production motivation can play a key role in the implementation of services offshoring
strategy.

The rest of the paper is structured as follows: First we present a background descrip-
tion of the Microfoundations view of strategy and the use of GFT for MFs research. We
then discuss firm-level attributes of services offshoring strategies and firm level
outcomes of services offshoring in order to explore extant offshoring research from a
macro/firm level perspective. Considering various levels of the services offshoring
phenomenon, we next focus on previous insights into micro-processes of services
offshoring strategy, and highlight blind spots and gaps in existing research on such
micro-processes. We then propose a conceptual model for research on the microfoun-
dations of services offshoring strategy. Following this, we elaborate on how GFT can
be used to address the role of employee motivation in services offshoring strategy
implementation. This leads to three propositions, concerning (1) how offshoring
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strategies can trigger joint production motivation and how this is a prerequisite for
successful strategy implementation, (2) how the micro-processes of interpersonal rela-
tionships and relational signals impact on the micro-processes of employee motivation
in services offshoring and (3) how joint production motivation may affect knowledge
sharing (an essential condition for effective services offshoring outcomes). Finally, we
highlight the managerial relevance of the proposed theoretical framework and identify
possible directions for future research.

2 The Microfoundations View of Strategy and Goal Framing
Theory

We build on the growing body of research that suggests a missing link between macro
and micro aspects in strategy research [17]. Foss and Lindenberg [19] argue that this
gap should be addressed through a focus on the cognitions and motivations of organi-
zational members, using a ‘micro-foundations of strategy’ approach. The methodolog-
ical perspective of MFs advocates that the micro level constitutes the basis, or the starting
point, for the exploration of a collective phenomenon such as the central strategy aims
of value creation and competitive advantage [17]. This approach points to individual(s)’
actions and interactions as the ultimate possible element of analysis [17]. In this context,
the explanatory role of macro-level variable(s) (including firm or business unit level
strategy) is still considered present and significant. However, no direct macro-causation
is deemed eligible for the explanation of collective phenomena without the presence of
a micro-level mediation [17].

We adopt this MFs view of strategy in order to explore the role of employee moti-
vation in the implementation of services offshoring. We assume that a services
offshoring strategy is an aggregate phenomenon that takes place as a process across the
macro/firm level and the micro/employee-team level. We therefore suggest that a MFs
view of services offshoring strategy enables the inspection of employees’ motivations
to support offshoring and that certain actions and interactions of individuals drive the
implementation of the offshoring strategy, which in turn affects firm-level outcomes.

According to GFT in turn, ‘framing’ is a cognitive process that governs human
behavior, and frames are triggered by cues from the environment [19]. In the same line,
we propose that an offshoring strategy provides cues that trigger the framing process in
individuals. In detail, there are three overarching goals: the hedonic, the gain and the
normative goals [19, p. 87]. The hedonic goal is linked to the desire for satisfaction (how
one feels right now), the gain goal relates to the need to acquire and/or preserve one’s
own resources (or efficiency of resources) and the normative goal refers to the need to
act appropriately and work collectively in relation to group goals and a joint production
framework [19]. Such goals are “overarching”, because they entail other relevant sub-
goals [19, p. 88].

GFT posits that when a situational cue triggers one of the main overarching
goals, a frame (i.e. a specific state of mind) is created whereby one of the over-
arching goals is focal. However, overarching goals are interrelated: when one of the
above three overarching goals is triggered and thereby becomes the focal goal, the



4 I. Gerogiannis et al.

remaining two background goals can still be influential. Thus, a frame can be
stronger or weaker depending on the influence of its background goals [19]. Moti-
vations can be mixed and heterogeneous since foreground and background goals are
simultaneously operative [19].

3 Firm Level Services Offshoring Attributes and Outcomes

In the following section we summarize and discuss extant research on services offshoring
as a macro-level construct. We review how extant research conceptualizes and empiri-
cally investigates: (a) firm level attributes of services offshoring, and (b) firm level
services offshoring outcomes, and we point out how these two are interlinked. Following
the MFs perspective, we then advocate that extant views on firm level services offshoring
attributes and their outcomes provide only incomplete explanations. In particular, we
hold that they need to be complemented by a focus on micro-processes that entail serv-
ices offshoring strategy implementation.

3.1 Strategic Attributes of Services Offshoring

Several theories derived from various academic streams such as Strategic Management
and International Business are relevant to the offshoring phenomenon as presented in
the services offshoring and outsourcing literature (e.g. [4, 21-23]). The outsourcing
literature is here relevant because it includes offshore outsourcing as a particular type
of outsourcing. These theories can serve to describe certain strategic attributes of serv-
ices offshoring in terms of motives or intended outcomes of services offshoring. Based
on the concepts of competitive advantage and value chain [24], a services offshoring
strategy is seen as a competitive strategy that aims at and potentially contributes to value
creation and competitive advantage. To provide an example, Maskell et al.’s [25] empir-
ical data from Danish firms in various industries and functions, including production of
goods as well as services, suggest that the main three drivers for offshore outsourcing
are cost reduction motives that can contribute to cost leadership, or quality-seeking
motives and innovation motives that can create differentiation advantages.

According to the resource based view of the firm (RBV) in turn, offshoring and
outsourcing decisions can be explained by a focus on strategic capabilities and resources
that enable a sustained competitive advantage [26]. For example, the RBV provides a
useful framework for the analysis of the role of internal firm capabilities (i.e. interna-
tional and technical experience to deal with the offshoring process and leverage knowl-
edge) for knowledge-seeking firms that offshore R&D activities [27, p. 18]. In the same
vein, Manning et al. [7] hold that strategic firm capabilities including strategic talent
management and collaborating effectively with external partners offshore can be consid-
ered as dynamic capabilities (see [28]) that allow the firms to face challenges (e.g. high
turnover rates) and adapt to a dynamic offshoring environment (e.g. collaboration with
new partners). The knowledge based view of the firm (KBV) emphasizes that offshoring
is a firm strategy that aims at expanding the firm’s knowledge resources. For example,
in the case of advanced task offshoring, firms seek to leverage the knowledge assets of
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a skilled workforce (e.g. [10, 29]). Furthermore, transaction cost economics (TCE) can
provide a basic explanation of offshoring decisions, based on cost efficiency and control
choices over parts of the firm’s value chain [30]. The OLI paradigm [31, 32] in turn
provides a framework to explain offshoring/outsourcing strategic decisions in terms of
a firm’s motives (e.g. market seeking) [29].

Overall, scholars have identified various strategic attributes of service work
offshoring, including cost efficiency, access to a skilled workforce, and access to new
markets (see e.g. [5, 10, 11]). Whilst the prime and most commonly mentioned strategic
attribute refers to cost motivations based on reduced labor costs (see [8]), scholars
suggest that in the case of advanced services offshoring, the more central strategic firm
goal is to foster international competitiveness through the expansion of knowledge
resources and access to global talent pools [10, 11, 33].

3.2 Operational Attributes of Services Offshoring

Apart from their strategic attributes, offshoring strategies also have operational attributes
including governance modes as well as functions, activities or tasks to be offshored [34].
As we propose later, these operational attributes impact on employee-level motivational
processes in the implementation of services offshoring.

For example, offshoring strategies encompass mechanisms of formal and relational
governance of offshoring relationships that aim to align and coordinate the goals, strat-
egies, values and activities of the collaborating stakeholders [35]. Formal governance
refers to the use of service level agreements (legal contractual agreements), key perform-
ance indicators and other formal control tools, whereas relational governance uses
“softer” social control practices focusing on human relations [36]. Scholars have demon-
strated the importance of various aspects of relational governance for successful
outsourcing, including trust, commitment, open communication and mutual dependency
between the outsourcing partners (see [36, pp. 506-508]). Researchers have also
suggested that relational governance can substitute or complement formal governance
(e.g. [36]). However, research on relational governance is generally limited to the actions
and interactions of managers, and the possible role of lower-level employees in
offshoring implementation is only implicit.

Furthermore, task interdependencies in distributed work may have a negative impact
on firm performance [37]. In distributed work, coordination mechanisms such as task
modularity, ongoing communication and tacit coordination mechanisms (i.e. pre-project
familiarity, shared knowledge of work procedures and visibility of information across
locations) are therefore likely to be required to ameliorate firm performance [37].

3.3 Services Offshoring Attributes and Firm Level Outcomes: The Missing View
on Micro-Processes

Overall, existing research on strategic firm-level services offshoring attributes suggests
that services offshoring includes many motives apart from cost reduction, especially
where the need for a skilled workforce becomes paramount as in the case of advanced
services offshoring. Accordingly, services offshoring outcomes can be classified into
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two subgroups by the outcomes sought: (a) organizational performance outcomes and
(b) capabilities, resources and processes, as an aftermath of offshoring strategy imple-
mentation [6, 38]. These outcomes are relevant to the various strategic attributes of
service offshoring discussed above, namely the motive to achieve cost efficiency, access
to skilled work, or access to new markets, which can also be called intended outcomes.
Overall, the named outcomes constitute the preconditions for firm competitive
advantage and value creation. Various operational offshoring characteristics, including
governance mechanisms and choice of activities to be offshored, are used to achieve
intended offshoring outcomes.

Offshoring and outsourcing research does however not provide a clear view on how
services offshoring strategies result in specific services offshoring outcomes. In other
words, limited evidence is provided on the link between services offshoring strategy (i.e.
strategic and operational attributes) and organizational outcomes such as performance,
capabilities and resources. We hold that in particular, research is needed on the micro-
level processes that underlie the link between services offshoring strategies and their
outcomes.

A number of researchers have indeed demonstrated an association between services
offshoring and certain firm level outcomes, but they have not considered the micro-level
processes that underlie this association. Di Gregorio et al. [39] highlight that offshore
outsourcing of administrative and technical services in SMEs has a positive effect on
their international competitiveness (i.e. export performance), and Larsen et al. [12]
report on cost estimation errors in services offshoring decisions. Furthermore, Jensen
[13, 14] contends that offshoring capabilities evolve over time as the firms gain expe-
rience in services offshoring, and Manning [18] highlights in a more nuanced way how
firm capability develops as a response to services offshoring implementation challenges,
where offshoring firms decide to mitigate, tolerate or relocate depending predominately
on their available resources.

These scholars examine services offshoring and its outcomes as independent and
dependent variables at the firm or business (macro) level. They also examine the rela-
tionships between these macro variables, but without addressing the possible role of
micro-level variables in this relationship. Only a few studies have explored micro-level
processes within services offshoring. This set of studies has in turn not given a lot of
consideration to macro level outcomes. In the following section, we will review this
research with the aim to explore the role of micro-level processes in services offshoring
strategy implementation.

4 Micro-Level Processes Linked with Services Offshoring

In the following section we summarize and discuss extant research on micro-level
processes in services offshoring and outline its limitations. As we describe below, the
term “micro-level processes” is an encompassing term pointing to individual (i.e. organ-
izational members), team and small group level processes. We identify two different
research foci in this micro-literature that involve various levels of analysis: (a) a focus
on the impact of a macro (i.e. firm level)/meso (i.e. business unit level) services
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offshoring strategy on micro-level processes and (b) a focus on the role of micro-level
processes in services offshoring strategy implementation that results in micro (i.e. team/
small group) outcomes, meso (i.e. business unit) outcomes and macro (i.e. firm level)
outcomes.

4.1 The Impact of a Services Offshoring Strategy on Micro-Level Processes

Regarding the first focus (i.e. how the services offshoring strategy impacts on micro-
level processes), extant research explores how offshoring arrangements exert influence
on the organizational members, responsible for the operational execution of the strategy.
For example, Mattarelli and Tagliaventi [15] hold that a divergence between profes-
sional identity and offshore allocated tasks triggers job dissatisfaction among offshore
employees, which can result in turnover or job crafting behaviours, depending on the
organizational recognition of novelty and social support [15]. Similarly, Zimmermann
and Ravishankar [40] discuss how an IT offshoring strategy reconfigures the employee
professional role identities and career expectations, as a result of the allocated tasks and
the required intercultural communication skills. Likewise, Zimmermann and Ravish-
ankar [16] describe elements of an advanced tasks offshoring strategy that impact on
onshore and offshore employee motivation. Such elements are “(a) the complexity and
non-routineness of tasks, (b) the level of managerial responsibility allocated offshore
and (c) the clarity of plans for distribution of tasks and the managerial responsibility
onshore-offshore” [16, p. 554].

Furthermore, scholars focus on effective ways to coordinate globally distributed
teams and discuss how a services offshoring strategy facilitates (or not) the cooperation
between these teams. For example, Sidhu and Volberda [41], propose that an offshoring
strategy that promotes (a) joint rewards between onshore and offshore teams, (b) project
involvement of the offshore team at an early stage and (c) horizontal communication,
has a positive impact on how geographically dispersed teams cooperate in captive
offshoring. Conversely, they suggest that an offshoring strategy that enforces a homo-
geneous organizational identity and work context (similar to the one at the onshore
organisation), may trigger negative emotions and confusion to offshore employees and
result in deficient onshore — offshore task coordination.

4.2 The Role of the Micro-Level Processes in Services Offshoring Strategy
Implementation

In relation to the second focus of the micro-literature, scholars maintain that the imple-
mentation of a services offshoring strategy is linked with the way individuals think,
behave and feel (e.g. [15, 40]). In detail, extant research on micro-level processes of
services offshoring strategies pertinent to strategy implementation touches primarily
upon aspects of (a) the onshore and offshore employee collaboration, (b) the role of
knowledge transfer in strategy implementation and (c) the links between micro-level
processes, strategy implementation and the evolution of offshoring strategies.

The fruitful collaboration between geographically dispersed teams is commonly
considered as a requirement for successful services offshoring (e.g. [42]). Hence,
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uncertainties about social order [43] and intergroup processes of informal status closure
[44] are seen as reasons for problematic collaborations in geographically distributed
teams working in services offshoring settings. Asymmetric power relations and status
differentials in services offshoring project teams may even result in the “paradox of
success”, where onshore teams believe that they have more to lose than to benefit from
the successful implementation of a project [43, p. 373, 44, p. 11]. In this situation,
onshore employees can be reluctant to offshore advanced tasks (e.g. high-end IT tasks;
[43]). Evidence also suggests that onshore employees perceive the services offshoring
strategy differently depending on the complexity of their tasks [45]. In the case of simple
routine tasks, services offshoring can be seen as a chance for professional and personal
development (e.g. an opportunity for professional and intercultural learning), whereas
in the case of more complex and advanced tasks, services offshoring may be perceived
as a threat for their jobs and future career [45], as described above regarding the “paradox
of success”. Conversely, offshore employees can lack motivation to support the services
offshoring strategy if they perceive offshored tasks to be insufficiently demanding [16].

Employees’ active involvement in knowledge transfer is also important for the
implementation of a services offshoring strategy, especially in the case of advanced tasks
[45—48]. Zimmermann and Ravishankar [48] propose that knowledge senders’ outcome
expectations and efficacy beliefs, jointly with social capital, play a key motivational role
in knowledge transfer processes. These psychological mechanisms are seen to constitute
interlinked self-reinforcing motivational circles of “knowledge transfer success” that
affect onshore employees’ ability and willingness to transfer knowledge [48]. Interest-
ingly, there are indications that the willingness of onshore employees to transfer their
knowledge is less hindered by their job insecurity if they have strong personal relation-
ships with the offshore employees [48].

Scholars also discuss how the services offshoring strategy changes and develops as
a result of the successful (or not successful) implementation of the initial strategy [15,
16]. In detail, Mattarelli and Tagliaventi [15] discuss the impact of micro-processes (i.e.
job crafting) on the evolution of firm services offshoring strategy based on employee
new ideas. In a recent study, Zimmermann and Ravishankar [16] propose that the
“offshoring system” comprises three interlinked organizational elements: the firm-level
strategy and the employee motivations onshore and offshore. Bilateral interdependen-
cies exist between the onshore and offshore motivational drivers, as well as between the
services offshoring strategy and the motivational drivers in each site. As the authors
contend, the motivational drivers for advanced task transfer onshore are formed by the
employees’ outcome expectations for their careers, their workload and the offshore task
performance. For the offshore site, motivations include the levels of task ownership and
career expectations. Firm-level strategy and micro-level motivational drivers for its
implementation are therefore seen to be interdependent.

4.3 Research Gaps and Blind Spots Regarding Micro-Processes of Services
Offshoring

Overall there is some theoretical and empirical support to show that services offshoring
success rests on micro-level factors that underwrite or jeopardise its implementation.
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However, research on this topic is still scarce, and theory building is in its beginnings
(e.g. see [16,48]). Furthermore, we contend that the analysis of strategy implementation
in extant research is limited because of lacking operationalizations of the concepts of
services offshoring strategy, its implementation and its outcomes, in terms of levels of
analysis. Although extant research aims at exploring firm/business unit level offshoring
strategies, its focus primarily is on the execution of the operational aspects of an
offshoring strategy (e.g. transfer and execution of specific tasks), rather than incorpo-
rating outright explanations on the link between operational strategy outcomes and stra-
tegic firm/business unit level outcomes.

Therefore, while scholars discuss the effect of micro-processes on services
offshoring implementation, there are limited explanations on consequences for macro-
level offshoring outcomes in financial terms (i.e. organizational performance) or in non-
financial terms (e.g. firm capabilities and resources). Jensen and Nardi [44] do consider
such consequences, discussing how the problematic intergroup cooperation in an
offshoring software development project resulted in partial reshoring and unexpected
costs, but without analysing this effect in detail. Moreover, scholars discuss the impact
of micro-processes on the evolution of operational aspects of firm offshoring strategy
(e.g. transfer of new tasks or transfer of more advanced tasks) based on employee job
crafting [15] or employee motivational processes [16], but without describing how
employee-level motivational processes influence organizational performance outcomes
or firm capabilities and resources. To conclude, we believe that more empirical and
theoretical underpinning is needed to draw conclusions on how micro-level motivational
mechanisms affect certain macro-level outcomes in services offshoring.

5 Conceptual Model for Services Offshoring Strategy Research

As mentioned before, based on the MFs perspective, we consider that the link between
services offshoring strategy and its microfoundations still needs further exploration. In
the following section we will use GFT to suggest how employee motivations are likely
to be interlinked with a services offshoring strategy, its implementation and firm level
outcomes, leading to specific propositions regarding these interlinkages. The proposi-
tions are incorporated in our theoretical model, shown in Fig. 1.

The core mechanism in GFT is that cues from the social environment can directly
trigger the goal frames that an individual holds, or indirectly increase or decrease the
relative strength of existing goal frames. We argue that a services offshoring strategy
will provide cues that trigger the goal framing of individuals involved in the offshoring
setting (see lefthand arrow in Fig. 1). Importantly, to the degree that the strategy provides
cues that trigger normative goal frames, employees’ joint production motivation will be
strengthened (see bottom left in Fig. 1). GFT can therefore help us investigate how
employees are motivated to implement a services offshoring strategy, what the goals are
that they want to pursue, what the prevailing goal frames are and what stabilizes these
goal frames. Based on the MFs view of strategy, we further suggest that the individual
goal frames direct employee and managerial actions and interactions and impact on
strategy implementation (see bottom arrow in Fig. 1), which in turn affects the macro
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Macro level

SO Strategy SO Strategy outcomes
(Intended strategy) (Realised strategy)
Strategy provides the cues Pla P1b Microfoundations
that trigger individual goal aggregate to offshoring
Srames strategy outcomes
P2 P3
>
Individual goal frames Employee and Implementation
Joint production managerial actions

motivation and interactions

(Microfoundations)

Meso/ Micro level

Fig. 1. Conceptual model for services offshoring (SO) strategy research

level outcomes of the services offshoring strategy (see right hand arrow in Fig. 1). On
the whole, individual goal frames and actions/interactions together with strategy imple-
mentation constitute the microfoundations that aggregate into specific services
offshoring outcomes (i.e. (a) organizational performance outcomes and/or (b) capabil-
ities and resources. To conclude, the conceptual model describes the effect of a services
offshoring strategy on its outcomes as a multi-level phenomenon. Its core key element
is the employee motivation to implement the intended services offshoring strategy.

6 Goal Framing Theory and the Microfoundations of Services
Offshoring Strategies

6.1 Services Offshoring Strategies that Trigger Joint Production Motivation

Foss and Lindenberg [19] suggest that GFT allows us to explore the cross-level connec-
tions between macro and micro levels of analysis, which is in line with the MFs perspec-
tive. In order to examine macro-level phenomena (here a services offshoring strategy
and its outcomes), we need to focus on the actions and interactions of individuals (i.e.
managers and employees). Therefore, we argue that the services offshoring strategy
provides the cues that “frame” the goals of employees. Possible cues are (a) the strategy
as articulated by a manager in terms of planning (processes and people involved in terms
of organizational design and tasks) and (b) what this strategy aims at (e.g. cost savings)
or entails, particularly for employees (e.g. the possibility for employees to engage in
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more interesting tasks). Such cues can trigger certain goal frames that support or do not
support the services offshoring strategy implementation.

In detail, building upon extant literature on joint production motivation [19, 20] we
propose that a services offshoring strategy based on transparent team and task structures,
clear collective goals, and cognitive/symbolic management (i.e. vision/mission state-
ments and relational signaling), directly supports the normative goal frames and initiates
joint production motivation. To illustrate, transparent team and task structures, clear
collective goals, and cognitive/symbolic management for both onshore and offshore
employees will trigger normative goal frames and thereby incite employees to support
the services offshoring strategy implementation and focus on acting appropriately
towards the common benefit. This is likely to decrease the extent to which they will
promote only their own individual financial and social status (e.g. financial rewards,
career prospects) that would be in line with gain goals, or enjoyment (e.g. enjoyable
tasks) which would be in line with a hedonic goal frame. In addition, rewards that are
geared to joint goals are likely to stabilize the normative goals of employees and maintain
the joint production motivation [20]. For example, Lindenberg and Foss [20] suggest
that gain contingent rewards (e.g. career promotion) and hedonic contingent rewards
(e.g. bigger offices) are necessary to keep normative goal frames from decaying. Like-
wise, we postulate that this could also be the case in a services offshoring setting.
Furthermore, based on Foss and Milagres [49], we consider that joint production moti-
vation of onshore as well as offshore employees can take place not only in the case of
captive offshoring (i.e. intra-firm collaboration), but also in the case of offshore
outsourcing (i.e. beyond the firm boundaries), if a shared offshoring purpose is estab-
lished for onshore as well as offshore employees. This speculation is in line with a core
assumption of Goal Framing theory: cues that convey the information that a social
situation refers to a joint project will trigger a normative goal frame, conversely to cues
that convey the information that a social situation is a “competitive” or an “economic”
one and will thus trigger a gain goal frame [50, p. 672]. We therefore put forward the
following proposition:

Proposition 1a (P1a)

A services offshoring strategy that provides cues for joint effort of offshore and
onshore employees is more likely to contribute to a normative goal frame and thereby
Jjoint production motivation, compared to a services offshoring strategy that provides
cues that trigger or stabilize gain or hedonic goal frames.

The reasons why a firm makes specific offshoring decisions (from cost efficiency to
knowledge seeking motives), what these decisions entail (e.g. possible job reduction
measures, organizational restructuring or transfer of specific tasks) and how these deci-
sions translate into a services offshoring strategy, provide cues to the onshore employees
that signal a prevailing firm gain. Thus, a prevailing firm gain can explain why onshore
employees may express fears (e.g. possible loss of jobs) and are not willing to contribute
to the implementation of the services offshoring strategy. Perceptions of job insecurity
onshore may exist at all stages of services offshoring (e.g. [40, 44, 51]). As discussed
above, the “paradox of success” has a negative impact on onshore employee motivation
to transfer knowledge [40, 43] and collaboration [44]. When the services offshoring
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strategy as planned and executed does not signal managerial interest in employee
concerns about losing their jobs, onshore employees try to feel better while dealing with
frustration and uncertainty as the outcome of their prevailing hedonic goal frames, or
focus primarily on their individual concerns on preserving their jobs/resources/tasks,
while in a gain goal frame. For example, Zimmermann and Ravishankar [40] describe
onshore employees who intentionally transferred tasks offshore without providing
adequate support, in order to get the tasks back (i.e. gain goal frame) and unfairly blamed
offshore employees for mistakes (i.e. hedonic goal frame).

Similarly, offshore firms (captives or external providers) may be dealing with high
employee turnover rates (e.g. see [52, 53]) and job dissatisfaction (e.g. [15]). We suggest
that turnover behaviors and job dissatisfaction may be the outcome of the prevailing
firm gain and its impact on employees’ individual goals, especially in the context of
services offshoring strategy implementation. For example, if an offshore firm and its
management are concerned with the implementation of a services offshoring strategy
mainly in terms of good financial results and future contractual agreements, the cues
towards offshore employees may suggest that their firm is in a gain goal frame. Thus, if
the main concern of the offshore firms is to provide services with the minimum financial
cost, cues will hinder employee normative goal frames and may foster their gain goal
frames (e.g. leaving this company for another one that provides a better salary, status or
career prospects) or even their hedonic goal frames (leading in some cases to sabotage
or revenge behaviors). Likewise, we reason that when a services offshoring strategy does
not involve the transfer of interesting tasks to the offshore employees (e.g. [40]), this
may provide cues that will not support the offshore employees’ normative goal frames,
but would mostly trigger their gain goal frames, for example their focus on career
progress, and hedonic goal frames, for example their need to feel better by lowering
their expectations from their work.

Furthermore, based on GFT, scholars contend that the normative goal frame is linked
with the highest levels of firm value creation (i.e. organizational performance charac-
terized by productivity gains and innovativeness), since it can motivate organizational
members to work in concert, in truly collaborative activities (i.e. joint production moti-
vation) [19, p. 89]. Building on these insights, we argue that value creation is linked also
to the successful implementation of services offshoring.

Moreover, Foss and Lindenberg [19, p. 89] contend that when a firm makes strategic
decisions on what (new) resources to use and how to combine resources, the motivation
of human resources plays a key role in how these resources are combined. Therefore,
the motivation of organizational members is the starting point for the realization of
higher level strategic goals (e.g. organizational performance). Moreover, they point out
that organizational teams are forms of human cooperation, where joint production can
take place. Thus cues for joint effort of offshore and onshore employees provide an
essential normative goal frame for employees. This would help to avoid some of the
conflicts of interests between onshore and offshore employees observed in previous
research (e.g. [48, 54]).

Accordingly, what motivates individuals towards team-based cooperation is focal
for the workings of joint production in a firm [55]. Following GFT, they contend that a
“we-frame” instead of an “I-frame” is needed to gear collaborative activities in teams
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[55, p. 374]. Similarly, we argue that a determinant for the successful implementation
of a services offshoring strategy is the establishment of a “we-frame” among onshore
and offshore employees. Moreover, when employees are in a normative goal frame,
coordination costs (i.e. the need for planning and operational-level governance) are
reduced, because they hold a shared understanding of actions and interactions in terms
of collective goals [19, p. 91]. Along these lines, we suggest that joint production moti-
vation will enable services offshoring firms to minimize coordination costs in offshoring
arrangements and gain offshoring capabilities and resources.

Proposition 1b (P1b)

Joint production motivation in services offshoring is a prerequisite for strategy
implementation and thereby for achieving the intended offshoring outcomes.

6.2 The Role of Interpersonal Relationships and Relational Signals
in the Implementation of a Services Offshoring Strategy

GFT further suggests that interpersonal relationships play a role in goal framing. In
detail, the goals that other people hold in one’s social environment influence one’s own
goals [56, p. 64]. This mechanism is what Lindenberg refers to as “goal contagion” [50,
p. 672]. In the context of services offshoring strategy implementation, when individuals
engage in goal framing which will motivate them to carry out a particular strategy, the
mental models of the interpersonal relationships will shape part of their goal framing.
These relationships can be formal (e.g. with a manager) and/or informal (e.g. with a
colleague). Moreover, the behaviors of others within hierarchical and cooperative rela-
tionships may stabilize (or not) the employee’s goal frames (i.e. via relational signals).

Therefore, relational signals (i.e. the way employees interpret the actions of others)
between onshore and offshore employees, as well as relational signals between managers
and employees in each site, may play a role in stabilizing the normative goal frames or
hindering gain and hedonic ones and thereby joint production motivations can support
the successful implementation of a services offshoring strategy. For example, Zimmer-
mann et al. [45] suggest that offshoring attitudes of onshore employees influence their
relational behaviors towards offshore employees (e.g. treating them as colleagues
instead of external suppliers) and that these behaviors feed back into their attitudes, by
creating vicious or virtuous circles of offshoring collaboration. Moreover, Zimmermann
et al. [45] advise that managers should also show positive offshoring attitudes and
behaviors themselves. Hence, what Zimmermann et al. [45] describe is very similar to
the outcomes of the contagion effect of goal frames based on relational signals.

Proposition 2 (P2)

Interpersonal relationships and relational signals can stabilize or hinder normative
goal frames and thereby joint production motivation, which affects employee motivation
to implement a services offshoring strategy.

Although scholars have already addressed the relevance of relational signals during
services offshoring implementation, they have not gone so far as to provide a mechanism
that explicitly links them with the realized strategy outcomes. Thus we strongly believe
that future research will benefit from examining this link. Moreover our proposition has
practical implications for governance in services offshoring. Relational positive
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performance feedback (formal or informal) is considered an effective mechanism for
stabilizing normative goal frames [57, p. 53]. Therefore, we suggest that managers
dealing with the services offshoring arrangements should plan and execute the strategy
in a way that translates into structures and activities enabling both onshore and offshore
employees to achieve an understanding of shared tasks, labor and rewards. Furthermore,
managers should provide feedback clearly geared towards collective goals and provide
rewards that support them.

6.3 Services Offshoring Strategies that Trigger Knowledge Sharing Behaviors

GFT can also provide the lens to explain motivational processes for knowledge sharing,
which is one of the major issues that scholars have already addressed in services
offshoring research [16, 4547, 54]. In particular, Foss and Milagres [49] suggest that
a joint production motivation enables knowledge transfer and knowledge integration.
Based on this assumption, we suggest that if a services offshoring strategy triggers
normative goal frames, knowledge sharing behaviors of onshore and offshore employees
will increase.

Proposition 3 (P3)

A services offshoring strategy that triggers normative goal frames in employees will
increase knowledge sharing behaviors between onshore and offshore employees.

As we reviewed, extant offshoring research suggests that knowledge seeking is one
of the major firm level criteria for services offshoring decisions. In line with the KBV,
knowledge resources are considered as important services offshoring strategy outcomes.
However, within the context of services offshoring it is not clear how employees are
motivated to share their knowledge and therefore contribute to macro-level strategy
outcomes. We contend that the above research proposition provides the means to explore
the link between “knowledge seeking” services offshoring firms and knowledge
resources as a firm level construct.

Apart from implications for research, we hope that this proposition also offers guid-
ance for governance tools in services offshoring. In detail we hold that an action of
implementing the strategy involves knowledge sharing. For example, if tasks and
rewards are linked to joint outcomes [49, 58], it is likely that (within services offshoring
arrangements) onshore employees are not afraid of losing their jobs [cf. 46] and there-
fore, are motivated to share knowledge [45]. Similarly, shared goals, trust and good
communication as determinants of knowledge sharing [47] are in line with a joint
production motivation. Furthermore, building upon the model of knowledge transfer in
IT offshoring by Zimmermann and Ravishankar [48], we believe that knowledge
senders’ outcome expectations (e.g. contribution to a common goal) and efficacy beliefs
(e.g. the belief that an individual can contribute to shared knowledge) can be tied to a
normative goal frame. When these are combined with social capital (e.g. through inten-
sive communication, shared team identity, trust and a shared contextual understanding),
they can lead to effective knowledge sharing in services offshoring.
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7 Conclusions

In recent years, scholars have suggested that offshoring systematically entails more
knowledge intensive, high value, innovative, non-routine activities in the services sector
(seee.g.[10, 11,29]). In this context, they explored various firm level criteria for services
offshoring decisions that describe the initial firm motivations such as cost efficiency and
knowledge seeking [34]. However, extant research on firm-level criteria for services
offshoring decisions does not provide a clear view on how these decisions result in
specific services offshoring outcomes. In parallel, researchers have addressed the role
of micro-processes and especially the role of employee motivational processes in serv-
ices offshoring implementation. Nevertheless, the corresponding micro-research does
not provide comprehensive explanations of the links between employee motivational
processes, services offshoring strategy implementation and its macro-level outcomes.

Understanding services offshoring implementation in terms of its realized outcomes
is fascinating but challenging. We therefore proposed a conceptual model that focuses
on employee motivation in implementing services offshoring strategies. In other words,
the proposed model accounts for the employee-level microfoundations of services
offshoring strategy. Its importance is its explanatory power. In detail, it links service
offshoring strategy attributes and the realized outcomes of the strategy, with employee
motivational processes that lead to actions and interactions and facilitate (or not) the
implementation of the services offshoring strategy. Thus we contend that our proposed
model can help to bridge the two complimentary streams of research that explore (a)
firm level services offshoring attributes and outcomes and (b) micro-level processes
linked with services offshoring. Furthermore, we developed three propositions to advo-
cate that in order to investigate services offshoring outcomes, scholars and practitioners
should use GFT to consider possible links of these outcomes with employee level
processes in services offshoring. Hence, the model also offers a guiding tool for gover-
nance in services offshoring arrangements and introduces a new starting point for future
empirical research.
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Abstract. Global software development has become the norm rather than the
exception for even the smallest companies. However, global software develop-
ment is known to lead to numerous negative effects among distributed teams. This
paper focuses on the effect of global software development on motivation.
Specifically we ask: “Does increased autonomy, through the introduction of
scrum, result in higher motivation among distributed developers?” We studied
two distributed software development teams within one company headquartered
in Ireland. Teams employ the scrum approach to software development which
emphasizes, among other things, autonomy. We observed the teams during their
scrum ceremonies, interviewed each team member and administered a motivation
survey. We found that the difference in motivation levels before and after the
introduction of scrum was slight and not statistically significant. Instead, there
was a significant difference in the motivation levels of experienced team
members, which were lower than less experienced members.

Keywords: Global software development - Agile software development - Scrum -
Autonomy - Motivation

1 Introduction

As companies expand into new markets, acquire other companies in distant locations,
and seek skilled staff in different locations, Global software development (GSD) has
now become the norm rather than the exception. Even very small companies have
developers and teams in remote locations.

Geographic separation, lack of timezone overlap, and cultural differences — collec-
tively referred to as global distance — make the already complex task of software devel-
opment even more complex. Geographic separation hinders informal communication
that co-located teams use to clarify ambiguities and gaps in specifications and other
formal documents. Lack of timezone overlap introduces communication delays that can
slow progress, and in the extreme case prevents any kind of synchronous communication
during normal working hours [1]. Cultural differences can introduce misunderstandings

© Springer International Publishing AG 2017
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as a result of different interpretations of requirements and other documents, and may
cause mistrust due to misperceptions of different cultural norms. Organizations need to
be aware of the negative impact that fear of losing control and jobs can have on the
motivation of teams, thus decreasing the sharing of knowledge and levels of trust that
can exist between colleagues [2].

Different organizational models have emerged to implement GSD, such as
outsourcing, in-sourcing, near-shoring, off-shoring, etc. [3, 4]. Each of these approaches
has specific needs for autonomy of the “remote” teams. Organizational boundaries, as
exist for example in outsourcing arrangements, may require explicit contractual arrange-
ments defining who can make what decisions about the project. However, other models
also require good governance, because global distance renders conventional project
management less effective [5, 6]. For example, a remote team in a distant timezone may
experience substantial delays if they have to wait for the home office to make decisions.
Through previous research in GSD, we observed that the different levels of autonomy
were, somehow, presenting a difficulty for team members. This was supported by
previous researchers in other disciplines. For example, in the Management literature,
[7-9] have identified that a mismatch between an individual’s need for autonomy, and
the degree of autonomy someone actually has, can cause problems and may have an
impact on motivation levels. We note from the Organisational Behaviour literature that
motivation is viewed as a social process that defines how people join, remain part of,
and perform adequately in, a human organization [10]. Motivation tends to be over-
looked in project management since it is difficult to measure and control [11] due to its
complex nature, yet motivation is shown to have an impact on the quality of work
produced [12], productivity [13] and on employee retention [14]. Given that autonomy
is strongly associated with job satisfaction [15], we postulate that members of teams
who have less autonomy than they perceive to be necessary are less motivated. Further-
more, we are interested in the effect the introduction of scrum has on motivation. Given
that scrum is expected to also increase autonomy within teams [16], our research ques-
tion is: “Does increased autonomy, through the introduction of scrum, result in higher
motivation among distributed developers?” We studied the motivation of members from
two distributed project teams in a single company. This was undertaken within a larger
software process improvement study in a medium-sized company in Ireland, where team
members had made a transition from plan-driven to agile development (specifically
scrum) just prior to our investigation.

This paper expands on research previously presented by [17] presented at the Global
Sourcing Workshop, and by [18] at the Evaluation and Assessment in Software Engi-
neering Conference, both in 2017. The paper is organized as follows: in the next section
we give a brief background to Motivation theory in a global context, and reflect on
changing software engineer characteristics. We discuss how GSD and Agile software
development affects the software engineer, which motivates our research question. In
Sect. 3 we present the case study, including our data collection and analysis methods.
In Sect. 4 we present our qualitative and quantitative results. Section 5 discusses how
our results address our research question. We conclude the paper in Sect. 6, with a
summary of our findings, our limitations and plans for future work.
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2 Background

There are numerous theories that try to explain the conscious or unconscious decisions
people make to expend effort or energy on a particular activity [19]. These theories
provide insight into what motivates software engineers to engage fully in their tasks,
commiit to the organization’s goals, produce higher quality software [11], and stimulate
innovation [20]. Conversely, a demotivated workforce can lead to project failure [21].

Table 1. Software engineer motivation factors [24]

Motivator Type

Rewards and incentives Extrinsic
Development/training needs addressed Intrinsic
Variety of work Intrinsic
Career Path Intrinsic

Empowerment/responsibility/shared leadership | Intrinsic

Good Management Extrinsic
Sense of belonging/team spirit Extrinsic
Work/life balance Extrinsic
Working in successful company Extrinsic
Employee participation Intrinsic
Feedback Extrinsic
Recognition Intrinsic
Equity Intrinsic
Trust/respect Intrinsic
Technically challenging work Intrinsic
Job security/stable environment Extrinsic
Identify with the task Intrinsic
Autonomy Intrinsic
Appropriate working conditions/infrastructure | Extrinsic
Making a contribution/task significance Intrinsic
Sufficient resources Extrinsic
Team quality Extrinsic
Creativity/Innovation Intrinsic
Fun (playing) Intrinsic
Professionalism/setting standards Extrinsic
Having an ideology Extrinsic
Non-financial benefits (availability of rewards) | Extrinsic
Penalty Policies Extrinsic
Good relationship with users/customers Intrinsic
Recognition of cultural differences Intrinsic
Recognition of individuality Intrinsic

Construction/delivery/completion Intrinsic
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Of particular relevance to this study is Self Determination Theory, in which [15] postu-
late that to be self-motivated, employees require three innate psychological needs to be
satisfied: the need for competence, autonomy, and relatedness.

2.1 Motivation in Software Engineering

Three reviews covering over 150 empirical studies of software engineer motivation [11,
22, 24] together with one case study [24] yield an inventory of 32 motivation factors for
software engineers (Table 1). Among these are Problem Solving, Team Working,
Change, Challenge, and Benefit. In addition, nine separate studies in the SLR undertaken
by [11] on Software Engineer motivation identified autonomy to be an important factor.

2.2 Motivation and Agile

Traditionally, GSD has followed a plan-driven, structured, waterfall approach, where
tasks are allocated according to where they appear in the software lifecycle [25]. It was
considered that agile methods, envisaged for small projects and co-located teams with
informal processes [26, 27], would be a poor fit for distributed development approaches
[28] which relies on formal mechanisms. Yet, there is a growing trend for companies
engaged in GSD to adopt agile methods [29, 30]. Adopting agile practices such as short
iterations, frequent builds, and continuous delivery all pose challenges to configuration
management and version management [31]. But, practices such as short iterations
increase transparency of work-in-progress, and provide a big picture of project progress
to stakeholders [32]. However, setting up an agile team is usually motivated by benefits
such as increased productivity, innovation, and employee satisfaction [33].
Introducing agile methods can change the culture in a company - developers need
to have more autonomy as well as decision-making power to implement agile practices
[16]. Sutherland [34] states that autonomy is a key indicator that scrum is working, where
“the scrum team is (and feels) totally responsible for their product and no outside agency
impacts the work inside a sprint”, while [35] have also found evidence of autonomy in
the scrum teams whom they studied. Through frequent communications and meetings
(i.e.; daily stand-ups), agile team members can motivate and influence each other’s
behavior [36], but little is known about motivation in an agile context [37, 38].

2.3 Motivation and Global Software Development

Some of the issues introduced by GSD [39] may be addressed by meeting the motiva-
tional needs of software engineers. For example, GSD projects have been shown to
suffer from high staff turnover [40, 41] whereas high levels of motivation can have a
positive effect on staff retention [14]. The review conducted by [22] and the case study
by [23] looked at motivation of GSD software engineers. Both found that the GSD
practitioner has specific and new needs, such as recognition of cultural differences and
individuality, and the need to see how their work contributes to a complete and finished
product.
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2.4 Demotivation and Herzberg’s Two Factor Theory

According to Herzberg’s two factor theory [42], extrinsic motivators (also called
hygiene factors) have the power to demotivate if absent, but when present do not trigger
the long term desired impetus and positive energy of intrinsic motivators. Software
engineers working in a multi-site team are likely to face many demotivating factors,
which in turn can cause difficulties [43]. Among these are:

Motivation and Autonomy in GSD;

Inequity, where remote working causes training, growth and promotion opportunities
to be missed, inequitable holiday allowances are given, and they may need to work
anti-social hours to communicate with colleagues;

e Interesting work going to other parties, as complex tasks are retained at the home
site, while less rewarding tasks such as maintenance go to the remote teams;

e Unfair reward system, which may happen if the remote software engineer is only
noticed when there is a problem;

e Poor communication such as poor feedback, and loss of direct contact with other
team members and management;

e Bad relationship with users and colleagues, where lack of face to face contact can
result in mistrust and difficulty in building relationships with colleagues;

e Poor working environment, when being physically separated from the rest of the
team, or the home site, is considered demotivating;

e Role ambiguity, which can occur when working in remote teams where each member
is expected to take on many different roles, providing variety and challenge, but often
resulting in overstretching the individual;

e Lack of influence, for example when senior management from the head office
discusses issues with the client without involving the on-site project manager.

De-motivators, as listed above, are not necessarily the opposite of motivators, and
so should be treated separately. For example role ambiguity is found to be de-motivating,
but someone with a fixed job description may not be motivated. Sometimes, one factor
can be both motivating and demotivating depending on context, e.g. working on main-
tenance tasks [11].

2.5 GSD Environmental Impact on Software Engineer Characteristics

A review of the literature found that in nearly three-quarters (73%) of the cases software
engineers form a distinct identifiable occupational group [11]. Most cited characteristics
were “growth oriented,” “introverted,” and “need for independence” indicating that
these occur across many contexts. The view that software engineers are introverted
reflects findings from [44] in their Job Diagnostics Survey. This view is not universal
as some studies characterize software engineers as sociable people [11].

Although some research suggests that the needs of a global software engineer are
similar to those of the general population of engineers [24, 45], speculated in their
empirical study on software engineer motivation that this may be changing — in that
working in distributed teams, the need to travel and less need for a work/life balance is
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attracting a different type of personality. In the same study, those engineers working in
a GSD environment did not mention the following factors as attracting them to, or
keeping in the software engineering field: development practices, autonomy, empow-
erment and responsibility, trust and respect, recognition of individuality. Of note here
is that autonomy is not mentioned as important to the small sample of engineers in [24].
This distinguishing feature may be due to personality and “individual differences in their
tendencies toward autonomous functioning across specific domains and behaviors” [46].

2.6 Is Autonomy Still an Important Factor?

We define autonomy as a feeling of independence, freedom and control (or self-deter-
mination) [7]. Autonomy has been identified in earlier studies as an important motivator
for software engineers [11], and is also a core concept in self-determination theory [15,
47, 48]. [46] reason that the more autonomy one feels, the more intrinsically motivated
one becomes. It might be that the global software engineer profile is changing as
discussed in Sect. 2.4. This may reflect Deci and Ryan’s Cognitive Evaluation Theory
(CET) [7] that specifically addresses social and environmental external factors which
facilitate or undermine intrinsic motivation. Taking this argument forward, and given
that many environmental factors are inevitable when working in GSD (such as having
to meet colleagues virtually, fitting in with hours of remote teams in different timezones,
and travel), [24] suggest that those engineers who remain working in GSD teams for the
long term are resilient to the demotivating factors that are inherent in GSD.

In this study, we focus on one factor, as picked up in [24] and ask whether autonomy
affects motivation of software engineers working in GSD. Because autonomy is a crucial
component of agile development, as well as important for software engineers’ motiva-
tion, but potentially difficult to satisfy within the context of GSD, we examined the extent
to which autonomy affects the motivation of two GSD teams within a company who
were introducing scrum. Our research question is expressed as: “Does increased
autonomy, through the introduction of scrum, result in higher motivation among distrib-
uted developers?” The research method is discussed in the next section.

3 Research Methods

As part of a larger software process improvement study, we studied two distributed
software development teams: the first comprising six members in 3 locations in Wales,
England and Ireland and the second with nine members in three locations in Ireland,
Canada and USA. Both projects included teams comprising former employees of
companies acquired by the current parent company. We observed team planning, review
meetings, and daily “scrums,” over a period of ten months for one team and fifteen
months for the second team. We also interviewed each team member, and asked them
to rate their motivation on a five likert point scale. Finally, we asked all members of
each team to complete a short motivation survey.
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3.1 The Case

The company we studied, which we shall call OptiManage, is a medium-sized Irish-
based software company that develops practice management software for the optical
industry. The business model which the company has been using is to acquire small
companies worldwide. When companies are acquired, they become part of the global
software team, thus integrating their software processes with that of OptiManage. The
software developed by the acquired company is supported by OptiManage until it is
either absorbed into the main product or phased out completely. This has resulted in
OptiManage having a headquarters in Dublin, Ireland employing approximately
50 software engineers, and many small GSD teams. Teams hold face-to-face meetings
at least twice per year, conducting their global, often daily, interactions through means
such as video conferencing, e-mail and messaging.

We studied two teams, each of which is involved in different aspects of OptiMana-
ge’s business. Team A is responsible for maintaining the core software for their product
line. They also maintain and enhance the retail product for the Irish, UK, Canadian, and
Mexican markets. Finally, they perform maintenance on a legacy product resulting from
an acquisition that also brought four of Team A’s team members to the company. Team
A’s members are located in England, Wales, and Ireland. Two of Team A’s members
work primarily from home in England, the other members are distributed equally
between the head office in Ireland and an office in Wales. For this team, they are working
in similar time zones and, as everyone speaks English, they do not have to deal with
language barriers. Team B is distributed between Ireland, and the west coasts of Canada
and USA. Within each of these countries the members are co-located. Their responsi-
bility is to tailor the company’s product for a large customer in North America. While
there is no language barrier — all team members speak English as their native language,
this team have to cope with up to eight hours difference in timezones. Team Composition
(Table 2) shows the distribution of members of both teams. Both teams use Agile Soft-
ware Development methods, holding scrum “ceremonies” including daily stand-up,
sprint planning and retrospective meetings. The Project Manager also plays role of
Scrum Master.

3.2 Data Collection

Two of the authors acted in a participant-observer role by sitting in on each team’s scrum
“ceremonies”. Team A was observed from November, 2015 to June, 2016, and Team B
was observed from January, 2016 to March, 2017. Due to the team being global, they
held video conferences for daily standups, sprint planning, backlog grooming, and sprint
retrospectives. The observer also conducted semi-structured interviews with each
member of the team (see Appendix A). The interview protocol was based on that used
by [49], and was extended in this project to include questions triggered during the
participant-observation sessions within OptiManage.
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Table 2. Case study team composition

Country Number
Team A 6
Ireland Software developer 2
Wales Scrum master 1
Product owner 1
England | Quality assurance 1
Senior Developer 1
Team B 9
Ireland Product owner 1
Software developer 3
Quality assurance 1
Canada Scrum master 1
Product owner 1
Developer 1
USA Senior developer 1

All respondents were asked to describe their backgrounds, roles on the team, and
development processes. They were asked to rate his or her motivation on a five point
interval scale - definitely low (1), somewhat low (2), neither low nor high (3), somewhat
high (4) and definitely high (5). In addition, as participant-observers, each researcher
kept a journal of the daily ceremonies, which was retained in note form for future refer-
ence. The interviews were recorded and later transcribed.

Finally, we held a workshop in early 2016, in which all Team A members attended
in person. It was based in Dublin, at the head office. During this workshop Team A
completed a short motivation survey (see Appendix A — A.4). Team B completed the
survey via e-mail. We have administered this survey with other software development
companies operating across geographic boundaries, see, for example, the case study
described in [24]. The survey is an adaptation of questions created by [50] designed
specifically to reveal what motivates practicing software engineers.

3.3 Data Analysis

We used a mixed methods analysis approach, where quantitative methods were used to
rate and aggregate the levels of motivation, and qualitative methods were applied to
explore themes in the semi-structured interview data, observations, and in the responses
to the open questions in the motivation survey.

Quantitatively, results were aggregated across individuals and teams based on a 5
point Likert scale to gain a measure of motivation. We also aggregated the responses to
the motivation questions in the survey. Qualitatively, we took an inductive approach,
and analyzed the responses to the open questions in Sections A3—A5 of the survey,
grouping the survey responses into themes using content analysis [51]. We also took a
deductive approach, by looking specifically for themes coming from the semi-structured
interviews and observations that related to autonomy.
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4 Results

We first present results of team members’ self-reported motivation. As mentioned in the
previous section, at the end of each interview, interviewees were asked to rate their
motivation on a five-point interval scale (see Table 3). There is little difference of moti-
vation between roles. Two developers reported “definitely high” motivation, two
reported “somewhat high” motivation, and four reported “neither low nor high” moti-
vation. One product owner reported “definitely high” motivation, the other two “neither
low nor high” motivation. The two scrum masters and the two quality assurance team
members reported either “neither low nor high” or “somewhat high” motivation. Devel-
opers seem to be more motivated after the introduction of scrum. However, once again
the Wilcoxon Signed-Rank test does not show this difference to be significant
(p-value = .24). Location seems to favor the home office or the most remote locations
in North America (Canada and USA): each had a median motivation rating of “somewhat
high”, while North America also had a mode of “somewhat high”. Similarly, the home
office and North America both appear to have slightly increased motivation after the
introduction of scrum, but the Wilcoxon Signed-Rank test does not show this difference
to be significant (p-value = .5 and .68 respectively).

Table 3. Team member motivation by role

Country Number |Minimum |Maximum | Median | Mode
Scrum master /Project manager 2 3 4 3.5 3&4
Product owner 3 3 5 3 3
Developer 8 3 5 3.5 3
Quality assurance 2 3 4 3.5 3&4

Table 4 summarizes the results from before and after the introduction of scrum.
(Note: three additional team members were hired after scrum was introduced). The range
of reported motivation ranges from “neither low nor high” to “very high” motivation,
both before and after scrum introduction - no-one reported low motivation. The most
common motivation level before the introduction of scrum was “neither low nor high”,
while after the introduction of scrum, motivation levels were evenly distributed among
“neither low nor high,” “somewhat high,” and “definitely high,” with some team
members reporting higher motivation, others reporting lower, and some reporting no
difference. This suggests that introducing scrum had a positive effect on motivation (see
Fig. 1). However, comparing the before and after results using the Wilcoxon Signed-
Rank test for differences between populations shows no statistically significant differ-
ence (p-value = .4) between the motivation levels of team members that were present
before and after the introduction of scrum.
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Table 4. Team member motivation by location, before and after introduction of scrum

Location/Scrum stage Rating Total Median | Mode
345
Ireland/before 212 5 4 3&5
Ireland/after 133 7 4 4&5
UK/before 220 4 3.5 3&4
UK/after 301 4 3 3
Nth America/before 111 3 4 3,4,5
Nth America/after 121 5 4 4

Motivation Level
kit

Fig. 1. Individual motivation before (left) and after (right) the introduction of scrum

Finally, experience does seem to affect motivation: the highest motivation scores were
reported by the team members with less than ten years’ experience (Tables 5 and 6,
Fig. 2). Comparing these less experienced developers to their peers with ten or more
years’ experience, the Wilcoxon Signed-Rank test does not show any difference in moti-
vation before the introduction of scrum. However, after the introduction of scrum, the less
experienced developers did have significantly higher motivation (p-value = .04 for the
unpaired Wilcoxon test' (Fig. 2).

Table 5. Team member motivation by experience

Years of Experience Number | Minimum | Maximum | Median Mode
<5 years 2 3 4 3.5 3&4
5-9 years 5 3 5 3.5 3
10-19 years 5 3 5 3 3
20+ years 3 3 5 3.5 3

" We used the unpaired Wilcoxon test to compare two different samples, rather than pairs of

results from the same sample.
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Table 6. Team member motivation by experience, before and after introduction of scrum

Experience/Scrum stage Rating Total Median | Mode
345

<10 years/before 211 4 3.5 3

<10 years/after 043 7 4 4

104 years/before 332 8 3&4

10+ years/after 512 8 3 4

Motivation after scrum

3

Fig. 2. Individual motivation after scrum implementation showing less than 10 years’ experience
(left) and greater than ten years’ experience (right).

5 Discussion

Examining our qualitative responses, looking at motivation levels, some participants
divided their level of motivation according to current role and current project. Three
gave a measure of their personal level of motivation: two stating it was ‘very high’
(Respondents 1 & 4), and one ‘somewhat high’ (Respondent 6). In contrast when rating
their motivation on current project, three responded ‘somewhat high’ (Respondents 1,
5 and 6). This shows a slight shift from ‘very high’ personal motivation, to lower moti-
vation in this particular project. The two that gave a general overall level of motivation,
stated their motivation level was ‘neither high nor low’ (Respondents 2, and 3).

One of the attributes presented as a positive for agile software development, within
which scrum is a technique, is that teams have more autonomy than in plan-driven e.g.
waterfall development [16]. In our study, we observed that less experienced developers
(‘Developers’ in tables in Sect. 4) have increased levels of motivation — each one
returning a ‘somewhat high’ (4) or ‘definitely high’ (5) level. The numbers are small,
and there is no significant difference in motivation levels before and after the introduc-
tion of scrum. However, if we observe the more experienced engineers, we note that the
majority returned “neither low nor high” (3) levels of motivation after scrum introduc-
tion. We also note that the Ireland/England/Wales teams registered lower levels of
motivation than the Ireland/Canada/USA team.
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One possible reason for the lower motivation among the more experienced devel-
opers might be due to these developers having less autonomy than would normally be
found in an agile environment. Our findings showed hints of issues concerning autonomy
in responses from two more experienced respondents. They described issues like “being
overruled by seniors” and “team decisions disregarded by higher management.” This
may be GSD, location, company or scrum-specific. In their paper, in which they studied
a different global company, [24], noted that ‘autonomy’ was not a motivator expressed
in survey responses. This may also be the case here, and warrants further investigation
to understand whether GSD software engineers demonstrate different motivators than
those working in co-located situations.

In contrast, the more junior members were comfortable with their dependence on
senior developer inputs in the planning. One of the Canadian developers on Team B
reported that all of his code had to be reviewed by a senior developer in Dublin,
suggesting a lack of autonomy. Yet the same developer said that “checks and
balances” and “more communication” which are hallmarks of scrum, result in a “better
product at the end of the sprint”, suggesting that he did not perceive a mismatch between
his ideal and actual autonomy.

This reflects a healthy attitude as noted in earlier work with a high performing agile
team where decisions were made by consensus, and when asked about what drives down
performance, the high performing team members responded “developers wanting to do
things the way they want to and not listen to anyone else” [53]. Developers in our sample
were exhibiting similar behaviour to those developers in the high performance team.

Another factor regarding motivation within scrum teams is the customer. One devel-
oper, based in Wales, stated that she feels “very motivated now”, despite difficulties due
to customer dynamics as they “sometimes neglects the important tasks at hand”’. Another
developer who rated their motivation as “somewhat high” was concerned that he had to
“humour every single request no matter how obscene”. The participants who rated their
motivation as “neither low nor high” liked the idea that they do not have to deal with
customers, and so possibly enjoyed a level of autonomy where they were allowed to
focus their own programming activities.

Other reasons for high motivation were cited, for example, a senior developer in
Dublin mentioned intellectual challenge “To be honest as long there is new stuff to do
or new task to do it [the process] doesn’t matter. So, it’s very high.”

Finally, acomment from one experienced Team A member sheds light on what might
be the true reason for some of his lack of motivation. Describing Team A’s role as
maintainers of the core codebase, this person said: “It has to be done, but nobody else
wants to do it.” Maintenance tasks have been found to be de-motivating [11], and may
even be overlooked in process improvement activities [52].

These results support our hypothesis that software engineers in GSD teams do not
perceive a lack of autonomy nor reduced motivation stemming from it even when they
appear to have less autonomy than is generally expected in an agile environment. It also
supports the idea that engineers who persist with GSD are less negatively affected by
aspects of GSD than other engineers [24].

Clearly these observations are based on limited evidence, and there may be several
other factors that are influencing the levels of motivation that we are not currently
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measuring, or may not be able to measure. However, our study starts to build a hypothesis
where the global software engineer has an awareness of the dependence they have on
their team members and management, and are not so concerned with a lack of autonomy.

It could be that autonomy alone is not sufficient, and that it needs to be matched by
creativity, identity and variety. Perhaps the more experienced software engineers in our
sample were not able to be creative, and their work lacked variety. Identity in terms of
recognition for a task well done can lack visibility outside the team, a problem we
identified in an earlier study when analysing motivation in a high performing team [37].
This also supports the findings in [24] in which creativity, construction, and making a
contribution was by far the most prevalent motivation factor mentioned across the
sample of experienced engineers. Do these results support our hypothesis that software
engineers characteristics are changing? If our hypothesis is correct, then, in addressing
our research question, a perceived lack of autonomy may be less important to the global
software engineers in our study.

It could also be that the level of autonomy which exists in co-located scrum is not
evident in GSD teams. [24] also identified in their previous study that 11 software engi-
neering motivation factors did not exist in the GSD team they studied. One of these was
autonomy. The study presented in this paper is also pointing in this direction. However,
amongst the many answers to the open motivation and de-motivation questions, very
few related to autonomy. The participants who rated their motivation as neither high nor
low liked the idea that they do not have to deal with customers and possibly enjoyed a
level of autonomy, where they were allowed to get on with their own programming
activities. But this is just conjecture at this stage. What it does say is that we need to re-
structure our motivation questionnaire to focus on those factors which may not be present
as motivators for GSD software engineers.

Our motivation survey results for Team A reveal further potential reasons for their
lower levels of motivation. Firstly, focusing on the second section of the survey “What
motivates you?”, some respondents slightly misunderstood question 6, in that they
divided their motivation levels according to their current role (personal level), and the
motivation in working on the project. This error was actually revealing, and suggests
that we need to re-design the survey in future. The motivation in working on the project
was slightly lower than their personal levels of motivation (this is consistent with the
semi-structured interview findings), supporting the idea that they don’t get intrinsic
motivation from undertaking maintenance tasks (which is core to their work) or that
there are certain pressures on the current project that is reducing their motivation.
Looking at the responses to the open questions on what motivates this group, their
answers support previous research, in that intrinsic motivations are what attract them to
software engineering as a profession. Factors include making a difference, problem
solving, constructing something from nothing, and learning something new.

The participant, who gave a very high level of motivation rating, noted that the Team
and Support were important to them. Respondent (5), was very aware of the dependence
on senior developer inputs into the planning — and found this de-motivating since a lack
of input in planning breaks the sprint. This respondent was suggesting that they needed
more support from the senior developer, rather than working alone. This is re-iterated
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when they suggest that involving other senior developers into the sprint grooming
planning was an issue. Respondent 5 had a ‘somewhat high’ level of motivation.

We are aware that in previous studies, e.g. [54], there has been some discussion around
scrum and agile methods offering “no advice on how shared leadership could be imple-
mented”. There is a possibility that these teams need guidance on how this should happen
within the context of agile implementation. Indeed, in their research, [55] concluded that
there is a need for team leaders to have development programs “aimed at developing
capabilities for adaptive switching of achievement priorities, and for effectively commu-
nicating changing goal priorities”. The introduction of scrum in the versatile business and
software development environment in which OptiManage operates.

5.1 Threats to Validity

We note that our study has limitations which threaten the validity of our conclusions.
Our 5-point measure for motivation was only used once during the study period.
However, we asked 15 team members at different levels, and have supplemented their
answers with qualitative research which has given insight into why those studied
presented the specific answers.

Also, we did not have a direct measure of autonomy. Because scrum implementation
is expected to introduce autonomy into teams [16], we assumed this would work also
for global software development teams. This, of course, raised the additional question
for us to study — in global software development teams, does scrum provide autonomy
to team members? We also note that the study participants were from one company, and
therefore, this factor may be company related. However, our research to date provides
no evidence to support this. Given that our study consisted of only fifteen subjects, we
have not generalized our findings.

6 Conclusion

Prior research has shown that software engineers who are motivated deliver higher
quality software [11], are more innovative [19], more successful [20] and less prone to
attrition [14]. Companies, including those with GSD teams, are adopting agile methods
[56] in an effort to realize benefits such as increased productivity, innovation, and
employee satisfaction [32]. However, agile methods were originally designed for small,
co-located teams [25, 26], and require significant autonomy to be fully deployed [16].

Following this study, we have identified a number of questions which we need to
consider:

Why are there apparent differences in motivation between the two teams? To uncover
this, we intend to administer the motivation survey developed by [50] to all project
groups (currently only Teams A and B have completed the survey). We would like to
identify whether this effect is company specific, or whether there is a possibility that the
autonomy expected from scrum implementation is lessened when it is implemented in
global software development teams.
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Could gender difference be a factor in motivation? We have not split the results by
gender, but 33% of Team A was female developers and 22% of Team B were female.
While this is a higher percentage than often seen in software development teams globally
(~10%), given that it is now realized that women have different requirements than men
in work situations, it would be interesting to investigate this further.

Are the software engineer motivation factors identified in [24] different for software
engineers who are co-located and software engineers working GSD teams? This
requires the distribution of motivation surveys developed by [50] to co-located and GSD
teams in multiple countries. In doing this, there needs to be account taken of other
potential factors, such as type of work being completed, culture and responsibility of
the person completing the survey.

When implemented in GSD, does autonomy exist to a lesser extent than when imple-
mented in co-located teams? Again, a detailed study is needed, supported by the devel-
opment of a measure of autonomy to compare against motivation level.

Our study has found little evidence to suggest there is a difference in motivation
between members of agile teams, and those in teams employing plan-driven develop-
ment. Our research has shown that motivation differences related to experience, intel-
lectual challenge and contributing to a valuable product.

Scrum emphasizes “self-organizing teams” that decide among themselves the best
way to achieve their objectives. As such, we expected that motivation would be higher
after the introduction of scrum due to higher autonomy. We found, however, that the
difference in motivation levels before and after the introduction of scrum was slight and
not statistically significant. Instead, there was a significant difference in the motivation
levels of experienced team members, which were lower than less experienced members.
We speculate that this is due to the absence of other motivators that are important to
senior-level software engineers. We conclude that, while autonomy is an important
motivator, it is not sufficient on its own, and that the implementation of scrum within
GSD may not provide the autonomy level expected and seen in co-located teams.
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Appendix A: Interview Protocol

A.1 Demographics

(1) Time at OptiManage.

(2) Time on current project.

(3) Current position.

(4) Current location.

(5) Previous position & company.
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(6) Total development experience.
(7) Total domain experience.
(8) Education and formal qualifications.
(9) Gender.
(10) Nationality.

A.2 Motivation Rating

For the next two questions, rate your motivation on the following scale: Very low,
Somewhat low, Neither low nor high, Somewhat high, Very high

(1) How would you rate your motivation now?
(2) How would you rate your motivation prior to introduction of Scrum?

A.3 Project

(1) How would you describe your current project?

(2) How would you describe your project’s current domain?

(3) What is your role?

(4) Have you met any of your remote colleagues?

(5) Does geographic separation hinder the project?

(6) Why do you think OptiManage is employing distributed devel-opment for this
project?

(7) Have you had any training in Agile methods?

(8) Have you had any training in distributed development?

A.4 Process

(1) Describe your dev process.
(a) How do devlopers test changes?
(b) How are builds created for QA?
(c) Is build machine a bottleneck?
(d) How does “outside of sprint” work?
(e) Are there separate QA tasks?
(f) Are spikes time-boxed? How is effort accounted for?
(g) Is sprint too short?
(h) Does the Product Owner ever make estimates?
(i) What is the [important customer] button?
(G) Who is [Chief Architect]?
(2) Does the application domain restrict the process in any way?
(3) How would you describe the previous process (before Scrum)?
(4) What advantages does Scrum offer over that process?
(5) What advantages did the previous process have over Scrum?
(6) What is working well with Scrum?
(7) What is not working well with Scrum?
(8) What obstacles exist that prevent Scrum from working well?
(9) What is the best aspect of Scrum?
(10) What is the worst aspect of Scrum?
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(11) If there was one thing you could change, what would it be?

A.5 Motivation

1.

AN el

What aspects of your work in software engineering do you get most satisfaction
from?

What makes you stay working in software engineering?

What factors attracted you to work in software engineering?

What makes software development worthwhile to you?

What do you plan to do when you have completed your current project?

On ascale of 1 —5 how motivated are you in your current role and project? (1 = very
low, 2 = somewhat high, 3 = neither high nor low, 4 = somewhat high, 5 = very
high).

If you didn’t answer 5 to the previous question, what do you think could improve
your motivation?

Are there any aspects of your job that you find de-motivating? If so, please list the
top three here.

Please add any ideas you have here about motivating or de-motivating aspects of
your job. (Note: motivating aspects of your job relate to things that you do for reasons
of personal fulfillment. De-motivating aspects are constraints that are external to you
and outside your immediate control).
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Abstract. While most ITO deals focused on cost-reduction through out-
sourcing of already matured services, tasks and systems, many ITO engage-
ments are moving into new directions — the joint identification and exploiting of
innovative, IT-based ideas to generate additional value for the organization and
strengthen its market competitiveness. This paper proposes to investigate how
the client-vendor relationship need to be modelled, structured, and managed to
foster innovations within ITO. To answer our research questions, we conducted
an explorative field study by interviewing 16 ITO experts from both client and
vendor organizations. Our research results in an enhanced client-vendor rela-
tionship process model consisting of five process steps as well as corresponding
categories describing management actions focusing on innovation generation
within ITO client-vendor relationships. The contribution of our study is the
development of an innovation-focused model for managing such relationships
and the extension of our understanding of ITO management in times of
increased digital innovation.

Keywords: Information technology outsourcing - Innovation - Innovation
through outsourcing + Client-Vendor relationship - Process model

1 Introduction

Information technology outsourcing (ITO) continues to be an important part of con-
temporary organizations’ information technology (IT) strategy [1, 2]. Current market
analysts estimate the global market for ITO with the total volume of $303 bn. USD in
2016, with an additional expected growth rate of 5.9% for 2017 [3]. While, so far, most
ITO deals focussed on cost-reduction through outsourcing of already matured services,
tasks and systems to an external provider, many ITO engagements currently are
moving into a new direction — the joint generation of innovation [4]. While these ITO
engagements still partially focus on cost reduction, the main goal is the identification
and exploiting of innovative, IT-based ideas, which can be used in the client organi-
zation’s (IT) products, services, or processes, in order to generate additional value for
the organization and strengthen its market competitiveness [5]. One example for such
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an innovation-focussed ITO engagement is the long-term, ongoing partnership between
the German car manufacturer Audi and the US-based technology company Google.
Within this outsourcing partnership, Google adapts specific functions of their Google
Maps and Google Earth platform for usage within the Audi connect car entertainment
system, for example, point-of-interest search functions as well as Google Earth-based
map display [6, 7].

The ITO client-vendor relationship is well acknowledge for being a key success
factor for overall ITO success [8—10] as well as for the generation of innovation
through ITO engagements [11]. The body of knowledge about the client-vendor
relationship is rich, and different elements have been investigated such as control or
trust [12], or formal contracts and the concept of relational governance [13]. Several
authors summarized the status quo in the literature and developed different models of
the ITO relationship [e.g., 14, 15, 16]. Unfortunately, so far, all existent ITO rela-
tionship models try to explain the traditional, cost-based success of an ITO engagement
without focusing on additional goals such as innovation generation (anonymous for
review).

Hence, building upon the amount and diversity of past studies about client-vendor
relationship models [17, 18] and upon calls for further research on the topics of
innovation in ITO relationships [19-21], our study aims at extending the existent ITO
client-vendor relationship models by adding an innovation lens. Hereby, our research
focuses on the following research question:

RQ. How does the client-vendor relationship need to be modelled, structured, and
managed to foster innovation generation within information technology outsourcing?

To answer our research question, we conducted an explorative field study by
interviewing 16 experts from both client and vendor organizations involved in ITO. We
build on existing client-vendor relationship models as our theoretical framework,
especially in terms of data categorization, and augment them with insights for inno-
vation generation. Our research results in an enhanced client-vendor relationship
process model consisting of five process steps as well as corresponding categories
describing management actions focusing on innovation generation within ITO
client-vendor relationships. The contribution of our study is the development of an
innovation-focused model for managing ITO client-vendor relationships and therefore
the extension of our understanding of ITO management in times of increased digital
innovation.

The remainder of this paper is organized as follows. In Sect. 2, we provide a
summary of existing ITO client-vendor relationship frameworks, which are building
the cornerstone for our data analysis and model development. Section 3 provides an
overview about our research design including data collection and data analysis. Sec-
tion 4 summarizes our results by describing an innovation-driven process model for
client-vendor relationships in information technology outsourcing. Within Sect. 5 we
discuss our results, provide future research directions as well as implications for
practice while Sect. 6 concludes our research endeavor.
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2 Related Work and Theoretical Background

2.1 Client-Vendor Relationship Models in Information Technology
Outsourcing

One of the salient concepts that have emerged to describe the ITO process is the
client-vendor relationship. A client-vendor relationship in ITO is defined as “an
ongoing, long term linkage between an outsourcing vendor and customer arising from a
contractual agreement to provide one or more comprehensive IT activities, processes,
or services with understanding that the benefits attained by each firm are at least in part
dependent on the other” [17]. It is a key success factor for achieving a positive and
therefore successful outsourcing outcome [9, 20]. The importance of developing and
maintaining a successful client-vendor relationship is particularly valid for long-term
ITO engagements due to the fact that contracts “often cannot respond to a dynamic
business environment” [22] and “it is not possible to address all facets of a relationship
in a formal, written contract” [23]. This is especially true in today’s increasingly
turbulent and dynamic business environment, which intensifies the need for appropriate
resource management in organizations [24].

Building upon an extensive literature review of the ITO client-vendor relationship
(anonymous for review), we identified 20 papers explaining the ITO client-vendor
relationship based on models and frameworks. Hereby, we identified three distinct
research streams: (1) research focusing on explaining parts of the ITO client-vendor
relationship models (e.g., the antecedents of formal control), (2) research focusing on
developing a comprehensive ITO client-vendor relationship model for predicting
quality and success as well as (3) research focusing on developing process models for
explaining the different phases of an ITO client-vendor relationship. Table 1 summa-
rizes existing studies in the ITO client-vendor relationship in all three streams.

Research within the first research stream generally focusses on explaining integral
parts of the ITO client-vendor relationship. For example, building upon transaction cost
economics theory [25], Rustagi, King [26] evaluate how task characteristics in terms of
task uncertainty and degree of core competency involvement as well as client
knowledge in terms of technical knowledge and relationship management knowledge
affect the amount of formal control applied within an ITO client-vendor relation-
ship. Gopal and Koka [13] focus their research on the topic of relational flexibility in
ITO client-vendor relationships. Specifically, on the one hand, they show the positive
influence of exchange hazards and relational factors such as prior projects with the
client on relational flexibility within the relationship. On the other hand, their research
shows that, within fixed price contracts, relational flexibility positively affects vendor
profitability, while within- time and material contracts relational flexibility leads to
higher service quality.

The second research stream takes a broader perspective. Instead of evaluating one
part of the ITO client-vendor relationship in detail, research within this stream focusses
on developing a comprehensive ITO client-vendor relationship model. One of the most
cited articles within this research stream is the partnership quality model by Lee and Kim
[15]. The model describes how partnership quality, defined by the constructs of trust,
business understanding, benefit and risk share, conflict, and commitment, positively
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Table 1. Research on the ITO client-vendor relationship

#

Article

Description

Applied
Data

(1) Research focusing on explaining parts of the ITO client-vendor relationship

1

Rustagi, King
[26]

Gopal and Koka
[13]

Hékansson and
Group [30]

Goo, Kishore [31]

Fjermestad and
Saitta [32]

Gregory, Beck
[33]

Koh, Ang [34]

Analyze the influence of task characteristics,
client knowledge and trust on formal control
Appraisal of relational flexibility (exchange
hazards and relation factors) to the descendant’s
vendor profitability and quality influenced by the
type of contract

Exploring ITO relationships in terms of the
interaction of industrial market and purchasing
group (using organizational and individual
aspects) surrounded by the environment (like
market structure and social system)

The model on service level agreements helps to
analyze the influence of the formal contract
(foundation characteristics like service level
objectives or process ownership; change
characteristics like future demand management
and feedback process; governance characteristics
like communication and measurement charter)
and the relational governance to the commitment
Identify the synergies and success factors (like
govern, align to business strategy, management
support and as a key factor the economics like
cost and quality)

The process model, based on control balancing,
consists of the two parts “control balancing and
evolution in ISD offshoring” (like authoritative
control, coordinated control and trust-based
control) and “evolution of ISD offshoring
client-vendor shared understanding” (like shared
understanding deterioration or shared
understanding development)

Appraisal of the supplier obligation (like clear
authority structure and taking charge) and the
customer obligation (like clear specification and
prompt payment) on the perceived outsourcing
success

models
Quantitative

Quantitative

Quantitative

Quantitative

Quantitative

Quantitative

Quantitative

Zimmermann and
Ravishankar [35]

Analyze the relations of social capital (different
dimensions: structural like tie strength; relational
like trust; cognitive like shared contextual
understanding; efficacy like knowledge transfer
efficacy; and outcome expectations like
performance) to ability and willingness to
transfer knowledge

Quantitative

(continued)
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Table 1. (continued)

# Article Description Applied
Data
9 Saderberg, Enhancing the understanding of intercultural Qualitative
Krishna [36] collaboration and boundary spanning by trust

and transparency, commitment and identification,
and cultural understanding and sensitivity

(2) Research focusing on developing a comprehensive ITO client-vendor relationship model

10

11

12

13

14

15

Lee and Kim [15]

Paravastu [37]

Goles and Chin
[17]

Blumenberg,
Beimborn [27]

Galbraith,
Downey [38]

Kern and
Willcocks [14]

Evaluation of several determinants (dynamic
factors like participation and information
sharing; static factors like age of relationship;
contextual factors like top management support)
of partnership quality and outsourcing success
Building upon trust using the social exchange
theory, the author develops a model on the effect
of trust and risks on outsourcing constructs
including relationship quality and outsourcing
success

Analyze the relationships on interdependence
between 11 constructs (six attributes like
commitment, consensus, and cultural; and five
processes like communication, conflict
resolution, and coordination) using the relational
exchange theory

Based on the social exchange theory, on the
relational exchange theory and on IT business
alignment, the model consists of 11 dimensions
of relationship quality (interaction determinants
like strategic fit; structural determinants like
shared benefits/risks, and control mechanisms;
contractual determinants like contract
completeness; and contextual determinants like
interdependence, and service specificity) and 15
relationship quality determinants results (like
overall trust, influence and conflict)

The Star model consists of the three components
Strategy, Structure, and Process on which the
company can based its design choices

Building upon social exchange theory and social
contract theory, the authors develop and
empirically test an outsourcing relationship
model including the categories context,
relationship focus (including contract and
structure), interactions (between the involved
parties) as well as behavior (of the involved
parties)

Quantitative

Quantitative

Quantitative

Quantitative

Qualitative

Qualitative

(continued)
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Table 1. (continued)

# Article Description Applied
Data
(3) Research focusing on developing ITO client-vendor relationship process models
16 | Alborz, Seddon Analyze the influence to outsourcing success as Quantitative
[29] perceived by stakeholders by stages (like

pre-contract stage, contract stage and
post-contract stage) and operationalization (like
outsourcing strategy, due diligence, or contract

development)
17 | Heiskanen, Evaluation of the Client-Vendor relationship Quantitative
Newman [12] using the three categories: Trust, Equivocation,
and Control
18 | Dwyer, Schurr Estimate the deepen of a relationship (between Qualitative
[28] vendor and client) in four stages (Awareness,

Exploration, Expansion, and Commitment) and
five sub processes (attraction, Communication
and Bargaining, Power, Norms, and

Expectations)
19 ISO [39] The ISO 37500 outsourcing life cycle model, Not
which is one of the major models used in ITO applicable

practice, contains 4 phases (outsourcing strategy
analysis; initiation and selection; transition;
deliver value) as well as one overarching
outsourcing governance phase overlapping all
four phases

affects outsourcing success. Moreover, the model explains how specific determinants
such as participation, information sharing, age of the relationship, and cultural similarity
affect the development of partnership quality in general. Building upon this work as a
cornerstone, other studies showed how interaction determinants such as strategic fit and
communication, structural determinants such as knowledge sharing routings, contrac-
tual determinants such as contract completeness, or contextual determinants such as
interdependence and service complexity affect relationship quality [27].

The third research stream took a different road. Instead of explaining the ITO
client-vendor relationship and it’s building blocks, studies within this research stream
considered the procedural nature of an ITO engagement. In general, all ITO engage-
ments follow a specific process [28]. This process generally starts with a strategy phase,
wherein the client organization defines the goal of the ITO as well as the ITO object
(‘what to outsource’). Afterwards, the client chooses the vendor organization for the
engagement and negotiates a corresponding contract. After a transition and transfor-
mation phase, wherein the vendor takes over the IT service, the following steady state
(or delivery) phase includes the service delivery of the outsourced IT service by the
vendor. Studies taking such a process view on the ITO client-vendor relationship, for
example, develop specific knowledge in terms of how each of the phases need to be
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operationalized (e.g., in terms of governance approach, contract development tech-
niques, etc.) [29].

Our analysis of existing ITO client-vendor relationship models shows the already
extensive knowledge on this topic. Nevertheless, none of the existing research
explaining the ITO client-vendor relationship integrates innovation-focused aspects
such as management activities as well as contextual factors required for innovation
generation into their respective model. Building upon current research on innovation in
ITO [19-21], we argue that to generate innovation in ITO client-vendor relationships,
all phases as well as aspects of an ITO engagement needs to be considered. Therefore,
as the cornerstone for our data categorization and analysis, we use the different models
and frameworks explaining the ITO client-vendor relationship.

2.2 Innovation in Information Technology Outsourcing Relationships

The traditional goal of ITO is the reduction of the client’s overall IT costs [40, 41]. But
in the past years, organizations tried to use such outsourcing contracts and
client-vendor relationships for gaining and developing new products or services or for
optimizing their processes. This so-called innovation through outsourcing aims to
deliver added value and helps to generate new ideas for organizations with external
client-vendor relationships [2, 20].

Surprisingly — and even though it is increasingly acknowledged as an increasingly
important topic [1, 2, 42] —, innovation through outsourcing is seldom mentioned as an
explicit research gap or phenomenon of interested. However, it is mentioned as a
relevant topic in the outsourcing research community, but mostly under the umbrella of
other topics. For example, Lacity, Khan [20] identified ITO outcome, especially the
strategic outcome of an ITO relationship, as a research topic, which includes innovation
through outsourcing engagements [19]. Moreover, a current literature review highlights
that innovation serves as an enabler for ITO success as well as an ITO outcome itself [2].

While we know that the client-vendor relationship is important for ITO success in
terms of cost reductions [e.g., 15], it also has been shown that the client-vendor rela-
tionship has a positive impact on the likelihood of achieving innovations [11, 43].
However, we know next to nothing about what antecedents and factors positively affect
such a relationship in order to enable and foster innovation in ITO engagements [43], or if
these are the same or different than for cost reduction and more traditional ITO settings.

2.3 IT Outsourcing Relationship Process Model

What we know is that innovations are often understood as a process in organizations
[44, 45]. New ideas run through several phases before being implemented. Our
research uses these process perspectives as well as the existing models and frameworks
explaining the ITO client-vendor relationship quality as a baseline and ‘theoretical lens’
for data analysis and structuring. Building upon Alborz, Seddon [29] and ISO [39], we
apply the process view of an ITO engagement as our high-level structuring element.
Specifically, we are using the phases (1) outsourcing strategy, (2) contracting,
(3) transition, (4) service delivery and (5) outsourcing governance as the procedural
building blocks of our model, which are described briefly in Table 2.
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Table 2. Phases of the ITO Relationship Process Model

# | Description Applied data
1 | Outsourcing The first phase is about the initiation and evaluation of outsourcing
strategy opportunities and the establishment of an outsourcing strategy,

which meets the business requirements. The result of this phase is
the set-up of an outsourcing project

2 | Contracting The second phase is about specification of the requirements for
proposed services to outsource, the selection of adequate vendors,
and about the establishment of outsourcing contracts

3 | Transition The third phase is about the transition of the services to outsource to
the vendor and the enablement of the vendor to establish the
delivery capabilities

4 | Service delivery The fourth phase is about the operative business between client and
vendor and about the sustainment of the value of the outsourcing
engagement

5 | Outsourcing The fifth phase is an overarching phase containing the processes,

governance policies and structures between client and vendor. The governance

phase is critical for the success of an outsourcing engagement as
well as in the client-vendor relationship as it enables the joint
leadership to make effective decisions and react to changing
business requirements

Figure 1 summarizes the resulting process model including the five structuring
elements.

ITO Relationship Process Model (Research Model) —=-=-====== === ====--- - oo oo oo oo mo o ooo oo m--om—mm- -
1. Outsourcin 4. Service
i 2. Contracting 3. Transition q
Delivery

5. Outsourcing Governance

-
i
i
i
i
i Strategy
i
i
i
i
i
i
i
i
i
i
i
i
i

Process Phases (Alborz (2003); ISO 37500)

Fig. 1. ITO relationship process model

3 Research Design

3.1 Data Collection

To tackle our research question (“How does the client-vendor relationship needs to be
modelled, structured and managed to foster innovation generation within information
technology outsourcing?”’), we apply a mainly qualitative research design building on
expert interviews. Our data collection process is twofold: (a) we conducted a systematic
literature review to identify innovation-driving factors and (b) we conducted
semi-structured interviews with client and vendor experts in ITO to verify existing and
identify new innovation-driving factors.
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As our baseline for our study, we conducted a concept-driven systematic literature
review based on Webster and Watson [46]. Our review included articles from 19
peer-reviewed journals in the years 2001 to 2011. We reviewed each publication by
reading their titles and abstracts. We read those articles in detail that deal with inno-
vation, IT innovation, or knowledge sharing. After the forward and backward search,
we identified 13 articles, which contain 33 factors innovation-promoting factors in ITO
projects.

In the next step, we defined our sampling requirements for the interview partners
regarding our research objective and research question. The interview partner must
have experiences with ITO projects, especially with a focus on innovation, and our
interview partners should belong to one part of a relationship, either client or vendor.
Based on our established contacts to practice partners, we identified 16 interview
partners. They all have experiences with ITO projects and work either for the client or
vendor side. The position and role of the interview partners varied between analysts
and directors of the company. Table 3 provides an overview about all interview partner
including their position and role, their working experience, and the size of the projects
they worked for. The interview lasted between 45 and 120 min. All interviews were
tape-recorded, anonymized, and transcribed.

Table 3. Overview about the interview partners

ID | Current position Experience | Projects
1 | Manager (V) 6 9
2 | Analyst (V) 1 2
3 | Senior Manager (V) 1 4
4 | Manager (V) 8 4
5 | Divisional Director (C) 20 6
6 | Manager (V) 7 2
7 | Principal Project Manager (V) 20 4
8 | Manager (V) 7 5
9 | Project Manager (V) 20 12
10 | Consultant (V) 3 3
11 | Technology Solution Architect (V) |15 6
12 | Director (V) 12 10
13 | Service Manager (C) 9 20
14 | Manager (V) 5

15 | Manager (V) 6.5 3
16 | Director (V) 16 10

Legend: Experience = Years of professional experience |
Projects = # of ITO projects participated | C = Client |
V = Vendor

All interviews were based on a pre-defined guideline following five consecutive
steps. In step 1, we started with a brief introduction of the research project and general
information about the interview. In step 2, we explained definitions as well as used
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concepts to reach a same understanding. Step 3 marks the beginning of the main part of
the interview. We described a fictional situation from a project and ask for their opinion
about each innovation-promoting factor for verification. The interview partner
described their view about each factor and pertained the relevance of the factors by
rating them on a 7-point Likert scale (total disagreement — total agreement). Further-
more, we asked each interview partner to explain their relevance rating where possible.
In step 4 we asked the interview partners to proposed addition innovation-promoting
factors based on their project experience. In step 5, the interview was closed with a
brief investigation about the participant’s background as well as with a general
debriefing for explaining the next steps of the research project.

3.2 Data Analysis

Our data analysis process consists of four working steps including verification of
existing innovation-driving factors, ranking of innovation-driving factors, and identi-
fication of new innovation-driving factors.

The first step addresses the verification of existing innovation-driving factors
identified during the literature review. During the interviews with our study partici-
pants, we asked for more information and project experience on each factor. The
participants could answer these questions on an optional basis. The additional infor-
mation and project experiences help to analyze the value of the innovation-driving
factors in a real project scenario. For example, one factor (‘Geographically and tech-
nological distance’) has caused some confusion for the interview partners because of
the different meaning of geographically and technological meaning. Therefore, we
decided to split this factor into two separate ones.

The second step ranks the innovation-driving factors. Each study participant was
asked to rate the importance of each factor collected from the literature on a 7-point
Likert scale (factor is important: 1: total agreement — 7: total disagreement). We
aggregated all results and set up a ranking for all factors as well as for each process
phase based on the score of the factors. The ranking represents the relevance of the
factors for the study participants to foster innovation in ITO engagements.

The third step is about the identification of new innovation-driving factors, which
have not been identified in the literature review. During the interview, the study par-
ticipants could bring up new factors, which might be relevant in practice from their
point of view. We used the descriptive coding based on Miles, Huberman [47] to
identify new factors. We consolidated the new factors to gain a redundant-free list of
innovation factors. The interviews resulted in three additional innovation-driving fac-
tors. We did not identify additional factors during the last five interviews. Hence, we
presume that we achieved result saturation [48].

In the fourth step, we assigned all factors into phases of the ITO Relationship
Process Model. Two researchers coded the complete data set independently of each
other to ensure a high intercoder reliability of 85,6%. We discussed every discrepancy
and agreed on a phase for every factor of the list. The outcome is a final list of 37
factors assigned to phases of the process model.
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4 Findings

4.1 An Innovation-Driven Process Model for Client-Vendor
Relationships in Information Technology Outsourcing

Based on our data collection and data analysis, we developed an innovation-driven
process model for ITO client-vendor relationships model composed of five phases.
Based on the conducted interviews we identified 37 distinct management factors for
driving innovation generation within each phase of the ITO engagement.

While Fig. 2 provides an overview of the process model including the
innovation-driving management factors, the remainder of this section provides an
overview about each phase including a detailed explanation of the corresponding
innovation-related activities.

- Innovation-Driven Process Model for ITO Client-Vend

Contracting

Transition

010101010

Outsourcing Strategy
©010/01010)

- } }

Service Delivery
010101010

Process Phases (Alborz
(2003); 150 37500)

Fig. 2. Innovation-driven process model for ITO client-vendor relationships

4.2 Driving Innovation Within the OQutsourcing Strategy Phase

The outsourcing strategy phase is the first phase within an ITO engagement. Within this
phase, the client organization develops their outsourcing plan including strategy as well
as the definition of the outsourcing target. Table 4 provides an overview of the
activities assigned to the outsourcing strategy phase including factor name, description,
importance score (based on the interviewee assessment) as well as relevant literature
sources.

Within our data collection and analysis, we identified 12 innovation-driving factors
associated to the outsourcing strategy phase. These factors generally describe con-
textual conditions of an ITO engagement. For example, several study participants
mentioned the importance of a compatible corporate culture (ID 1.1) between client and
vendor for ITO innovation generation. Hereby, a certain corporate culture compatibility
is especially important for innovation generation in terms of goal alignment:
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Table 4. Outsourcing strategy phase: innovation-driving factors

ID Factor Description Score | References
1.1 Compatibility of Compatibility of the client and 1.7 Whitley and
corporate cultures | provider’s corporate cultures is Willcocks [49]
critical for achieving both
parties outsourcing objectives
1.2 Communication Communication between the 2.1 Westerman and
between business business and the IT fosters the Curley [50]
and IT IT’s understanding of the
organizational requirements.
Hence, lack of communication
will make it hard to define a
outsourcing project generating
innovation and thus business
value
1.3 Strategic portfolio | Clear portfolio planning of IT 2.1 Whitley and
planning innovations and management of Willcocks [49],
the client’s investments Cui and Loch
positively effects the motivation [51]
to generate innovation within
outsourcing projects
1.4 Existence of an A strategy within the client 2.3 Cui and Loch
innovation specifies which innovations / [51]
outsourcing parts of the innovation processes
strategy should be outsourced. It is
important for the client
organization to stay targeted in
their innovation outsourcing
endeavors in the long term
1.5 Tendency to Provider’s tendency to 2.3 Quinn [52]
innovate appreciate and stimulate the
generation of innovation
1.6 Experience in The client’s experience with 24 Calantone and
innovation innovation outsourcing projects. Stanko [53]
outsourcing With growing experience, the
company develops a concept of
how to measure innovation and
how to interact effectively with
its providers
1.7 Complementarity Complimentary knowledge of 2.7 Bandyopadhyay
of the knowledge the client’s and the provider’s and Pathak [54]
employees results in greater
cooperation and therefore fosters
innovation
1.8 Geographically The degree of interaction and 32 Cui and Loch
distance understanding between the client [51], Kimble,

and the provider tends to

Grenier [55]

(continued)
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Table 4. (continued)

ID

Factor

Description

Score

References

1.9

1.10

Technological
compatibility

Focus on
innovation

IT’s contribution
to organizational
performance

Company size

increase with the decline in the
geographical distance

The degree of interaction and
understanding between the client
and the provider tends to
increase with the decline in the
technological compatibility
Clear focus on innovation, rather
than costs, within the
outsourcing project

Perception of the IT as a
department that contributes to
the overall organizational
performance within the client
company and not just as a cost
center

The company’s size has a
positive impact on the number
of innovations. The larger the
company, the higher the number
and scope of innovations

32

33

34

53

Cui and Loch
[51], Kimble,
Grenier [55]

Willcocks [56]

Westerman and

Curley [50]

Patrakosol and
Olson [57]

Legend: Score = Ranking on a 7-point Likert scale (1: total agreement — 7: total disagreement) |
Sorting: Factors are sorted by the score, from 1 to 7

“For example, if I have an organization which is listed on the stock market. These organiza-
tions tend to think in very short terms, for example the next quarter. This can generally harm
innovation [especially if the other involved organization is more long-term focused].” (Inter-

view 1)

Another important factor describing a contextual condition for generating inno-
vation within ITO engagements is the communication between the business and IT
departments (ID 1.2) within the client organization. Several study participants men-
tioned this type of internal client communication to be of upmost important for
innovation generation within an ITO project, especially because of an increased
business-IT alignment and therefore an increased understanding of the current business
focus within the organization:

“The better the IT department is informed about was is going on within the business depart-
ments, the better it could channel innovations into the right direction. For example, by pro-
viding [IT-driven] innovations, which support value creation and improvements within the core
activities [of an employee /department].” (Interview 2)
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In summary, all innovation-driving factors assigned to the outsourcing strategy
phase describe contextual conditions, either solely on the client and vendor side or on
both sides. It is therefore especially important to notice that to drive innovation within an
ITO engagement, the client and vendor organization need to check their own set-up in
terms of innovation-readiness prior to conducting an innovation-focused ITO project.

4.3 Driving Innovation Within the Contracting Phase

The contractual relationship between client and vendor is designed and implemented in
the contracting phase of an ITO project. Although the development and management of
contracts have been well investigated in the past [34, 58, 59], only few studies focus on
contracts in regards to innovations [19]. In Table 5 we present an overview about the
assigned innovation-driving factors including descriptions, importance scores (based
on the interviewee assessment) as well as relevant literature sources.

We identified six innovation-driving factors associated to the contracting phase. The
highest ranked one is the ‘development of a common vision’ (ID 2.1). Several study
participants mentioned the importance of a joint vision of how innovations will be
generated:

“I think that client and vendor have to agree on a common vision and a common goal.
Otherwise, both parties work against each other instead of together.” (Interview 11)

Closely connected is the factor ‘existence of an innovation agenda’ (ID 2.4), which
has been identified as a new one during the interviews. The innovation agenda is a
written contractual document, which details the common vision and make it visible for
client and vendor. It supports both parties to stick to the defined innovation goals in the
later phases of the projects.

“[... the common vision] is really important. This would be a kick-off for an innovation agenda,
which tells us what to implement for the service delivery. The innovation agenda includes
meeting guidelines as well as other guidelines what both parties have to do.” (Interview 1)

Another two factors, which are closely related to each other, are ‘contract-based
risk and rent sharing’ (ID 2.2) and the novel factor ‘win-win situation’ (ID 2.6). [19]
showed in a broad study that different types of contracts have a positive influence on
the likelihood to achieve innovations in ITO engagements, but all included a joint
venture of the client and vendor. Our study participants ranked the contract-based risk
and rent sharing as an important innovation-driving factor, which is one way to imitate
a joint venture contract:

“[...] the service provider tries to stay as innovative as possible to deliver better services if
there are penalty costs or bonus payments.” (Interview 15)

Furthermore, a win-win situation in such contracts avoids unforeseen imbalances
between both parties.

To sum up, we identified new innovation-driving factors assigned to the contractual
phase, which extend the literature. Our study shows that the contractual basis is an
important factor for fostering innovations in ITO engagements. Our findings
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Table 5. Contracting Phase: Innovation-Driving Factors

ID Factor Description Score | References
2.1 | Development A common vision of how 2.1 Quinn [52]
of a common innovation will be generated
vision between the client and the
provider is necessary to
promote an atmosphere of
innovation among the
employees
2.2 | Contract-based A contractual tool allowing 2.6 Whitley and Willcocks
risk and rent risks and rewards of [49], Westerman and
sharing innovation- focused Curley [50], Willcocks
outsourcing projects to be [56]
shared and regulated among
the parties involved
2.3 | New forms of Usage of new contractual 2.6 Weeks and Feeny [21],
contract setting elements incentivizing the Whitley and Willcocks
provider to generate [49]
innovation (e.g., an
agreement to share
knowledge and best practices
across outsourcing partners)
2.3 | Compatible The “Innovation Roadmap” 3.1 Whitley and Willcocks
“Innovation defines the goals for [49]
Roadmap” generating innovation and
explains how to reach them
(e.g., in which technologies a
company is going to invest).
If the “Innovation Roadmap”
of the client and the provider
coincide, innovation is
likelier to occur
2.4 | Existence of an (Contractual) agreement New Interview ID #1
innovation between client and provider
agenda which defines how innovation
will be generated (e.g.,
monthly innovation
workshops)
2.5 | Use of an Usage of an evaluation New Interview ID #1
evaluation catalogue compromising
catalogue innovation-related selection

criteria

Legend: Score = Ranking on a 7-point Likert scale (1: total agreement — 7: total disagreement) |
Sorting: Factors are sorted by the score, from 1 to 7
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complement the results of Oshri, Kotlarsky [19] and show that transparent, fair and
rewarding contracts are potential factors to drive innovations.

4.4 Driving Innovation Within the Transition and Service Delivery Phase

The ITO relationship model distinguishes between the transition phase and the service
delivery phase. The border between those two phases is fluent and the combination is
often titled as a post-contract stage [29]. During our coding process, we were not able
to assign factors to one specific phase (transition or service delivery). Instead, we
realized that several factors could be assigned to both phases. Therefore, we combine
the transition and service delivery phase. We provide a brief overview about the
assigned factors including the descriptions, importance scores (based on the intervie-
wee assessment) as well as relevant literature sources in Table 6.

We identified eight innovation-driving factors for the transition and service delivery
phase. The factors support the client and vendor in their operative project business and
support the drive for innovations during operative processes. In the following, we
present more details on the three highest ranked factors.

First, our study participants rated the capacity to absorb knowledge (ID 3.1) as one
of the top factors in total and as the highest one in this category. It was mentioned that
both client and vendor need to be able to absorb knowledge to foster innovations:

“That is an important factor. We say we need to change it towards this way and it will get
better afterwards but the customer tells us that they do it like they always did and nothing
changes. No innovation can be generated like this. I belief that both parties have to be open
minded.” (Interview 1)

A recent study showed similar results using the lens of absorptive capacity and a
knowledge-based model for radical innovations [60].

Second, the network and collaboration of the vendor to other clients have been
highly ranked as an important factor. This seems a bit obvious as the vendor can profit
from experiences with other clients and use their network for developing new ideas.
But our study participants mentioned the importance of this factors several times.

Third, Innovations are something new and the more a vendor propose new ideas
about any processes, services or products without any requests, the more ideas can be
developed into potential innovations. One study participants mentioned that proactivity
(ID 3.3) is closely related to flexibility. Both attributes help both client and vendor to
work with an outside-the-box thinking.

“That is what we summarize as flexibility. The employees should question the outside-in-view
after 5 years.” (Interview 3)

The focus should stick on the development of new ideas instead of just maintaining
the status-quo.

Summarized, the operative business in the transition and service delivery phase is a
source for driving innovation in ITO engagements. Especially the daily collaboration
between client and vendor and the ability to absorb knowledge from each other is a key
process. The knowledge exchange and the proactivity are the focus of this phase and
play an important role in the whole innovation process.
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Table 6. Transition & Service Delivery Phase: Innovation-Driving Factors

ID

Factor

Description

Score

References

3.1

32

33

34

35

3.6

3.7

Capacity to absorb
knowledge

Network and
collaboration of the
provider

Proactivity

Flexible and
adaptive
relationship

Provision of
IT-enabling
infrastructure

Continuous
information sharing
and project
execution

“Brokers” to
facilitate
interaction

The ability to recognize the value
of new external information, to
process this information and to
apply it. This process facilitates,
for instance, contribution to
discussions and development of
new ideas

The degree of the vendor’s
connection to other clients. The
higher the degree of the provider’s
connections, the greater the ability
to innovate

A proactive provider is able to
anticipate changes in the client’s
business. It proposes new ideas in
order to help the client while
taking available resources and
costs into account

A relationship characterized by
flexibility and adaptively allows
the employees to think and act out
of the box. In order to allow for
more flexibility, the client might
set goals for the provider but may
not determine how to reach these
goals

Provision of a certain
infrastructure (e.g., innovation
centers) has a positive impact on
the degree of innovation within
outsourcing projects

Information sharing and project
execution on a three-point contact
system: (1) Development of vision
and strategy, as well as continuous
realignment of strategy at the top
management level, (2) information
sharing with the employees whose
careers depend on the
relationship’s success, and

(3) information sharing on an
operational level

Mediators between the client and
the provider that translate,
coordinate and align the different

1.6

1.9

1.9

2.1

2.4

2.5

3.0

Weeks and
Feeny [21]

Weeks and
Feeny [21]

Whitley and
Willcocks
[49]

Willcocks
[56]

Westerman

and Curley

[50], Quinn
[52]

Quinn [52]

Kimble,
Grenier [55]

(continued)
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Table 6. (continued)

ID Factor Description Score | References

perspectives and the different
knowledge of the groups and thus
help create a mutual understanding

3.8 | Client’s strong Client’s strong leadership is 3.6 Willcocks

leadership characterized by the ability to [56]

handle adaptive challenges, which
require changing values,
behaviors, beliefs, relationships,
and approaches to work

Legend: Score = Ranking on a 7-point Likert scale (1: total agreement — 7: total disagreement) |
Sorting: Factors are sorted by the score, from 1 to 7

4.5 Driving Innovation Within the Outsourcing Governance Phase

The outsourcing governance phase is related to the whole ITO engagement and
addresses all parties and not only the organization of the customer or service provider.
It is an overarching phase and the innovation-enabling activities enable both client and
vendor to foster innovations in the project without focusing on a specific project phase.
Table 7 provides a brief overview about the factors including description, importance
score (based on the interviewee assessment) as well as relevant literature sources.

The governance of IT projects is one of the key factors for a successful project
implementation [17, 18]. Especially IT projects with an innovation focus rely on a
governance model, which consist of a partnership development instead of a strict
contractual view [21]. Moreover, the relationship focusses on the exploration of new
ideas in order to generate an improved outcome of the projects [21].

We identified 11 innovation-driving activities for the governance phase in total.
The three highest ranked ones are ‘high level of trust’ (ID 5.1), ‘top management
support’ (ID 5.2), and ‘establish interfirm and multifunctional teams’ (ID 5.3).
According to our interview partners from the practice, these activities are the most
relevant ones for improving the governance of ITO projects in order to generate
innovations. In the following, we will describe and explain the them in detail.

First, our study participants mentioned two situations in which the level of trust (ID
5.1) is especially important: (a) innovations will trigger major changes in the organi-
zation and (b) the collaboration of client and vendor is based on differences in cultural
patterns. A high level of trust is a key factor for generating innovation in ITO
engagements.

“[...] the customer has to trust us because we dig in deep in the processes or the organization
and the customer has to trust us that this is really correct approach we propose. If the customer
only thinks that we want to get a follow-up order than it could not work.” (Interview 1)

The fact that the ‘high level of trust’ is the highest ranked factor in our study
underlines the importance and key impact on the project governance.
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Table 7. Governance Phase: Innovation-Driving Factors

ID Factor Description Score | References
5.1 High level of Innovation outsourcing 1.5 Whitley and Willcocks [49],
trust projects are much more Bandyopadhyay and Pathak
disposed to risk than clearly [54], Panteli and
defined cost-focused Sockalingam [61], Park, Im
outsourcing projects, since [62]
the outcome is less specific.
Therefore, a high level of
trust is a prerequisite for
collaborative innovation
52 Top Top management support 1.9 Weeks and Feeny [21],
management during the entire Westerman and Curley [50]
support outsourcing project’s life
cycle
53 Establish Teams consisting of client 1.9 Whitley and Willcocks [49]
interfirm and and provider staff, as well as
multifunctional including individuals
teams working in different
functional areas, will tend to
generate more innovations
54 Project closure Evaluation of the provider 2.1 Boehm, Michalik [63]
and evaluation at the end of the outsourcing
of provider project and identification of
areas for improvement
5.5 Measurement & | This process includes 2.2 Westerman and Curley [50]
tracking of IT measuring, tracking and
innovations publishing of innovations,
fosters continuous
improvement, supports
sustained innovation, and
encourages recognition of
innovation
5.6 Innovation Training programs provide 24 Westerman and Curley [50]
trainings the employees with tools
that facilitate an efficient
innovation generation
process. The training could
consist of techniques to
moderate and to promote
creativity within
workshops, aiming to
generate new ideas
5.7 Internal Individuals or groups of 2.5 Quinn [52]
“masters of internal employees with
process” specific knowledge and

expertise of the company’s
processes, who are
specialized in identifying
the best outsourcing
partners

(continued)
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Table 7. (continued)

ID Factor Description Score | References

5.8 Use of A boundary object is an 33 Kimble, Grenier [55]
boundary object such as a technology
objects or a set of rules, which

serves as a common
agreement between the
client and the provider.
They provide a common
understanding, allow for
coordination between the
groups and might be
conjointly developed further

5.9 Strategic Utilization of strategic 33 Lépez-Nicolas and
knowledge knowledge management Merofio-Cerdan [64]
management systems, which includes

processes or infrastructure.
The aim of this initiative is
to gain, generate and
interchange knowledge, in
order to formulate a strategy
or to take appropriate
strategic decisions

5.10 | Agreed Definition of formal 3.7 Bandyopadhyay and Pathak
guidelines of guidelines of interaction [54]
interaction (type and extent of
(knowledge knowledge exchange) in
exchange) order to facilitate the

knowledge exchange
between the outsourcing

partners
5.11 Effective Implementation of flexible 3.9 Cui and Loch [51], Panteli
conflict conflict escalation and and Sockalingam [61]
management resolution processes to

strengthen trust and learning
within the relationship, as
well as maintain knowledge
and innovation generation

Legend: Score = Ranking on a 7-point Likert scale (1: total agreement — 7: total disagreement) |
Sorting: Factors are sorted by the score, from 1 to 7

Second, the top management support (ID 5.2) is another factor, which enable ITO
projects being innovative. Due to our interviews, most ITO projects have a focus on
cost reduction instead of innovation topics. The top management supports selected
projects to develop innovations overall.

“If budget gets cut and there is a short-term view no innovation can be generated.” (Interview 1)
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Another aspect which profits from a top management support is the standing of the
project in an organization. There are projects with an innovative focus, which differ-
entiate from other projects. Project members need the support to further work in these
projects with an open-minded view and without any negative influences from outside
the project. The top management support help to project such projects.

Third, multiple interview partners confirmed that interfirm and multifunctional
teams (ID 5.3) have a positive effect on the generation of innovation in ITO projects:

“The establishment of interfirm and multifunctional teams lead to more innovation in IT
sourcing projects.” (Interview 8)

Most interview partners mentioned that the exchange of ideas and experiences is
key for being innovative. Both forms interfirm and multifunctional could force this
exchange.

In contrast to the most relevant innovation-driving factors, the effective conflict
management (ID 5.11) has been ranked as the weakest one. Several interview partners
mentioned that the conflict management is more generic process for the governance of
IT projects without having a focus on innovations.

“This holds in general. An effective and flexible conflict management is a prerequisite for a
working souring project. But I do not see the lever how this is directly connected with inno-
vations.” (Interview 5)

To sum up, the governance phase plays an important role in managing an ITO
project successfully, especially for projects with an innovation focus. The high level of
trust, the top management support as well as interfirm and multifunctional teams have
been identified as key aspects to improve the governance of such projects. Both
researcher and practitioners should focus on them in order to foster innovations.

5 Discussion

5.1 Contribution to Research

Building on our research question “How does the ITO client-vendor relationship need
to be structured and managed to foster innovation generation?” we developed an
innovation-focused client-vendor relationship model based on existing ones from the
literature. Using the results from a literature review as well as our empirical data from
interviews, we enhance our knowledge on the creation of innovation within ITO
client-vendor relationships by several means.

First, by identifying innovation-driving factors within ITO client-vendor relation-
ships. In total, we identified 37 factors which drive innovation within such relation-
ships. While some of these factors (e.g. 1.1 Compatibility of Corporate Cultures; 2.1
Development of a Common Vision) are already known in literature [49, 52], other
factors were, for the first time, identified within our research project (e.g. 2.4 Existence
of an Innovation Agenda). The identified factors describe how organizations involved
in ITO can increase their innovation outcome from ITO client-vendor relationships
within each phase of the relationship. To the best of our knowledge, this overview of
innovation-driving factors (and activities) is amongst the first available overviews on
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this important topic. Hence, our identified factor list promotes future research in several
ways. On the one hand, we would like to emphasize other researchers to take our
innovation-driving factor list as a groundwork and evaluate particular aspects and
factors in more detail, for example, by evaluating how the capacity to absorb knowl-
edge (factor 3.1) needs to be shaped in detail to enable innovation generation within
ITO client-vendor relationships. On the other hand, future research could also take a
broader perspective and evaluate further, based on our factor list, how the set-up of an
innovation-focused ITO client-vendor relationship differs from a more cost-focused
relationship.

Second, by integrating the identified factors into one comprehensive
innovation-driven process model for ITO client-vendor relationships with five different
phases. To the best of our knowledge, this is the first model, which focusses on
explaining innovation generation within ITO client-vendor relationships. Building
upon already existing models (e.g. [14, 39]), we assigned the identified factors into the
five outsourcing relationship phases from strategy to delivery. By integrating the
identified factors into an overarching model, we provided a preliminary model for
explaining the generation of innovation within ITO relationships end-to-end. This
model can be used as a groundwork for future research aiming at the development of
indigenous ITO theories [20]. As already explained in the introduction and theoretical
background part of this paper, driving innovations within ITO relationships is
becoming increasingly important for today’s organizations. Hence, developing an
innovation-driving theory for ITO is an important future research direction for our
community. We would like researchers to take our innovation-driving model as a
valuable input and enhance as well as detail it through further research. For example,
future research could focus on evaluating the relationships between the phases and
factors and identify dependencies between the concepts. Furthermore, future research
could develop an overarching theoretical framework on how to innovate within rela-
tionships based on our overview model.

5.2 Contribution to Practice

In terms of practice, our study provides interesting insights for both client as well as
vendor organizations involved in innovation-focused ITO relationships. We developed
an integrated, end-to-end model describing the management of innovation within such
relationship based on 37 distinct and detailed factors (as well as activities). The
implementation of these factors into the ITO relationship management structure and
processes could help the client and the vendor to increase the overall innovation
generation within the ITO client-vendor relationships.

5.3 Limitations

Although we are confident that our study achieved its pre-defined target and further-
more provides a degree of generalization, our study contains limitations, which are
based on both the chosen research method as well as the results from our data col-
lection and analysis.
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First, we need to consider the research approach used within our study in general
and the level of generalizability. Due to the exploratory nature of our study, we chose a
strictly interview-based data collection method. Based on this approach, we could
identify a suitable list of innovation-driving factors including descriptions, indications
in regards to their effect as well as a preliminary importance ranking. Nevertheless, due
to the small sample size within our study, we cannot assume that the identified factors
are complete or exhaustive. Hence, to develop a comprehensive and complete list of
innovation driving factors including dependencies and relationships between these
factors, further research is required.

Second, we need further empirical and conceptual research to enable sufficient
theory development. Our findings are mostly descriptive in nature (with some tentative
explanations based on inductive reasoning). Therefore, explanatory, and predictive
theory needs to be generated. For example, we do not know interaction effects between
the factors and phases, or how strong they are. As this study is part of an overarching
research project on innovation in ITO client-vendor relationships, the goal of this
research project is solely the identification of innovation-driving factors in ITO
client-vendor relationships and thereby extending our foundational knowledge related
to this important phenomenon. Based on the study results, we are confident that the
identified factors permit a certain degree of generalizability. Nevertheless, to enable
sufficient theory development, the generalizability of our results needs to be extended
by conducting further empirical research.

6 Conclusion

To the best of our knowledge, our study is amongst the first evaluating factors and
activities leading to increased innovation within ITO client-vendor relationships. By
identifying 37 innovation-driving factors, our study provides an important groundwork
for explaining the generation and management of innovation within ITO client-vendor
relationships. Furthermore, by categorizing the 37 identified factors into an overarching
ITO relationship innovation model, we provided a suitable guideline for driving
innovation within each phase of an ITO relationship. This knowledge can be used as an
important input for developing indigenous theories on ITO innovation.

References

1. Gartner, I.: Forecast: IT Services, Worldwide, 2013-2019, 2Q15 Update. IT Services
Worldwide (2015). https://www.gartner.com/doc/3075522. Accessed 25 Nov 2015

2. Lacity, M.C., Khan, S.A., Yan, A.: Review of the empirical business services sourcing
literature: an update and future directions. J. Inf. Technol. (2016). doi:10.1057/jit.2016.2

3. Gartner, L.: Forecast: IT Services, Worldwide, 2014-2020, 3Q16 Update. IT Services
Worldwide (2016). https://www.gartner.com/doc/3352451/. Accessed 10 Nov 2016

4. Gartner, I.: Sourcing Strategy Imperatives for 2011: Deliver High Business Value, Leverage
Low-Cost IT Services (2012). http://www.gartner.com/id=1537314. Accessed 27 Nov 2015

5. Loch, C.H., DeMeyer, A., Pich, M.: Managing the Unknown: A New Approach to
Managing High Uncertainty and Risk in Projects. Wiley, New York (2011)


https://www.gartner.com/doc/3075522
http://dx.doi.org/10.1057/jit.2016.2
https://www.gartner.com/doc/3352451/
http://www.gartner.com/id=1537314

62

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

R. Linden et al.

Bloomberg: Google Teams With GM, Honda, and Audi to Bring Android to Cars (2014).
https://www.bloomberg.com/news/articles/2014-01-06/google-teams-with-gm-honda-and-
audi-to-bring-android-to-cars. Accessed 07 Dec 2016

Audi: Google Teams With GM, Honda, and Audi to Bring Android to Cars (2014). https://
www.audiusa.com/newsroom/news/press-releases/2014/01/new-roads-ahead-android-open-
automotive-alliance. Accessed 07 Dec 2016

Ang, S., Straub, D.W.: Production and transaction economies and is outsourcing: a study of
the us banking industry. MIS Q. 535-552 (1998)

Levina, N., Ross, J.W.: From the vendor’s perspective: exploring the value proposition in
information technology outsourcing. MIS Q. 331-364 (2003)

Pannirselvam, G.P., Madupalli, R.: Antecedents of project success: the perception of vendor
employees. Q. Manag. J. 18(3), 7-20 (2011)

Oshri, 1., Kotlarsky, J.: Innovation in outsourcing. a study on client expectations and
commitment (2011). Warwick Business School and Rotterdam School of Management
Heiskanen, A., Newman, M., Eklin, M.: Control, trust, power, and the dynamics of
information system outsourcing relationships: a process study of contractual software
development. J. Strateg. Inf. Syst. 17(4), 268-286 (2008)

Gopal, A., Koka, B.R.: The asymmetric benefits of relational flexibility: evidence from
software development outsourcing. MIS Q. 36(2), 553-576 (2012)

Kern, T., Willcocks, L.: Exploring information technology outsourcing relationships: theory
and practice. J. Strateg. Inf. Syst. 9(4), 321-350 (2000)

Lee, J.-N., Kim, Y.-G.: Effect of partnership quality on IS outsourcing success: conceptual
framework and empirical validation. J. Manag. Inf. Syst. 15, 29-61 (1999)

Kern, T.: The Gestalt of an information technology outsourcing relationship: an exploratory
analysis. In: Proceedings of the Eighteenth International Conference on Information
Systems. Association for Information Systems (1997)

Goles, T., Chin, W.W.: Information systems outsourcing relationship factors: detailed
conceptualization and initial evidence. ACM SIGMIS Database 36(4), 47-67 (2005)

Kern, T., Willcocks, L.: Exploring relationships in information technology outsourcing: the
interaction approach. Eur. J. Inf. Syst. 11(1), 3—19 (2002)

Oshri, 1., Kotlarsky, J., Gerbasi, A.: Strategic innovation through outsourcing: the role of
relational and contractual governance. J. Strateg. Inf. Syst. 24(3), 203-216 (2015)

Lacity, M.C., et al.: A review of the IT outsourcing empirical literature and future research
directions. J. Inf. Technol. 25(4), 395-433 (2010)

Weeks, M.R., Feeny, D.: Outsourcing: From cost management to innovation and business
value. Calif. Manag. Rev. 50(4), 127-146 (2008)

Chengxun, T., Siew Kien, S.: Managing flexibility in outsourcing. J. Assoc. Inf. Syst. 7(4),
179-205 (2006)

Jin Kim, H., Shin, B., Lee, H.: The mediating role of psychological contract breach in IS
outsourcing: inter-firm governance perspective. Eur. J. Inf. Syst. 22(5), 529-547 (2013)
Sirmon, D.G., Hitt, M.A., Ireland, R.D.: Managing firm resources in dynamic environments
to create value: looking inside the black box. Acad. Manag. Rev. 32(1), 273-292 (2007)
Williamson, O.E.: The Economic Institutions of Capitalism. Simon and Schuster, New York
(1985)

Rustagi, S., King, W.R., Kirsch, L.J.: Predictors of formal control usage in IT outsourcing
partnerships. Inf. Syst. Res. 19(2), 126-143 (2008)

Blumenberg, S., Beimborn, D., Koenig, W.: Determinants of IT outsourcing relationships: a
conceptual model. In: Proceedings of the 41st Annual Hawaii International Conference on
System Sciences. IEEE (2008)


https://www.bloomberg.com/news/articles/2014-01-06/google-teams-with-gm-honda-and-audi-to-bring-android-to-cars
https://www.bloomberg.com/news/articles/2014-01-06/google-teams-with-gm-honda-and-audi-to-bring-android-to-cars
https://www.audiusa.com/newsroom/news/press-releases/2014/01/new-roads-ahead-android-open-automotive-alliance
https://www.audiusa.com/newsroom/news/press-releases/2014/01/new-roads-ahead-android-open-automotive-alliance
https://www.audiusa.com/newsroom/news/press-releases/2014/01/new-roads-ahead-android-open-automotive-alliance

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

45.

46.

47.

48.

49.

50.

51.

Outsourcing 2.0: Towards an Innovation-Driven Process Model 63

Dwyer, F.R., Schurr, P.H., Oh, S.: Developing buyer-seller relationships. J. Mark. 11-27
(1987)

Alborz, S., Seddon, P., Scheepers, R.: A model for studying IT outsourcing relationships. In:
PACIS 2003 Proceedings, p. 90 (2003)

Hakansson, H., IMP Group: International Marketing and Purchasing of Industrial Goods: An
Interaction Approach. Wiley, New York (1988)

Goo, J., et al.: The role of service level agreements in relational management of information
technology outsourcing: an empirical study. MIS Q. 33(1), 119-145 (2009)

Fjermestad, J., Saitta, J.A.: A strategic management framework for IT outsourcing: a review
of the literature and the development of a success factors model. J. Inf. Technol. Case Appl.
Res. 7(3), 42-60 (2005)

Gregory, R.W., Beck, R., Keil, M.: Control balancing in information systems development
offshoring projects. MIS Q. 37(4), 1211-1232 (2013)

Koh, C., Ang, S., Straub, D.W.: IT outsourcing success: a psychological contract
perspective. Inf. Syst. Res. 15(4), 356-373 (2004)

Zimmermann, A., Ravishankar, M.: Knowledge transfer in IT offshoring relationships: the
roles of social capital, efficacy and outcome expectations. Inf. Syst. J. 24(2), 167-202 (2014)
Sederberg, A.-M., Krishna, S., Bjern, P.: Global software development: commitment, trust
and cultural sensitivity in strategic partnerships. J. Int. Manag. 19(4), 347-361 (2013)
Paravastu, N.: Effect of trust and risk on IT outsourcing relationship quality and outsourcing
success. Drexel University (2007)

Galbraith, J., Downey, D., Kates, A.: Designing dynamic organizations: a hands-on guide for
leaders at all levels. In. AMACOM Division of the American Management Association
(2001)

ISO: International Standard 37500 “Guidance on Outsourcing”. International Standards
Organization. Geneva (2014)

Hoecht, A., Trott, P.: Innovation risks of strategic outsourcing. Technovation 26(5), 672—
681 (2006)

Loh, L., Venkatraman, N.: Diffusion of information technology outsourcing: influence
sources and the Kodak effect. Inf. Syst. Res. 3(4), 334-358 (1992)

Liang, H., et al.: IT outsourcing research from 1992 to 2013: a literature review based on
main path analysis. Inf. Manag. (2015)

Kotlarsky, J., et al.: Editorial: Understanding strategic innovation in IT and business process
outsourcing. J. Strateg. Inf. Syst. (2015)

Tushman, M.L.: Special boundary roles in the innovation process. Adm. Sci. Q. 22(4), 587—
605 (1977)

Gassmann, O.: Opening up the innovation process: towards an agenda. R&D Manag. 36(3),
223-228 (2006)

Webster, J., Watson, R.T.: Analyzing the past to prepare for the future: writing a literature
review. Manag. Inf. Syst. Q. 26(2), 13-23 (2002)

Miles, M.B., Huberman, A.M., Saldafia, J.: Qualitative Data Analysis: A Methods
Sourcebook, 3rd edn. SAGE Publications Inc., Thousand Oaks (2014)

Guest, G., Bunce, A., Johnson, L.: How many interviews are enough? An experiment with
data saturation and variability. Field methods 18(1), 59-82 (2006)

Whitley, E.A., Willcocks, L.: Achieving step-change in outsourcing maturity: toward
collaborative innovation. MIS Q. Executive 10(3), 95-107 (2011)

Westerman, G., Curley, M.: Building IT-enabled innovation capabilities at Intel. MIS Q.
Executive 7(1), 3348 (2008)

Cui, Z., Loch, C.: A strategic decision framework for innovation outsourcing. Int. J. Innov.
Manag. 15(05), 899-930 (2011)



64

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

63.

64.

R. Linden et al.

Quinn, J.B.: Outsourcing Innovation: The New Engine of Growth. Sloan Management
Review (2000)

Calantone, R.J., Stanko, M.A.: Drivers of outsourced innovation: an exploratory study.
J. Prod. Innov. Manag. 24(3), 230-241 (2007)

Bandyopadhyay, S., Pathak, P.: Knowledge sharing and cooperation in outsourcing
projects—a game theoretic analysis. Decis. Support Syst. 43(2), 349-358 (2007)

Kimble, C., Grenier, C., Goglio-Primard, K.: Innovation and knowledge sharing across
professional boundaries: political interplay between boundary objects and brokers. Int. J. Inf.
Manage. 30(5), 437-444 (2010)

Willcocks, L.: The next step for the CEO: moving IT-enabled services outsourcing to the
strategic agenda. Strateg. Outsourcing Int. J. 3(1), 62-66 (2010)

Patrakosol, B., Olson, D.L.: How interfirm collaboration benefits IT innovation. Inf. Manag.
44(1), 53-62 (2007)

Gopal, A., Koka, B.R.: The role of contracts on quality and returns to quality in offshore
software development outsourcing. Decis. Sci. 41(3), 491-516 (2010)

Schermann, M., et al.: The role of transaction cost economics in information technology
outsourcing research: a meta-analysis of the choice of contract type. J. Strateg. Inf. Syst. 25
(1), 3248 (2016)

Carlo, J.L., Lyytinen, K., Rose, G.M.: A knowledge-based model of radical innovation in
small software firms. MIS Q. 36(3), 865-869 (2012)

Panteli, N., Sockalingam, S.: Trust and conflict within virtual inter-organizational alliances:
a framework for facilitating knowledge sharing. Decis. Support Syst. 39(4), 599-617 (2005)
Park, J.Y., Im, K.S., Kim, J.S.: The role of IT human capability in the knowledge transfer
process in IT outsourcing context. Inf. Manag. 48(1), 53-61 (2011)

Boehm, A.-L., et al.: Innovate on purpose—factors contributing to innovation in IT
outsourcing. In: 2014 47th Hawaii International Conference on System Sciences (HICSS).
IEEE (2014)

Loépez-Nicolas, C., Merofio-Cerdan, A.L.: Strategic knowledge management, innovation and
performance. Int. J. Inf. Manage. 31(6), 502-509 (2011)



Understanding the Modularization of Business
Services: The Maturity of Firms in Bundling Services

Albert Plugge@) and Harry Bouwman

Faculty of Technology, Policy and Management, Delft University of Technology,
Delft, The Netherlands
a.g.plugge@tudelft.nl

Abstract. Sourcing literature reveals that large firms bundle or unbundle
existing business services by means of modularization to achieve organizational
agility. However, one may assume that firms need some degree of maturity to
manage the complexity that comes along with bundling modularized services.
The aim of our research is to understand how modularization interrelates with
firm maturity when bundling business services, a topic that has been given limited
attention in sourcing literature. Based on an exploratory research amongst 110
firms we found evidence for the relevance of influencing factors on firm maturity
in bundling services. The findings provide evidence that the number of business
services and the size of the firm correlate with the maturity of the firm. More
specifically, our analysis identified that the type of market in which a firm acts
(i.e. private or public) and adding the Marketing business function to a bundle
does not increase firm maturity. Our empirical research contributes to sourcing
literature as we expanded previous research by taking a more in-depth view on
business services while providing up-to-date insights.

Keywords: Bundled business services - Modularization - Outsourcing - Maturity

1 Introduction

Sourcing research reveals that large firms apply various sourcing strategies over time to
cater for business demands effectively [1, 2]. These sourcing strategies relate to common
used business services, such as Finance and Accounting, Procurement, Human Resources,
R&D, and Information Technology [3-5] to respond quickly to changing market circum-
stances [1, 6]. During the past decade firms extended existing sourcing strategies, for
example by selecting multiple providers (i.e. multisourcing) or bundling multiple services
[1, 7] to achieve organizational agility. However, existing business services can be bundled
and unbundled by means of modularization. By bundling various modules (e.g. business
services) internally or with an external provider firms are able to achieve their sourcing
objectives more effectively, while mitigating the degree of organizational complexity. As
a result, modularization can be perceived as a prerequisite to adapt to changing circum-
stances, while bundling complementary and supplementary services offers advantages in
management and governance. When dealing with bundled business services, firms need a
certain degree of maturity to manage the complexity that comes along with modularization
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and bundling consequences. As this topic has been given limited attention in sourcing
literature [1, 8], we need to understand how modularization interrelates with firm maturity
when bundling business services. Despite the prominence of bundled business services, a
greater understanding is required of the interrelation with firm maturity. As such, the
research objective of this paper is to study the interrelation between modularization,
bundling services and firm maturity. The contribution of this study is twofold. First, since
empirical research on the bundling of modularized business services is scarce, our approach
to study modularization endeavors on bundling vis-a-vis firm maturity. Second, this study
also contributes to IT sourcing practitioners by increasing the awareness of firms of the
relevance of bundling business services and its relation with maturity. Consequently, firms
have the opportunity to assess their sourcing strategy and modularization in combination
with an assessment of their maturity in managing bundled business services.

2 Literature Background

In an effort to adapt to dynamic circumstances, today, large firms apply a service
perspective and transform themselves into a service-oriented enterprise (SOE). [9, p.
39] argue that a SOE ‘can be viewed as a particular kind of sourcing arrangement’, that
comprise both in-house services, which are often established as service services, and
outsourced services. The goal of a service-oriented enterprise is to cater for changes
effectively that may relate to market, organizational, and technological developments
[10, 11]. [5] review of sourcing literature reveals that firms use various sourcing models
to provide services (i.e. in-house, shared services and outsourcing) extending [9] from
information technology (IT) to business services. The choice to select a sourcing model,
however, is affected by the characteristics of a firm, such as their business strategy,
degree of risk aversion and internal capabilities, and market attractiveness. As a result
of sourcing motivations and transaction attributes firms decide to keep specific functions
or tasks in-house so the staff of the firms consciously focus on critical services.

2.1 Modularization

In response to creating organizational agility firms are unbundling their business
processes by means of modularization and explore new sourcing arrangements [12]. [13]
argues that the concept of modularization is considered as a generic concept, which can
be viewed from a content perspective as well as an organization perspective. Some
components of a module can be hidden and can be changed or adapted without affecting
other modules. Other components of a module need to be visible and might be subject
to change as they are interconnected with other modules. In this paper we use the
definition of [14] who state that ‘a module is a unit of whose structural elements are
powerfully connected among themselves and relatively weakly connected to elements
in other units’. [15] explored lessons for modularity that were drawn from the
outsourcing of knowledge-intensive business services. Their research show that intan-
gibility of services exacerbates the conflicts between clients and service providers, which
may hinder innovation initiatives. Advantages of organizational modularity are studied
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by [16], who focus on the role of dedicated core initiative teams and ‘loose coupling’
by using rather simple coordination mechanisms. By implementing standardized
modules the integration of group tasks and specialization of dedicated teams may create
focus and flexibility to cater for changing capabilities. Ultimately, the goal of modula-
rization is threefold: manage organizational complexity, enable parallel work and
improvements, and limit the degree of uncertainty. From a SOE perspective, various
business functions such as F&A, HR and IT, are supported by services [17]. Therefore,
by means of modularization firms are able to bundle and unbundle business services and
as such manage organizational complexity [18].

2.2 Bundled Services

[19] argue that firms business functions are bundled in modules in which each module
represent a service. For example, the business function Finance and Accounting is
modularized and exists of various services such as: Procure to Pay, Order to Cash and
Record to Report. Next, services can be bundled or unbundled and subsequently organ-
ized internally or outsourced to the market. However, despite the fact that bundling
services will contribute to manage complexity, the effort to govern such arrangements
will increase significantly as bundling outcomes may vary within and across BPO and
ITO services [20]. We define bundled services as ‘a combination of business services
and IT services that can be organized internally or outsourced to one or multiple service
providers to achieve joint value creation and/or cost efficiencies’ [based on 7]. A study
conducted by [8] reveals that IT infrastructure, IT applications, and accounting are
bundled and outsourced to the market representing 70% of the bundling activity. Bundled
business processes like billing, finance, and accounting represents 15% of bundling
activity. A comprehensive study conducted by [21] underpinned the importance of
bundled services, which was reconfirmed in their 2016 study. [7] studied goals of firms
in the period 2003-2008 to bundle business functions. Their study shows that based on
the bundle ‘Application outsourcing and Business process outsourcing’ and the bundle
‘Application, IT infrastructure, and business process’ outsourcing firms select a second
service provider to deliver services. The sourcing decision to bundle services is influ-
enced by both the characteristics of a firm (e.g. organizational and technological factors),
and market circumstances (e.g. regulatory and innovation factors). Taking these factors
into account the strategic intent to bundle services is influenced by the experience, skills,
and knowledge of a firm to bundle and unbundle business functions. Therefore, we
assume that the maturity level of a firm can be seen as being related to the capability to
manage bundled services.

2.3 Organizational Maturity

In management literature the organizational context is perceived to be a key determinant
for business maturity and performance [22, 23]. Scholars have studied the degree of
maturity in management and outsourcing research and identified various key influencing
factors, namely: focus on core or non-core activities [24], risk strategies [25], IT and
business orientation relationship management [26], governance [27], integration



68 A. Plugge and H. Bouwman

potential [28], and sourcing capabilities [29]. As the performance of an organization is
affected by the staff’s behavior and quality we may assume that their degree of maturity
may differ. As a result, process readiness and business management readiness, which
affect organizations’ capability to manage business functions, may differ too. A firm’s
methodological capability is defined as an organization’s level of maturity in terms of
technical or process-related standards and best practices [30]. We draw on the definition
of [31] who define organizational maturity as ‘growth stages that are based on the
assumption of predictable patterns (conceptualized in terms of stages) that exist in the
growth of organizations..., and the diffusion of information technology, p. 280’.

Organizational maturity to bundle or unbundle services will be influenced by the
characteristics of a firm. Examples relate to: number and type of business services, type
of responsibility (local, regional, global), and geographical reach. Since various business
functions including F&A, HR, and Procurement are interwoven with IT, the complexity
to manage various type of business functions increases. Hence, clear coordination
mechanisms are required to achieve a certain degree of organizational maturity in
managing business services. [32] state that organizations do not necessarily demonstrate
change by means of a linear sequence of maturity levels, but rather that observed
configurations of problems, strategies, structures, and processes will determine a firm’s
progress. [33] argues that an important feature of maturity levels and their manifestations
is to identify transition points that can be used to improve the quality of organizations.
Notably, a firm’s organizational culture also influences the behavior of an organization
[34] and consequently the maturity of an organization.

2.4 Framework of the Study

As prior research on bundling business services is limited [1], a straightforward research
model was used for investigating characteristics of a firm and their effect on maturity. The
research model, as depicted in Fig. 1, consists of five interrelated constructs. The first

Bundle strategy

Experience in managing
bundled business services

Firm’s
maturity

Market characteristics

Bundled Services
(type and number of services included)

Fig. 1. Research model
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embedded element is formed by a firm’s bundle strategy. Our basic assumption is that a
firm’s decision to bundle modularized business services must be derived from a conscious
strategy as the type and number of services effects organizational complexity. Therefore,
we argue that firms who aim to bundle business services need to be mature in order to be
ultimately capable to manage the complexity of bundled business services. [35] argue that
business processes, organizational structures, and souring have to be redesigned to create a
fit with existing business functions. Thus, we may expect that firms have the experience to
manage organizational complexity, which can be considered as a characteristic that impacts
the strategic intent of firms to bundling decisions. Consequently, the experience of a firm
in managing bundled business services is related to their maturity, which is represented by
the second embedded element. Moreover, we may expect that market characteristics influ-
ence the ability of a firm to bundle and manage business services effectively. Literature [36]
suggests that managers in the public sector are more skillful in handling complex business
services, compared to managers in the private sector. Since market characteristics (private
or public) determine the degree of competition and cooperation between firms, it is impor-
tant to understand if market characteristics influence firm maturity in bundling services.
When considering bundled services it is assumed that both the type of service (e.g. F&A,
HR, IT) and the number of services have an impact on organizational complexity. As such,
the type of bundling combination and an increase of the number of services that are bundled
may impact firm maturity.

The hypotheses, listed in Table 1, are derived from the research model and the
reviewed literature. The hypotheses claim that there is a significant difference in maturity
between firms.

The research model will be tested, based on empirical data. We will explain the way
we collected data in the next section.

Table 1. Core hypotheses overview

Core constructs Hypotheses

Hypothesis 1: There is a difference in maturity between firms who bundle business

Bundle strate: X ) . .
9y services and firms who does not bundle business services.

Experience in managing bundled  Hypothesis 2: There is a difference in maturity between firms that are more experienced in
services managing bundled business services and firms that has less experience.

Hypothesis 3: There is a difference in maturity between firms that act in the private sector

Market characteristics
and firms that act in the public sector.

Bundled related constructs Hypotheses

Finance and Accounting as part of Hypothesis 4a: There is a difference in maturity between firms that include Finance and
a bundle Accounting in a bundle and firms that exclude Finance and Accounting.

Hypothesis 4b: There is a difference in maturity between firms that include IT in a bundle

IT as part of a bundle and firms that exclude IT.

Hypothesis 4c: There is a difference in maturity between firms that include HR in a bundle

HR as part of a bundle and firms that exclude HR.

Hypothesis 4d: There is a difference in maturity between firms that include Procurement in

Procurement as part of a bundle )
P a bundle and firms that exclude Procurement.

Hypothesis 4e: There is a difference in maturity between firms that include Marketing in a

Marketing as part of a bundle bundle and firms that exclude Marketing.

Hypothesis 4f: There is a difference in maturity between firms that include Data Analytics

Data Analyti f |
ata Analytics as part of a bundle in a bundle and firms that exclude Data Analytics.
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3 Research Method

In order to fathom the maturity of a firm in bundling business services we followed a
research approach that focusses on a number of case-firms. Within each case we used a
questionnaire to collect data. There are no existing scales to measure our core concepts,
so we use the concepts only in an exploratory way. First, we will explain the selection
of the cases and the selection of respondents, after which we will discuss the question-
naire used, as well as the way in which the constructs were measured, and the data
analysed. The selection criteria were based on the constructs modularization and
maturity. First, the variance of business services, i.e. type and number, were taken into
account when selecting the firms. Next, we selected firms that started after 1999 in
providing services. The selected firms met all criteria. Identifying distinctions between
the firms result in valuable observations. Next, we started to execute interviews in the
selected firms.

Selection of Respondents

The data was collected on the basis of in-depth face-to-face interviews supported by a
web questionnaire that was sent to the interviewees afterwards. The questionnaire was
refined during several pre-tests and accompanied by a short cover letter that explained
the purpose of the study. The data was collected between 2013 and early 2016. The
interviewees that participated in the questionnaire are all responsible for managing
multiple services. In total, 110 interviews were conducted, to explain the questionnaire
addressing the selected firms on senior management level. Interviewees held positions
in the firms like CEO, CIO, CFO, Head of business services, (Senior) Vice President,
and director. A small number of respondents had an alternative function description.
Their responsibility regarding business services varies, ranging from regional to global
responsibility for a varying number of bundled services. Interviews varied from 60 to
90 min in length. Table 2 shows some descriptive data about the selected cases. The
international firms under study are acting in a wide range of industries, such as: Pharma,
Energy and Utilities, Financial Services, Logistics, Manufacturing, Food and Beverages
and Consumer Products. Nine business functions were studied including Finance and
Accounting (F&A), Information Technology (IT), Human Resources (HR), Procure-
ment, Marketing, Analytics, Master Data Management (MDM), Customer Care (CC)
and Manufacturing.

Web Questionnaire

The questionnaire consisted of four sections, and was sent to the interviewees directly.
The questionnaire was accompanied by a short cover letter which summarized the
purpose of the study. The first section addressed the organizational context including
the organizational structure of business services (e.g. centralized, decentralized, or
federative) and reporting lines how business services are managed in practice. The
second section investigated the geographical reach in which business services were
provided: domestic, regional or global. The third section studied the type and number
of business services while the fourth section addressed the driver for bundling services.
The questionnaire was refined during several pre-tests. While a vast majority of the
questions are identical, minor modifications were made to the questionnaire to fit
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Table 2. Example - descriptive information about the selected cases

Number of Start year
Case Industry Sector Country Employees Business  Type of Business Services  Business Geographical reach
Services Services
Firm 1 Pharmaceutical Private UsA 500 to 1,000 3 Finance & Accounting, IT, HR 2014 North America, Europe, South
America, Asia Pacific
Firm 2 Professional services Private Finland 1,001 to 5,000 3 Finance & Accounting, IT, HR 2009 Western Europe
Finance & Accounting, HR,
Fim 3 Hospitality Private Brazi 5,001 to 10,000 3 At 2014 South America, Europe
Firm 4 Chemicals Private Brazil 5,001 10 10,000 3 Finance & Accounting, HR, 2009 North America, South America
Other SG&A
Firm 5 Energy & Utilties Private South Africa 1,001 t0 5,000 4 Finance & Accounting, HR, 2010 Middle East & Africa
Procurement / Supply Chain,
Firm 6 Education Public Netherlands 5,001 to 10,000 5 Finance & Accounting, IT, HR, 2012 Europe
Procurement / Supply Chain
Firm 7 Publishing Private Netherlands 10,001 to 20,000 5 Finance & Accounting, IT, HR, 2009 North America, Europe, Asia Pacific
Procurement / Supply Chain
Firm 8 Manufacturing Private Mexico 10,001 to 20,000 3 Finance & Accounting, 2009 North America
Procurement / Supply Chain
Firm 9 Government Public Netherlands 10,001 to 20,000 5 Finance & Accounting, IT, HR, 2014 Europe
Procurement / Supply Chain
Firm 10 Energy & Utiities Private UsA 20,001 to 75,000 2 Procurement / Supply Chain 2006 South America, Asia Pacific
Firm 11 Diversified Private Norway 10,001 to 20,000 3 Finance & Accounting, IT, HR 2007 Europe
Conglomerate
Firm 12 Diversified Private Panama 10,001 0 20,000 3 Finance & Accounting, 2005 South America
Conglomerate Procurement / Supply Chain
Firm 13 Logistics Private Australia 1,001 105,000 2 Finance & Accounting, IT 2014 Asia Pacific
Firm 14 Energy & Uilities Private United Kingdom 10,001 to 20,000 2 Finance & Accounting, HR 2007 Europe, Asia Pacific
Finance & Accounting, HR, North America, Europe, South
Firm 15 Financial Services Private Switzerland 5,001 to 10,000 4 Procurement / Supply Chain 2011 America, Asia Pacific, Middle East &
Firm 16 Chemicals Private Peru 1,001 105,000 3 Finance & Accounting, IT, HR 2009 South America

particular departments, terminology and practices. These changes did not affect the basic
intentions of the items used. Moreover, considering the need for clarity, and preventing
the terminology from being interpreted differently, an explanation of the questions was
included, relating to the topics. In addition, maturity infographics were added to the
questionnaire to improve the interviewees’ understanding. The maturity items were rated
on 5-point Likert scales, ranging from: very low (1), below average (2), average (3),
above average (4), very high (5).

Data Analyses

All the data is screened on their normal distribution, based on the Kolmogorov-Smirnov
and the Shapiro-Wilk tests, and homogeneity of variance based on the Levene’s test.
Depending on the measurement level of the concepts, a specific statistical test is used.
In the case of data that does not meet assumptions of normality we used Mann Whitney
tests, in other cases we used t-tests or regression analysis, making use of SPSS.

4 Results

We tested the research model as depicted in Fig. 1. Some hypothesized effects were
found significant while other were rejected. With regard to hypothesis 1 our results
indicate that the maturity of firms that bundle services consciously as part of their
strategy (mdn = 3,00) is significantly higher, compared to firms that do not bundle
business services (mdn = 2,30) U = 460,50, Z = -3,724, p < 0,001, r = —-0,33. This
means that the hypothesis was supported. With regard to hypothesis 2, the results show
that the maturity of firms that have more than 6 years of experience in managing bundled
services (mdn = 3,00; U = 146,50; Z = -0,828 p < .03, r =-0,21) is significantly higher
than firms that have less experience (mdn = 2,10). Consequently, our hypothesis can be
accepted. Furthermore, the analysis show that the maturity of firms that act in the private
sector (mdn = 3,10), which relate to hypothesis 3, is similar to firms that act in the public
sector (mdn =300; U =673,50; Z=-2,237, ns, r =-0,09). Consequently, our hypothesis
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is rejected. When considering the relationship between the Finance and Accounting
function and bundles (hypothesis 4a) we found that the maturity of firms that included
F&A in a bundle (mdn = 3,00) is significantly higher compared to firms that excluded
F&A (mdn = 2,30; U = 596,50; Z = -3,908, p < .001, r = —0,34). As such, we find
evidence for the support of our hypothesis. In contrast our analyses of hypothesis 4b
indicate that there is no difference in maturity between firms that included (mdn
IT = 2,90) or excluded the IT function in a bundle (mdn = 2,80, U = 1810,00; Z = —
1,501, ns, r = —0,13), which result in the rejection of our hypothesis. With regard to
hypothesis 4c we found that the maturity of firms that included HR in a bundle
(mdn = 3,10) is significantly higher compared to firms that excluded HR (mdn = 2,60,
U =1333,50; Z=-3,531, p < .001, r =—0,31). Thus, our hypothesis is accepted. More-
over, our analysis of hypothesis 4d show that firms that include their Procurement func-
tion in a bundle (mdn Pro = 3,20) are significantly more mature, compared to firms that
exclude Procurement in a bundle (mdn = 2,60, U = 1185,00; Z = 4,420, p < .001,r =—
0,39). Hence, our hypothesis is accepted. Furthermore, the results of hypothesis 4e indi-
cate that there is a significant difference between firms that included their Marketing
function in a bundle (mdn = 3,10) and firms which excluded Marketing (mdn = 2,85,
U = 603,00; Z = -0,473, p < .001, r = —0,04). This means that the hypothesis was
accepted. Finally, when addressing hypothesis 4f, our analysis show that firms which
included Data Analytics as part of a bundle (mdn = 3,20) are significantly more mature
compared to firms that excluded Data Analytics (mdn = 2,80, U = 541,00; Z = -2,380,
p < .002, r = -0,21). Consequently, this hypothesis is accepted. The results of the
research model is shown in Table 3.

Table 3. Core relations as tested

Effect on

Core constructs Hypotheses Company maturity (Mann Whitney test) difference in
maturity
Hypothesis 1: Th diff in maturity between firms who bund
Bundle strategy ypothesis 1: There is a difference in maturity between firms who bundle ;. _ 3 5 ys mdn = 2.30; U =460.50; Z= -3.724, p < .001, r =-0.33 Yes

business services and firms who does not bundle business services.

Hypothesis 2: There is a difference in maturity between firms that are
more experienced in managing bundled business services and firms that Mdn, = 3.00 vs mdn = 2.10; U = 146.50; Z = -0.828 p < .03, r = -0.21 Yes
has less experience.

Experience in managing bundied
services

Hypothesis 3: There is a difference in maturity between firms that act in

Market characteristics o private Sactor and frms that act I the public sector Mdn, = 3.10 vs mdn = 3.00; U =673.50; Z= -2.237, ns, r = 0.09) No
Effect on

Bundled related constructs Hypotheses Company maturity (Mann Whitney test) difference in
maturity

Hypothesis 4a: There is a difference in maturity between firms that

Fi d Account t of
inance and Accounting as part of . je Finance and Accounting in a bundle and firms that exclude

Mdn F&A= 3.00 vs. mdn non F&A = 2.30; U = 596.50; Z= -3.908, Yes

abundle Finance and Accounting. P <001, r=034
IT as part of a bundle Hypothesis 4b: There is a difference in maturity between firms that Mdn IT= 2.90 vs. mdn non IT = 2.80, U = 1810.00; Z= -1.501, ns, r =-0.13 No
include IT in a bundle and firms that exclude IT.
R as partof a bundle Hypothesis 4c: There is a difference in maturity between firms that Mdn HR= 3.10 vs. mdn non HR = 2.60, U = 1333.50; Z= -3.531, p <.001, Vos
P include HR in a bundle and firms that exclude HR. =031
Procurement as part of a bundle  FyPohesis 4d: There is a difierence in maturity between firms that Mdn Pro= 3.20 vs. mdn non Pro = 2.60, U = 1185.00; Z= -4.420, v
ocurement as part of abundle 46 Procurement in a bundle and firms that exclude Procurement.  p <.001, r =- 0.39 s
Market L of abun Hypothesis 4e: There is a difference in maturity between firms that Mdn Mar=3.10 vs. mdn non Mar = 2.85, U = 603.00; Z= 0.473, p <.001, v
larketing as part of a bundle include Marketing in a bundle and firms that exclude Marketing. r=-0.04 e
Hypothesis 4f: There is a difference in maturity between firms that
Mdn DA= 3.20 vs. mdn non DA = 2.80, U = 541.00; Z= -2.380, p <.002,
Data Analytics as part of a bundle  include Data Analytics in a bundle and firms that exclude Data n vs.mdn non p< Yes

Analytics. =021

As anext step in our analysis we decoded a number of variables to dummy variables,
basically because they were measured on a nominal or ordinal level. Examples include:
type of sector (private or public), number of firm employees provided in classes,
geographical regions, and also the services as included or excluded in a bundle. We
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checked for multi-collinearity, making use of the VIF function to indicate the degree of
significance between independent variables [37]. Moreover, tolerance values were
defined to check multi-collinearity [38]. All variables included met the required criteria
for tolerance (>.2) and VIF (>10). We also checked the homogeneity of variance, resid-
uals and linearity. We deleted outliers from the analyses [39]. Consequently, 104 obser-
vations could be used. As the data set is relatively small we opt to pairwise exclude cases
of the sample to deal with missing values.

Our data contains five (5) firms that can be indicated as high leverage points, meaning
that we have to conduct additional analyses to see if they influence the regression model.
First, we measured the standardized difference between independent variables by means
of a standardized DF Beta analysis to indicate if these five firms influence the model
parameters. Based on the measurements we concluded that the five cases did not influ-
ence the model as a whole. Second, based on Cook’s distance analyses (highest value
is 0.19) we find evidence that the five cases do not affect the model. From a leverage
value perspective we also tested the five cases to determine if a single case influences
the model. [40] argue that if the leverage-value is higher than (3 * (k + 1)/N), in which
k indicates the number of predictors and N the number of the sample, an individual case
influences the model significantly resulting in an additional analyses. By conducting this
third step we find that the highest leverage value is 0.11 which means that no evidence
was found that the model was affected. Fourth, by using Mahalanobis distance we find
that based on 4 predictors and a sample of approximately 100 cases the highest value is
7, which is far below 18. The latter is seen as a critical level to conduct additional
research. Finally, to measure if a single case influences the variance of regression coef-
ficients we used the covariance ratio. Table 4 shows that all values that were found are
lower than the critical value (0.85), which means that the influence of the cases are not
significant.

Table 4. Results of high leverage points

Standardized DF  Standardized D S'2ndardized DF

Case Standardized DF Beta (number of  Beta (Private firm Beta (Marketing
Beta constant ) e excluded versus
bundled services) versus Public firm) .
included)
Firm 2 0.06 -0.11 0.07 0.18
Firm 6 0.61 -0.82 0.23 0.51
Firm 14 0.09 -0.09 -0.02 -0.06
Firm 17 -0.20 -0.10 0.14 0.13
Firm 87 -0.17 -0.09 0.12 0.11
Standardized DF
Case Beta (0 - 5,000 Cook's Distance  Leverage Value Mah.alanobls Covariance Ratio
employees or Distance
20,000 and more)
Firm 2 -0.44 0.06 0.03 1.91 0.63
Firm 6 -0.48 0.19 0.11 6.82 0.68
Firm 14 0.35 0.04 0.03 1.91 0.78
Firm 17 0.26 0.04 0.01 0.88 0.64

Firm 87 0.22 0.03 0.01 0.88 0.75
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As we opted to conduct an explorative study a stepwise regression was used. The
results of the regression analysis is shown in Table 5. The first step of the stepwise
method exists of the constant combined with the ‘number of bundled business services’
resulting in 26% explained variance (R* = 0.26). Next, we combined the dummy’s
number of bundled business services, Market characteristics, and Marketing excluded
from a bundle versus included, resulting in an increase of the explained variance to 41%
(R2 = 0.41). Finally, in the third step the constant, the number of bundled business
services, Market characteristics, Marketing excluded from a bundle versus included, and

the dummy number of employees were included. The explained variance increased
further to 46%.

Table 5. Stepwise regression

Beta Standard Error Beta Standardized Beta
Step 1
Constant 2.26 0.15 -
Number of Business Services 0.21 0.05 0.51***
F=21.76 (p < 0.001)
R? =26
Step 2
Constant 217 0.14 -
Number of Business Services 0.29 0.05 0.69***
Market characteristsics (Private firm with
Business Services versus Public firm with -1.18 0.33 -0.37*
Business Services)
:\:Zr:sélgg excluded from a bundle versus 0.70 0.29 0.27*
F=14.37 (p < 0.001)
R? = .41
Step 3
Constant 2.05 0.15 -
Number of Business Services 0.29 0.05 0.69***
Market characteristsics (Private firm with
Business Services versus Public firm with -1.12 0.41 -0.26**
Business Services)
:\:\I:ﬁde;lgg excluded from a bundle versus 0.74 0.28 -0.28*
Number of employees (0 to 5,000 versus 0.32 015 0.21*

20,000 employees or more)
F=12.59 (p <0.001)

R? = .46
*p<.05* p<0.01***p<0.001

5 Discussion

5.1 Constructs

When discussing the construct Bundle strategy our results indicate a correlation between
the strategy of firms to bundle business services and a perceived degree of maturity. This
finding may assume that firms that apply this strategy may achieve a higher degree of
organizational effectiveness. Sourcing literature [41] illustrate that firms that put effort
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in developing and shaping a sound sourcing strategy are more able to outsource opera-
tional tasks while mitigating risks. This implies that firms need some degree of maturity
to deal with complex arrangements. The survey results of the firms’ experience in
managing bundled services show that the degree of experience in managing multiple
business services correlate with their maturity. The interviews as well as the question-
naire data demonstrate that the vast majority of firms started with centralization of busi-
ness services by means of implementing SSCs. Based on previous research [42], we
argue that firms that originally set up modularized business services already gained
experience in managing complex services. As such, firm experiences influenced their
maturity level positively. With regard to the construct Market characteristics we found
no difference in maturity between private and public firms. We assumed that there would
be a difference as firms that act in the public sector have better process management
skills to deal with organizational complexity [36], which, in turn, influence the maturity
level of firms positively. An explanation might be the limited number of public firms
that were part of the survey. An equal percentage of private and public firms might show
other insights. Regarding the construct Finance and Accounting our research demon-
strate that when the F&A function forms a part of a bundle this correlates with the level
of firm maturity. An explanation for this finding could be that F&A was one of the first
business functions that was organized by means of a shared service center [6]. We may
assume that since then firms have built dedicated capabilities and have gained experience
in managing complex services. Consequently, their maturity increased over time. The
results show no difference in maturity when firms include or exclude the construct IT as
part of a bundle business services. The fact that no significant differences were found
could be explained by previous insights in management concerns, relating to IT. Based
on an extensive survey [26] found a number of business-IT related concerns, including
business-IT alignment, increase business agility and managing influential technologies
(i.e. Business Intelligence, cloud computing). We may assume that if firms are able to
deal with these concerns effectively, their degree of maturity will increase.

With respect to the constructs HR, Procurement, Marketing, Data Analytics, our
research shows significant differences in correlations between these functions and firm
maturity. It may be assumed that these type of services can be characterized as knowl-
edge-intensive, which is a prerequisite to support primary business processes. Literature
[43] reveal that firms that include knowledge-intensive business services as part of their
strategy are more ready to apply innovation. As such, these firms should be mature
enough to manage organizational complexity. Another explanation might be the influ-
encing role of capabilities. Bundling multiple business services implies that firms have
to accumulate specific capabilities that can only developed over a long period of time
(i.e. path dependency). This is consistent with [44] who studied bundled services from
amultisourcing perspective. They argue that the replication of client specific capabilities
takes significant time and effort. As a result, the presence of firm specific capabilities
assume a certain degree of maturity to manage business services effectively.

When interpreting the results of the regression analysis we focus on step 3 as we
used the stepwise method in particular. Based on the standardized regression coefficients
the research shows that the number of business services has the strongest impact on
maturity. An increase of business services correlates with a higher degree of maturity.
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In the second step the dummy Market characteristics and Marketing were included. We
found a negative linear relationship between these variables and maturity. This means
that the maturity of a firm acting in the public market is lower, compared to a firm in the
private market. The same goes for the Marketing function, as adding this function to a
bundle does not increase firm maturity. Finally, addressing the size of the firm, we find
a positive linear relationship to the level of firm maturity. Based on the outcome of the
regression model the R? measure of 0.46 indicate that 46% of the data is predicative.
This fits with our aim to conduct a highly exploratory study. The final regression function
can be constructed as:

Maturity of business services = 2.05 + 0.29 (number of business services) — 1.12
(public or private firm with business services) — 0.74 (marketing as part of business
services) + 0.32 (>20.000 employees).

In other words the maturity of firms in managing business services correlate with
the number of business services included and the size of the firm. With regard to the
number of business services our interviews revealed that before the bundling process
firms modularized services by means of separate entities (i.e. shared service centers).
As a next step firms gradually added services to a bundle to deal with organizational
complexity. This finding is related to previous research [7] in which the authors call for
more research why firms gradually bundle services over time. With regard to the size
of the firm we argue that specifically large private-oriented firms have the capacity to
attract highly skilled personnel with the experience to deal with the complexity of
managing bundled services. Moreover, we may assume that large firms are more able
to develop capabilities to support bundled services compared to smaller firms. As the
research objective of this paper is to study the effects of bundling business services on
firm maturity we used variance tests and regression analysis. Both analyses demonstrate
that private-oriented firms are more mature compared to public-oriented firms. More-
over, firms with a high number of employees are more mature compared to smaller sized
firms. However, our study reveals significant differences between both analyses.
Variance tests show that firms that bundle business services are more mature compared
to firms that manage a single type of service. The same goes for the functions Finance
and Accounting, HR, Procurement, and Data Analytics that are more mature compared
to firms that exclude these functions in a bundle.

These differences do not show up in the results of the regression analysis. It can be
argued that these differences in analyses are due to other effects. Mann-Whitney variance
tests are based on bi-variate relationships, which exclude other effects as is the case in
using regression tests. Another difference between both tests lies in the Marketing func-
tion. Variance tests show that firms that include Marketing are more mature compared
to firms that exclude Marketing in a bundle. This result is in contrast with the regression
test that illustrates that including Marking in a bundle does not lead to a higher maturity.
An explanation can be found in the way in which the variables are tested. When using
regression analysis the variables under study are tested without changing other variables.
This means that the other variables are seen as constant and only the partial correlation
between the two variables is tested which are controlled by the other constant variables,
as is not the case when conducting variance tests. We may argue that the outcome of the
regression test is, therefore, more robust compared to the variance test.
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5.2 Implications for Practice, Limitations and Suggestions for Further Research

Addressing the managerial implications, firms’ executive management should develop
a conscious bundling strategy taking the studied influencing factors into account. By
gradually adding business services to a bundle, managers are able to strengthen their
capabilities and redesign their organizational structure. As such, they are able to manage
organizational complexity while limiting the degree of uncertainty. Importantly, firms
should modularize their business services first as a prerequisite to bundle and unbundle
business functions. Moreover, firms should develop processes to cater for changing
circumstances when business services are added or removed of a bundle.

Our study identifies multiple issues that require further research. First, considering
the managerial complexity of bundled services we recommend more detailed research
to the effects of establishing relationships between business departments (demand-
oriented) and delivery units (supply-oriented). Relevant topics are related to the effects
of managing bundles services on existing or new type of sourcing capabilities and
governance mechanisms. Second, a limitation is imposed by the unbalanced response
to what extent sourcing modes are provided in-house (i.e. shared service centers) or
outsourced to the market. We suggest that future research will examine this effect and
their influence on firm maturity in more detail. Third, in future research, a more extensive
survey among firms is helpful to develop our model further in order to generalize the
results. Future empirical research is necessary to study the relationships between the
variables and their effect on firm maturity. To really understand causal mechanisms a
longitudinal research approach is necessary. In this paper we only try to focus on cova-
riance and we refrained from statements implying effects or impacts, being aware that
effects may also be inverse to what is proposed in the research model. In addition,
scholars may create insights in how bundled services have an impact on firm effective-
ness and performance. Future research could examine this effect.

6 Conclusions and Contribution

The aim of this research was to study the effects of modularization and, next, bundling
services on firm maturity in the context of business services. Based on a questionnaire
and in-depth face-to-face interviews we found evidence for the relevance of influencing
factors. Although directed on model testing, this research is highly exploratory. The
results as presented in this paper are a first attempt to interpret bundling effects on firm
maturity. The findings provide evidence that the number of business services and the
size of the firm correlate with the maturity of a firm.

Since empirical research on the bundling of modularized business services is scarce,
our contribution of this study is threefold. First, the vast majority of research on business
services studied individual sourcing modes (i.e. shared services centers or outsourcing
services). We studied various influencing factors from a holistic perspective (i.e.
complementary sourcing modes) and relate the outcome of bundling effects to firm
maturity. This is contrary to previous research that studies bundling effects from an
outsourcing perspective [7]. Secondly, as the topic of modularization of business serv-
ices is under-researched, our study contributes to partially filling this gap by studying
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specific business services in more detail and explain bundling effects on firm maturity.
Third, this study also contributes to IT sourcing practitioners by increasing the awareness
of the relevance of bundling various business services and its effect on maturity. We
expanded previous research of [7], who studied bundled ITO/BPO services in the period
2003 and 2008 by taking a more in-depth view on business services and provided actual
insights.
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Abstract. A Software Bot is a fundamental element of Robotics Process
Automation (RPA). RPA can be deployed to automate repeatable, mundane,
rules-based work-flowed process tasks across multiple functions in an organ-
ization, including Shared Services. While RPA holds high promise, using
Software Bots for process automation is not straightforward. The purposes of
this research are to (1) examine where Software Bots currently are being
deployed in Shared Services organizations and (2) understand the business
case, drivers and challenges. We conducted a survey involving Shared Serv-
ices leaders, functional leaders and RPA experts and discuss the best prac-
tices for analysing and optimizing the business benefits of implementing Soft-
ware Bots. The majority of the companies surveyed have limited application
of Software Bots in automating their business processes and are finding diffi-
culties in quantifying tangible savings and identifying cost of implementa-
tion. Based on these results we identify functional processes which are candi-
dates for automation using Software Bots and outline implementation steps
to automate processes beyond business process optimization.

Keywords: Shared Services - Functional services - Robotic Process
Automation - Software Bots

1 Introduction

Robotic Process Automation (RPA) is the concept of using a software platform of
“virtual robots” to manipulate existing application software in the same way that a
human does to process a transaction [1]. Imagine a world in which the meaning of “work”
has been redefined for millions of people. Where our service economy can actually focus
on providing services, delivered by an engaged talent pool that is innovating such serv-
ices. In this new world, work would no longer be a “four-letter word” associated with
functioning within repeatable systems with mundane transactional processes. Instead,
this other world would have workers who re-think end-to-end processes on a more
holistic level with the goal of simultaneously impacting several factors: quality, effi-
ciency, cost-effectiveness, functionality, customer satisfaction and compliance while
creating remarkable delivery of business support services. 2015 was to RPA what 1994
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was to the Internet - an auspicious start, but we haven’t seen anything yet. Thanks to
RPA, we are well on our way to creating the business operations of the future. However,
none of us can really predict just how revolutionary it will be [2].

Using a combination of literature study, discussions with RPA experts, survey and
in-depth interviews we address the following research questions:

1. What is the value potential of process automation using Software Bots?

2. How is the business case approved and by whom?

3. Which processes have been automated using Software Bots and in what functional
areas of Shared Services organizations?

4. What are the challenges with implementing Software Bots in Shared Services organ-
izations?

5. What benefits have been achieved by using Software Bots in Shared Services organ-
izations?

This paper is organized in following sections: Sect. 1 has just provided an introduc-
tion to Robotic Process Automation and set the stage for our study. Section 2 is a review
of literature related to Software Bots and RPA. Section 3 presents data collection
methods. Section 4 provides findings and analysis of data collected and Sect. 5 outlines
the conclusions and future research.

2 Literature Review

There is often a tension between business operations needs and the allocation of IT
resources. While the overarching mandate of an organization is to improve service and
reduce costs, the resources and priorities of the two groups are often misaligned. This
can result in constrained business growth and performance. Willcocks and Lacity
conclude that in pursuit of reduced costs and improved services, businesses have trans-
formed over the past few decades using the principles of Centralization, Standardization,
Optimization, Relocation and Technology Enablement. The researchers conclude that
the next logical step is to automate [3]. For most businesses, the best candidates for
automation are often “back office” processes, where the goal is to provide faster,
customer focused service to customers and to reduce high processing costs and error
rates; these are processes that are mundane and require entering repetitive data into
multiple systems where the systems don’t talk to each other [4].

Back offices are where the operational support systems for services are created,
managed, and delivered. Back offices are always under pressure to contain costs in highly
competitive industries like insurance and financial services, but cost efficiency must be
balanced with other performance imperatives such as service excellence, business enable-
ment, scalability, flexibility, security, and compliance. From years of research on back
offices, we have learned that low-performing back offices can be transformed to high-
performing back offices through six transformation levers: centralized physical facilities
and budgets, standardized processes across business units, optimized processes to reduce
errors and waste, work relocation from high cost to low cost destinations, technology
enablement with, for example, self-service portals, and automate services [3].



Software Bots - The Next Frontier for Shared Services 83

The business disruption caused by artificial intelligence and related technologies
(cognitive, machine learning and RPA) is already here and more business disruption is
on the way. In 1999, the big business disruption was the use of offshoring to create labor
arbitrage. The new disruptor is automation arbitrage, a term Gartner is using to describe
the recalibration of human labor to drive business outcomes. The initial low-hanging
fruit in this arena is RPA. It is relatively low cost, quick to implement and unobtrusive;
thus it starts what will likely be one of the most important conversations in the next five
years regarding how automation will change the value proposition in all organiza-
tions [5].

Major business functions that offer opportunities for process improvement through
RPA include supply chain management, sales, finance and accounting, and human
resources. RPA is ideal for preventing error rates, reducing variability, improving cycle
time, and increasing productivity in processes that follow a standard procedure with
minimal deviation. Software Bots can perform repetitive, monotonous, high-volume
tasks, freeing workers to focus on activities that require higher-order thinking. High-
volume bulk processing functions within tools such as enterprise resource planning
(ERP) systems or core databases are ideal candidates for RPA, as are desktop applica-
tions and workflows that require information gathering from multiple sources. For tasks
too small and diverse for IT changes, RPA offers an alternative to outsourcing and
offshoring [6].

Finance functions are under significant pressure across all industries and specifically
in the financial services sector. Some of the major challenges in the financial services
sector are to reduce costs and support decreasing margins, to improve speed, volumes
and quality of information provided to focus on delivery of value adding insights to the
business. The RPA implementation burdens (costs and timelines) are relatively insig-
nificant, compared to major IT platform updates. Therefore, it is likely that RPA will
quite quickly convert from a differentiator delivering a competitive advantage to a
standard practice that needs to be followed for survival. RPA provides a competitive
advantage by helping to meet today’s challenges by radically improving cost efficiency
under growing pressure on costs, helping to remain in control in the constantly changing
environment and allowing to focus skilled resources on driving value creation for the
business. RPA is quickly evolving into a new hot topic in the Finance world as significant
potential has become evident. And most of large players in the financial services sector
are either assessing possibilities to benefit from RPA or even proceeding with the first
implementations [7].

Finance leaders obsess about transformation levers - people, process and technology.
However, today’s solutions save the requisite investment in an expensive ERP platform,
have typically leaned heavily on the equation of people and process. Less expensive
resources located offshore delivering transactions, plus added process improvement
equals significant savings. Up until now the technology component has mainly been
limited to communication widgets that facilitate workflow and e-invoicing.

RPA is the application of flexible tools to automate manual activity for the delivery
of business processes or IT services. It is most applicable to rules driven, data-intensive
processes that are repetitive in nature. They can cross multiple systems, and include
multiple decision points/calculations. They require an electronic input or trigger to
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commence working, yet the underlying technologies are still emerging, each taking a
different approach [8]. RPA is a way to automate repetitive and often rules-based
processes. These transactional processes are typically located within a Shared Services
centre or another part of the back office. Software, commonly known as ‘Robot’ or “Bot”,
is used to capture and interpret existing I'T applications to enable transaction processing,
data manipulation and communication across multiple IT systems. Multiple robots can
be seen as a virtual workforce, working as a back-office processing centre but without
the human resources. Software Bots undertake processes similar to human counterparts
and can work on multiple processes just like a Shared Services staff member can learn
to work on an accounts payable process and a travel and expenses process. The robots
use a ‘virtual machine’ and dedicated logins to interact with different applications and
systems in the same way as human teams [9].

RPA does not replace Business Process Management (BPM), but rather comple-
ments it. RPA and BPM are each suited to automating different types of processes. BPM
solutions are best suited for processes requiring IT expertise on high-valued IT invest-
ments like ERP and Customer Relationship Management (CRM) systems. BPM solu-
tions are developed by IT staff. The two distinguishing attributes of RPA software are
that it is designed for non-programmers to use and it does not disturb existing systems.
This means that the threshold of business processes worth automating are substantially
lowered. Now, those swivel chair processes that are owned by operations and are too
small to justify the use of IT development resources can be automated by business oper-
ations staff. RPA solutions are typically deployed by business operations staff with IT
oversight (but not with IT developers) for processes that require business and process
expertise. The significantly lower IT investment costs now makes automating these
processes financially beneficial. Pat Geary, CMO for Blue Prism, said: “We are not
trying to replace enterprise IT, and we are not really trying to compete with BPMS. It’s
really this long tail of processes that are typically deployed by humans that are most
suitable for RPA. Humans can be redeployed to more intelligent decision-making tasks”
[3, 10].

For many enterprises considering Robotic Process Automation, concerns around
security are preventing action. While RPA is one of the most popular enablers of serv-
ices, there is plenty of mistrust, and sometimes fear, around the idea of unleashing an
army of robots on enterprise systems. In many cases, it is the IT department, often for
right reasons, that presents the main hurdle. While an often touted ‘benefit’ of RPA is
that the business itself can implement robotic solutions with little input required from
IT, the truth of the matter is that an organization will need engagement of IT in design
and deployment if it needs them to partner on a solution, especially when things go
wrong. Despite these concerns, the market for RPA is undoubtedly growing. The danger
is that in the current feeding frenzy, it is tempting for companies to build a ‘quick and
dirty’ robotic capability that lacks security, scalability, and sustainability. While there
may be cost benefits in the short-term, there is a good chance that the company will pay
for it in risk and scale, in the long-run [11].

An example of potential reduction in Finance & Accounting (F&A) operations costs
shows the impact of RPA as reported in [12]:
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Baseline cost of onshore F&A operations 100%

Cost reduction due to offshoring (43%)

Reduced cost of off-shored F&A operations 57%
Cost reduction due to RPA implementation (15-22%)
RPA implementation and running cost (2%)

Reduced cost of optimized F&A operations 33-40%

Gartner estimates that by 2017, autonomics and Robotic Process Automation (RPA)
will drive a 60% reduction in the cost of many IT services, primarily through automating
repetitive tasks currently performed by humans. Potential applications of RPA solutions
include traditionally labour intensive areas such as service desks and customer care
centres, as well as a broader range of functions in IT operations, such as network, storage,
server and application management, database administration, virtual machine provi-
sioning, process orchestration and teleconferencing. Service delivery model options
include partnering directly with a software provider such as Arago, BluePrism or IPsoft;
working with a service provider that licenses smart software; or working with a provider
that offers a home-grown solution [13].

The stewardship responsibilities of CFOs often make them, understandably, quite
conservative. Though there is some evidence of uptick in embracing newer concepts
such as cloud and mobile in the finance organization, is untested robotics software a
stretch too far for finance leaders? What assurances does the CFO need to move forward?
Does the controls environment change? What are the implications of RPA upon the
organization? Proponents of robots in the finance functions must be prepared to answer
these questions [8].

Robotic Process Automation (RPA) is being deployed in shared service organiza-
tions as the next transformation lever beyond centralization, standardization, optimiza-
tion, relocation to low cost areas, and use of enabling technologies. Although shared
service organizations have long-deployed enabling technologies like standard Enterprise
Resource Planning (ERP) packages, self-service portals, and low-level automation tools
like scripting and screen scraping, RPA is a new breed of software that allows enterprise-
safe automation of processes [14].

In industries ranging from banking and insurance to healthcare and the life sciences,
robotics offer companies benefits that include [6]:

e Fast ROI: Robotics tools are fast, easy and relatively inexpensive to implement -
development in six to eight weeks is typical for faster realization of return on invest-
ment. Outsourcing consultancy Everest Group reports that RPA can reduce costs by
up to 65%. And RPA’s ability to log data at the transactional level enables ongoing
decision-making that is fast, accurate and predictive.

o Flexibility: Depending on project requirements, robotic tools can be developed either
in “batch mode” to complete end-to-end processes or when human intervention is
indispensable, in “assisted mode.”

e Security: RPA can be integrated with multiple applications at the presentation layer,
ensuring that clients’ applications are not modified or enhanced by the robot. It also
carries no risk of unauthorized data access: Since the business function leverages the
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already-available underlying application, access authorization concepts are
automatically inherited.

Robotic Process Automation is not a temporary trend and it is an evolution of tech-
nology in support of automating processes. One of the great potential advantages of
robotics is that it offers an affordable, relatively easy to implement and a cost-effective
solution.

3 Data Collection Methods

Despite the huge potential for RPA and software bots in shared services, little is known
of their application and business value in this area. In this study, we address the five
research questions stated in the introduction by conducting a survey of RPA Professio-
nals, Shared Services Leaders and Functional Leaders in USA, Europe, Canada, China,
Singapore and India. The survey was sent to over 150 leaders and 42 respondents from
companies in nine industries participated in the survey. To gain additional insights, in-
depth interviews were conducted with 12 respondents who have implemented Software
Bots. Figures 1 and 2 show the distribution of respondents by industry and by revenue.

Percentage By Industry

Utilities
2%

Conglomerate
17%

Technology
12%

Fig. 1. Distribution of respondents by industry
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% OF COMPANIES WITH REVENUE RANGE IN US$

»50 Billions
7%

<5 Billions
36%

10-20 Billions
14%

5-10 Billions
29%

Fig. 2. Distribution of respondents by revenue

In addition to the demographic questions asked in the survey, the survey participants

were asked 21 questions. The questions asked were:

Ll NS

oW

10.
11.
12.
13.

14.

15.

Have you heard about RPA?

Have you heard about Software Bots?

How can RPA be defined and classified?

Do Software Bots have the potential for automating processes within your shared
services organization?

Have Software Bots been implemented within your company?

If Software Bots have been implemented within your company, who developed the
software for you?

What is the current status of implementing Software Bots in your shared services
and functions within your company (please check all applicable answers)?

Have you received tangible or intangible savings through implementation of Soft-
ware Bots (please check all applicable answers)?

When were Software Bots adopted within your company (please check all appli-
cable answers)?

Did you create a business case for Software Bots?

What was the basis of your business case?

Who approved the business case for adopting Software Bots?

What were the difficulties in developing the business case for adopting Software
Bots anywhere within your company (please check all applicable answers)?
What non-financial factors were considered critically important in the development
of the business case for Software Bots?

Which functional processes do you think are candidates for automation using Soft-
ware Robots (please check all applicable answers)?
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16. What processes should not be considered for automation using Software Bots
(please check all applicable answers)?

17. What are the challenges for automating processes using Software Bots (please
check all applicable answers)?

18. Whatare the perceived/actual benefits of Software Bots (please check all applicable
answers)?

19. What are the key shortcomings of Software Bots (please check all applicable
answers)?

20. If you were to further automate your processes, what methodology will you use?

21. Which one of the following outcomes is most important in automating processes
in your functions and shared services within your company?

Survey responses were summarized in an Excel spreadsheet for analysis purposes.

4 Results

4.1 What Is the Value Potential of Process Automation Using Software Bots?

All of the respondents indicated that they have heard about RPA and Software Bots.
They were divided in their views about the value potential of Software Bots for auto-
mating processes within their Shared Services organizations. 28.5% indicated that the
Software Bots have vast potential whereas 43% and 28.5% indicated Software Bots have
large and small potential respectively within their organizations. These results indicate
the diversity in organizational operations and organizational maturity levels. In response
to the question regarding how RPA can be defined and classified, the following answers
were provided. Definitions provided were used to assess the degree to which respondants
were familiar with RPA. This was used for analysis purposes including the assessment
of the validity of participants’ responses to the other questions contained in the survey:

e As Peter Moller from Deloitte often says “these are macros on steroids”. They enable
to automate and speed up the data processing across systems.

e Software that performs faster, error free, devoid of human challenges of time/age/
health
Replicating human activities through the use of a computer based system
RPA is the application of technology that allows employees in acompany to configure
computer software or a “robot” to capture and interpret existing applications for
processing a transaction, manipulating data, triggering responses and communicating
with other digital systems.
Semi-automatic, run book automaton
Robot Process Automation or a software to let a robot mimic what a human is oper-
ating from a computer

4.2 How Is the Business Case Approved and by Whom?

70% of the respondents mentioned that a business case for Software Bots was created
within their organizations and the primary basis of their business case was reduced
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operational costs (33%), FTE reduction (33%), improved customer service (17%) and
improved quality (17%). The business case for adopting Software Bots was approved
by the CEO in 28% of the cases and in other cases it was approved by the COO or the
Shared Services Leader. Based on responses received, the common primary difficulties
in developing the business case for adopting Software Bots anywhere within their
companies can be summarized as:

Difficulty in quantifying tangible savings (57%)
Difficulty in estimating FTE reductions (29%)
Difficulty in identifying cost of implementation (14%)
Lack of co-operation from IT group (29%)

These findings are similar to those cited in the literature: Finance directors are unclear
about the hard benefits of RPA. They see the numbers in other processes such as claims
management, but can only imagine the business case for the Finance function [8].

Similarly, the most common non-financial factors considered as critically important
in the development of the business case for Software Bots can be summarized as;

Existence of controls environment (71%)
Governance Structure (29%)

Approval of external auditors (29%)
Disruption in operations (14%)
Motivation of employees (71%)

4.3 Which Processes Have Been Automated Using Software Bots and in What
Functional Areas of Shared Services Organizations?

The respondents thought that the following functional processes are candidates for
automation using “Software Robots” (see Table 1):

Table 1. Functional processes are candidates for automation using “Software Robots”

Finance function HR function IT function
Accounts Payable Payroll Ticket Management
Order-to-Cash Hire-to-Retire Database
Procure-to-Pay Management
General Ledger

Financial Analysis

Financial Reporting

57% of respondents also mentioned that processes requiring intelligence in the first
phase of roll out, all processes requiring judgement (except parts of these which can be
automated) and recruitment processes should not be considered for automation using
Software Bots.
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4.4 What Are the Challenges with Implementing Software Bots in Shared
Services Organizations?

The respondents identified the following challenges for automating processes using
Software Bots:

Lack of resources (29%)

Fear of job loss by employees (43%)

Unclear division of responsibilities between IT and Functional organizations (29%)
Lack of standard processes (43%)

Budget constraints (29%)

Lack of management support (14%)

No viable business case (14%)

The fear to automate a messy process instead of streamlining it - and the potential
issues with future changes and regression testing (14%)

RPA solutions are very expensive and pricing policy very obscure (14%)

Weak change management process across the organisation and most precisely in IT
operations (14%)

e Lack of understanding of what RPA means and where it can be applied (14%)

The key challenges identified for automating processes using Software Bots are fear
of job loss by employees, lack of standard processes, unclear division of responsibilities
between IT and functional organizations, lack of resources and budget constraints. These
implementation challenges are similar to those cited in the literature: the biggest chal-
lenge is the kind of cultural change that you need for automation. The challenge is that
bridge between RPA being an IT tool and the business side of it (Lacity and Willcocks
2016).

4.5 What Benefits Have Been A chieved by Using Software Bots in Shared Services
Organizations?

The respondents identified the perceived/actual benefits of Software Bots as follows:

Reduction in FTEs (71%)

Elimination of errors (86%)

Increased speed of operations (100%)

Utilization of FTEs on more value-added activities (86%)
Improved customer service (57%)

Improved agility (14%)

Improved capacity management (14%)

Increased customer satisfaction (71%)

Increased agility to handle more work during peak periods (57%)
Increased Quality (57%)

Well-being of Operators as they are off-loaded of non-rewarding tasks (14%)
Better auditing of all transactions (14%)

Reduced fraud (14%)
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Key shortcomings of Software Bots were identified as follows:

Business disruption (43%)

Employee anxiety (43%)

No tangible benefits (29%)

Difficult to implement (29%)

By reducing the processing costs even further than offshoring, RPA will reduce the
incentive to further optimize processes, creating the risk of complexity and reducing
the implementation speed of future changes (14%)

e Capacity of existing systems to handle increased volumes (14%)

In summary, responses received identified, the key benefits associated with Software
Bots as increased speed of operations, elimination of errors, utilization of FTEs on more
value-added activities, increased customer satisfaction, reduction in FTEs, improved
customer service, increased quality and increased agility to handle more work during
peak periods whereas the key associated shortcoming were identified as business disrup-
tion, employee anxiety, no tangible benefits and difficult to implement. The benefits
cited in literature are similar: RPA software programs are faster and more accurate than
humans. They have super-human stamina, offering 24/7 productivity with no processing
handoffs due to shift changes. They can be scaled up quickly to handle seasonal or
unanticipated spikes in work volume. And if they need to be shut down temporarily,
they can simply “go to sleep” [6].

Our survey and in-depth interviews reveal that there needs to be a business case for
the implementation of Software Bots in Shared Services. Forward-looking organizations
seeking to drive long-term value are finding many advantages to implementing Software
Bots in Shared Services. In 47% of the companies, external solution providers in
conjunction with internal IT organizations were used to develop the software necessary
for implementing Software Bots within their shared services organizations.

In one of the respondent company’s canteen there is a poster which says “Drink
coffee and make stupid things faster and with more energy”’. The concern is that they
see RPA a bit like that. That does not mean RPA cannot be useful, and it may prove an
interesting temporary solution to lots of problems. However, they are also concerned
about the risk of complexity it will create and the added dependency on external software
providers. Process standardization, improvement in service quality and cost reduction
are the most important outcomes in automating processes in Shared Services. Some
organizations still feel that if they were to further automate their processes, they will use
ERP and/or other enterprise management systems instead of Software Bots. They think
that RPA is not the solution to all needs as ERP and BPM can be alternate ways to
automate processes.

The results clearly show that Software Bots are a very new phenomenon. The bots
were adopted in Shared Services organizations about 6—12 months ago in 30% of the
companies whereas 30% of the companies have not implemented any Software Bots in
their Shared Services organizations. The adoption rate for Software Bots in European
Shared Services organizations is much higher than those in North American organiza-
tions whereas it is much smaller in Asian organizations. Also, the adoption rate in larger
companies (annual revenue greater than US$10 Billions) is higher than those in smaller
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companies. Based on the results, there was no differentiation by industry. The imple-
mentation in other companies is at various stages with most of them conducting pilot
tests or developing business cases. Governance is a key and so is a stable IT infrastruc-
ture. New type of skills (Change Managers, RPA Developers, and Robot Farm Managers
etc.) are emerging.

In this paper, we have indicated both possibilities and limitations of what Software
Bots can do in the arena of Shared Services. What this means is that in future years, we
will see much more transformation in the nature of Shared Services work. It is difficult
to assess the impact of Software Bots on jobs but as automation of low-level jobs
continues, fewer people will be needed in these job categories. A backlash from
employees is expected due to increased adoption of Software Bots but as the new job
categories emerge, the employees will begin understanding the economics of service
delivery and the opportunities to work in higher decision-making environments.

5 Conclusions and Future Research

In this research paper we have focused on understanding the use and experiences of RPA
and Software Bots in automating processes within Shared Service organizations. The
results indicate that currently Software Bots have been implemented to a limited extent
in Shared Services organizations although the value potential is being increasingly
recognized by these organizations.

Economic growth will result in faster adoption of Software Bots but will have limits
to their applicability due to greater demand for specific skills required to oversee the
work done by Software Bots. Companies will need to deal with inevitable growth in
data in future and Software Bots will provide only a partial solution. Our prediction is
that some of the work being outsourced today will be brought in-house as the adoption
of Software Bots increases in companies.

The key benefits of Software Bots that have been identified by the service organi-
zations participating in this research, including increased speed of operations, elimina-
tion of errors, utilization of FTEs on more value-added activities, increased customer
satisfaction, reduction in FTEs, improved customer service, increased quality and
increased agility to handle more work during peak periods are similar to those benefits
cited in the literature by non-Shared Services organizations. The key implementation
challenges identified through this research are unclear division of responsibilities
between IT and functional organizations, lack of understanding of what RPA means and
where it can be applied, lack of management support and weak change management
process across the organisation. These identified key implementation challenges are the
same as those cited in the literature by non-service organizations.

For many processes, RPA can take the human touch point out of the equation and
eliminates subjective errors. The RPA experts conclude that rather than cutting back on
FTEs, staff can be redeployed into roles where, free of the routine, transactional work,
they can leverage their know-how and expertise to deliver far greater value. While RPA
can drive down errors, duplications, or high processing costs, the additional benefit of
refocusing staff in Shared Services organizations on analytics means that all-important
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business insights and intelligence can be leveraged for improved decision-making. This
means improving end-to-end process efficiency and effectiveness. Software Bots
provide an alternative career path that retains the best talent by offering the opportunity
to develop new, in-demand skillsets within a Center of Excellence (CoE).

In order to maximize benefits from the implementation of Software Bots an organ-
ization should start where there is volume and not where there are problems, and then
centralize, standardize repeatable processes, run a pilot, optimize for immediate value
and optimize for future value. A responsibility relationship chart should be developed
to clarify the roles and responsibilities of business groups and IT groups during imple-
mentation of Software Bots so that the business processes are owned by the process
owners and technical issues are addressed by IT. A RACI (Responsible, Accountable,
Consult and Inform) chart is a good tool to document the division of responsibilities.

Research is known to yield insights that are ripe for further research. While there are
many questions that could be raised, we suggest three future research areas namely: (1)
Role of IT in implementing Software Bots in Shared Services organizations, (2) Compo-
nents of a compelling business case for implementing Software Bots in Shared Services
organizations and (3) As Software Bots alter the “social dynamics” of organizations,
exploration of the theoretical underpinning of Sociomateriality Theory to better under-
stand how Software Bots alter the human-technology relationship [15].
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Abstract. Understanding the strategic relevance or significance of Corporate
Social Responsibility (CSR) in the international offshore business process
outsourcing (OBPO) context requires examination of the complexity of
conflicting interests of competing stakeholders, philosophical and theoretical
perspectives within the frameworks of different cultures, legal systems and atti-
tudes. This research makes an original contribution to the study of CSR activities
of organisations involved in OBPO. The findings could be useful for other
researchers in the areas of CSR and compliance, for evaluating or comparing other
programs, or used to assist businesses involved in OBPO to target their CSR
strategies. This chapter investigates how CSR, particularly the contribution of
CSR to gender equity in the workforce, as it is applied and implemented by
organisations that engage in OBPO. It contributes to a stream of research that
addresses critical success factors for OBPO relating to relationships and end-user
customers.

Keywords: Corporate Social Responsibility - Global in-house centres - Gender

1 Introduction

Offshore business process outsourcing (OBPO) is the delegation of one or more business
processes to an offshore captive centre or a third party service provider [1-3]. The aim
of this paper is to investigate CSR (in terms of its application of gender reporting and
gender equity objectives) and implementation in OBPO organisations with Global In-
house Centres (GICs). In this international OBPO context, different cultures, legal
systems and attitudes impact on the implementation of CSR. This research examines
how gender equity as a factor of CSR can be applied to understand how CSR and OBPO
combine strategically (or otherwise) in business models designed to strive for efficien-
cies and appeal to investors.

The research at hand varies from earlier research in that it seeks to explore a specific
area of corporate behaviour that is contested and contentious. CSR creates tension
between the costs to shareholders and profits, of delivering CSR strategies versus bene-
fits from improving the image of corporate citizenship and building positive
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relationships with stakeholders off or onshore. This research will examine the intersec-
tion of CSR and an area of OBPO not previously investigated.

1.1 Contribution of this Research

This paper investigates how CSR, particularly the contribution of CSR to gender
equality in the workforce, is applied and implemented by organisations that engage
in OBPO. Addressing gender equity within the OBPO industry may provide a tool for
managing high rates of staff attrition (i.e. turnover), which has been recognised as a
major problem for the whole industry [4]. Our research finds that female staff
frequently make up at least 50% of staff working in operational roles in OBPO GICs
located in India and the Philippines, but women are under-represented in senior
management roles. As a consequence, female workers in OBPO tend to be paid less,
employed at lower levels and consequently may show lower levels of organisational
engagement. Thus, a commitment to gender equality as part of CSR initiatives is
highly likely to increase staff engagement, and reduce turnover, with consequent
overall improvement in OBPO industry performance.

Other researchers in the areas of CSR and compliance may find the results of the
research useful for evaluating or comparing other programs, or to target their CSR
strategies.

2 Literature Review

2.1 OBPO

The value of the global Offshore BPO (OBPO) market total revenues are estimated
to be

“$140,316.1m in 2016, representing a compound annual growth rate (CAGR) of 4.4% between
2012 and 2016... - The performance of the market is forecast to decelerate, with an anticipated
CAGR of 3.1% for the five-year period 2016-2021, which is expected to drive the market to a
value of $163,764.0m by the end of 2021” [5].

With such a large modern market it is instructive to have our attention drawn to the
similarities of the early colonial mercantilist ventures into new world markets for
resources and cheap labour [6] and the beginnings of modern OBPO business practices
that still source global resources and labour.

“The current high level of interest in offshoring is a logical extension of the large-scale
outsourcing phenomenon that occurred in the 20th and early 21st centuries (Weber, 2004)
although offshoring has existed as an organisational and societal issue since the dawn of the
Industrial Revolution...” [7].

Metters and Verma [8] argue that “Information technology (IT) outsourcing most
likely began in 1949 with ADP performing payroll processing for other firms”, and that
offshore service work started in the U.S. in the 1970s before modern telecommunica-
tions. Metters and Verma [8] explain that “At that time, a few firms sent large batches
of paperwork that was not time sensitive to the Caribbean by ship...large scale IT
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outsourcing is generally traced to the 1990 decision by Eastman-Kodak, a Fortune 200
firm, to outsource virtually all its IT functions” [8].

Previous OBPO research investigating has focused on managing offshore relation-
ships [9], “developing ways to measure success (Aubert et al. 2004; Lacity et al. 2010;
Lee et al. 2004), or critiquing implications for managing personnel and labour metrics
(Capron, 2009; Ho 2003)” [9]. An earlier literature review of BPO academic articles
reviewed 87 research articles published between 1996 and 2011 in 67 journals. Most of
all the BPO research papers were published in the period since 2008. 58% of the
published papers have addressed Offshore BPO (OBPO). Lacity et al. [10] identify three
themes in OBPO research: BPO decisions, BPO outcomes, and miscellaneous BPO
research themes. It is noteworthy that none of the 87 OBPO papers reviewed covered
the links between CSR and OBPO; nor do Lacity et al. identify any research about the
links between stakeholders and offshoring decisions [10].

Strasser and Westner [11] review 95 articles published between 2010 and 2013
dealing with IS Offshoring. They identified Wreford et al. [12] as the only research
approaching customer satisfaction and BPO success. There was no published research
addressing the issues of CSR specifically as an element of the OBPO captive business
model located. Lacity and Willcocks [13] point to the strain between competing interests
in offshoring relationships;

“The provider’s centralised culture is looking to generate growth, while the globally dispersed
delivery teams want to please both their supervisors and customers, which can leave them caught
between conflicting cultures” [13].

Neither Gonzalez et al. [14] or Oshri and van Uhm [15], identify any researched
links between OBPO staff and shareholder stakeholders and corporate offshoring deci-
sions. This gap in the research means that there has been no academic investigation of
the importance or effect of consumer satisfaction, domestic political responses, or labour
relations on organisational decisions to embark in OBPO involving a captive model.

Offshoring may occur through outsourcing to offshore service providers that hire,
train, supervise, and manage their own personnel, and the organisation becomes the
vender in the OBPO relationship. Alternatively, an organisation may set up service
operations in another country, but the management of staff and processes are handled
by the organisation rather than by an external contractor or vendor [16]. Formally called
captive centres these offshore operations are increasingly demanding recognition as
Global In-house Centres (GICs).

Oshri and van Uhm [15] observe that GICs have developed their own development
trajectory of four phases since decisions to move into India in 1985. The fourth phase,
since 2010, is marked by a reduction in captive start-ups, and a pattern of re-shoring/
back-shoring or near-shoring [15, 17]. Despite some estimates that the growth in the
global value of OBPO has decreased in the last three years [4], future decisions about
reaching into the global labour marketplace, engaging in OBPO or back-shoring, will
rely more than ever before on the ability to answer questions about strategy, stakeholder
engagement and impact. Oshri poses two questions that challenge OPBO.

e “.. . how should a parent company strategically perceive its captive centre in view of
its allocation and use of resources?
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o Secondly, what sets of capabilities should companies develop offshore to support the
evolution of a captive centre?” [17].

An organisation’s decision to locate some part of its operations where it will be better
positioned to leverage lower cost resources, particularly human resources, can awaken
consumer criticism based on perceptions of the organisation valuing profit over customer
satisfaction. Consumers and public sentiment may question support for the workers in
the home country, or raise challenges to the acceptance of cultural and racial diversity
when sourcing a global workforce. In the home country, there is hostility to offshoring
particularly offshoring services that are first connection services - customer call centres.
There is also cognizance of other manufacturing and production jobs being moved
offshore and an equivalence being drawn between offshoring and some kind of racial
and cultural blame that can be placed on the shoulders of the ‘other’. In this worldview,
there is a simple understanding that jobs that could and should be done ‘at home’ are
going offshore and given to foreign workers.

Multinational corporations are routinely critiqued for social and environmental harm
occurring in their supply chains. These examinations and expectations call into their
legitimacy and their responsibilities as corporate services. The organization needs the
support of its customers and other stakeholders in order to reach its business objectives.
This support is manifested through recurrent transactions and trust in the brand and social
behaviours of the organisation.

“Some corporations react by attempting to influence public opinion in general and the percep-
tion of their key stakeholders in particular by counter-communication...and the fact that multi-
national corporations operate within numerous and sometimes contradictory legal and moral
contexts, makes a simple adaption to external expectations difficult. It is a social contract that
reflects the unique challenges of this century”... “business firms are often required to establish
the third form of legitimacy: moral legitimacy” [18].

Wreford et al. [12] discuss the connections between demonstrating corporate social
responsibility and the social or moral license to operate. The social license to operate is
an element contributing to consumer support, and balancing the expectations of stake-
holders. The need to capture the approval of customers and stakeholders is crucial to the
sustainability of organisations seeking to obtain the efficiencies of off-shoring business
processes to locations with lower operational inputs. CSR is one of the capabilities that
contribute to the set of resources required to develop offshore capabilities.

22 CSR

“The Corporate Social Responsibility (CSR) field presents not only a landscape of theories but
also a proliferation of approaches, which are controversial, complex and unclear” [19].

Generally, the literature acknowledges that since the 1800s there has been some
notion of the interaction between the corporate world and civil society. Determining the
origins or oldest existing model of CSR largely depends on how CSR is defined by
historians, analysts or researchers. For example, the loosest definitions recognise any
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act by a business that imitates a kindness or concern for civil society. Within that frame-
work, any business organisation that considered the health or safety of workers or their
families could be construed as engaging in acts of corporate social responsibility.

Crane [20] argues that some of the first acts of corporations acknowledging their role
as corporate citizens were linked to the American Civil War (1861-1865). However, in
Britain at about the same time the Cadbury family were beginning production in
Birmingham and were soon to establish the Bourneville Trust as a way to offer their
employees cheap, healthy housing.

By the turn of the century, there was growing interest in incorporations in Europe
and America maintaining societal trust [20]. Endicott-Johnson was making housing and
health schemes available to (often) migrant workers in New York. However, the real
links came with the First World War, and support by business of the YMCA. During
this period in Germany the Waldorf—Astoria cigar factory established an on-site kinder-
garten for the children of factory workers. Crane argues that the depression opened the
door for corporations to look after market share and Labour, and it is in this period that
in the USA, Kellogg implemented a 30-hour week for staff.

There is general acknowledgement in the literature that since the 1800s there has
been some notion of the interaction between the corporate world and civil society. The
long history of corporate responsibility suggests that in the early decades of the 21st
century, a new social contract between business, government, and society is taking
shape.

Despite the ragged and contested origins of understandings of corporations as partic-
ipants in the civilian society, there is some convergence in the literature about the emer-
gence of the self-awareness of the corporate citizen appearing in the second half of the
20th century [20]. A.B. Carroll, one of the leading researchers in the field “traces the
evolution of the CSR construct beginning in the 1950s, which marks the modern era of
CSR. Definitions expanded during the 1960s and proliferated during the 1970s. In the
1980s, there were fewer new definitions, more empirical research, and alternative themes
began to mature” [21].

The long history of corporate responsibility suggests that in the early decades of the
21st century, a new social contract between business, government, and society was
evolving. Answers to the question when is it right for business to become involved in
the community, not merely the market, invites analysis from many disciplines and polit-
ical dispositions. The questions of business and business scholars alike tend to centre
on when is it right, not merely appropriate, for business to become involved in the
community beyond just the market. Answers to that question invite analysis from many
different fields including politics, business, and economics, and the attendant theories
and sub-disciplines.

CSR literature can be divided into three areas or themes.

e The academic endeavour or “problematizing”. This area engages with theories of
business, regulation, defining CSR, and political economy.

e “Doing CSR” is literature that tells about CSR initiatives, how they worked, where
they worked, whether or not certain organisations are practising CSR or in fact guilty
of the opposite.
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e “Working CSR”, some researchers investigate how organisations include CSR as an
operational matter; how CSR is measured, why firms choose the CSR programs they
do and how much organisations spend [22-24].

Practising and publicly reporting CSR, presents an organisation as ethical and worthy
of trust, and in doing so, captures the goodwill, empathy and trust of stakeholders espe-
cially clients, customers and labour, in home countries. The development and mainte-
nance of trust has been identified as a factor of off-shoring success [12]. This move
toward overt and targeted CSR responses and public reporting is prompting the strategic
alignment of CSR with core business.

“[CSR] is becoming established in many corporations as a critical element of strategic direction,
and one of the main drivers of business development, as well as an essential component of risk
management...rapidly moving from the margins to the mainstream of corporate activity...” [25].

CSR initiatives and practice help demonstrate the moral authority of the corporate
citizen. It is a part of the social contract that reflects the unique “challenges of this
century. As the social and economic landscape continues to shift, business faces a
dynamic reality: Legitimacy is never guaranteed—it must be earned every day.” [21]
There is little research at hand that looks specifically at CSR in the OBPO context of
captive or global in-house centres.

Carroll argues that for modern businesses the reality is that CSR is an essential
element of the social contract between operations and the community. Galbreath [26]
accommodates both formal and informal social contracts:

“...the “formal” social contract defines a firm’s explicit responsibilities, including generating
returns for shareholders, obeying laws and regulations, creating jobs, paying taxes, and
honouring private contracts...the “semiformal” social contract reflects society’s implicit
expectations...such as adherence to global labour and environmental standards (e.g. SA 8000,
AA 1000, ISO 14031) that are not required by law, industry norms and codes of conduct, fulfilling
brand promises and contributing philanthropically to the community” [26].

Moon [27] argues CSR is a concept with its meaning always subject to political bias,
evaluation, and semantic assumptions. Matten and Moon [28] position CSR as a cluster
concept that overlaps many fields of research and always subject to differing interpre-
tations. Crane et al. continue this theme by arguing CSR cannot be defined except as a
field of study that has at its core “the subject of social obligations and impacts of corpo-
rations in society” [20]. Crane et al. find that “despite the homage to many disciplines,
CSR as an academic endeavour fits firmly in the field of business and management” [20]
and summarise the existing research as dealing with

“...broad questions about the changing relationship between business, society and government,
environmental issues, corporate governance, the social and ethical dimensions of management,
globalisation, stakeholder debates, shareholder and consumer activism, changing political
systems and values, and the ways in which corporations can respond to new social impera-
tives” [20].

Although the scope and application of CSR are “essentially contested and difficult
to measure”, [28], and the definition of corporate social responsibility can be ‘fluid’ [29].
CSR is widely understood as activity that recognises the social imperatives of business
success and addresses the social externalities beyond transactional relationships.
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“CSR can be applied in many ways to mean ethical business practice, ethical businesses,
commitment to environment alongside profit, and corporate social performance (McWilliams
et al., 2006, p. 8; Secchi, 2007; Windsor, 2006) and social accounting or corporate accounta-
bility” [30].

It combines technical processes of measuring and reporting social performance with
political processes of redefining rights and responsibilities, particularly through different
forms of stakeholder engagement.

“CSR’s significance for wider societies is signalled by the growing social imprint of business,
particularly multinational corporations (Hertz, 2001; Monbiot, 2000), and by the encourage-
ment given to business by governments to assume greater responsibility for public policy issues
(Matten et al., 2003; Moon, 2002)” [31].

The trend toward customer awareness of CSR and increased demands for public
reporting to government agencies is contributing to the strategic alignment of CSR with
core business. CSR is often incorporated into business models as a self-regulatory
measure to encourage a positive impact on the environment, sustainability, the
community, consumers and employees. Often the requirements of CSR have been deter-
mined by the objectives of the companies themselves to appeal to consumer or share-
holder sentiment.

“Practising and publicly reporting CSR, presents an organisation as ethical and worthy of trust,
and in doing so, captures the goodwill, empathy and trust of stakeholders especially clients,
customers and labour, in home countries. The development and maintenance of trust are integral
to off-shoring success” [9].

Kelly and Noonan [32] draw on Giddens’ perspective of the changing nature of risk,
and the notion of trust as an emotional commitment. Emotional commitment is the glue
that keeps customers loyal to brands and businesses and is especially important in main-
taining a customer base despite unpopular offshoring activities.

“[CSR] is becoming established in many corporations as a critical element of strategic direction,
and one of the main drivers of business development, as well as an essential component of risk
management...rapidly moving from the margins to the mainstream of corporate activity...” [33].

CSR is growing in importance to companies because there is an increase in expect-
ations of corporate operations about corporate social responsibilities [33]. Increasingly
Australian companies are required by Australian law to comply with international
standards for investment in foreign countries, and, formal international requirements are
increasing particularly in the arena of global multinationals. While it may not be correct
to refer to these guidelines and expectations as international regulations, these include:
The OECD Guidelines for Multinationals, The Global Reporting Initiative, ISO 26000
and the United Nations Norms on the Responsibilities of Transnational Corporations
and Other Business Enterprises, among others. This Global monitoring and other drivers,
have brought increasing pressure on the multi-national companies to embed (CSR) in
day-to-day operations and is prompting the strategic alignment of CSR initiatives.

» o«

“Some think of CSR as “business ethics or philanthropy or environmental policy”, “corporate
social performance and corporate citizenship” (McWilliams et al., 2006:8; also Secchi, 2007;
Windsor, 2006), or social accounting or corporate accountability” [34].



102 F. Davidson et al.

Neither Oshri and van Uhm [15], Pisani and Rickert [35], or Wiener et al. [36] iden-
tify any research about the importance or effect of consumer satisfaction, domestic
political responses, or labour relations on organisational decisions to involve a captive
model of offshoring. Kelly and Noonan [32] argue that while risk has been investigated
as an element in establishing and maintaining offshoring relationships, the more
emotional perspectives of anxiety, and the notion of trust as an emotional commitment
in the context of the contemporary globalisation of social relations, have been over-
looked.

2.3 How CSR is Measured

There is contention in the literature about the costs and benefits of CSR to the organi-
sation. Some companies use a variety of benchmarking strategies to track their perform-
ance. However, the value of CSR strategies to shareholders, customers and the organi-
sation is largely unknown and under-theorised. Orlitzky et al. [37] argue that CSR is not
cost neutral while many others theorise or attempt to quantify the value of CSR behav-
iour. Recent Australian Government Treasury research concluded that there is “...the
need to develop better measures of corporate social responsibility within Australia” [38].

Some companies recognise that participating in voluntary initiatives on CSR can
help manage risks, create new business opportunities and improve the prospects for
sustainability of the company [9], and enhance moral legitimacy. Moral legitimacy
refers to moral judgments about the corporation’s output, procedures, structures, and
leaders. “It [moral legitimacy] is socially and argumentatively constructed by means of
considering reasons to justify certain actions, practices, or institutions and is thus present
in discourses between the corporation and its relevant publics” [39].

Moir also prompts us to consider for those businesses that do undertake what might
be termed “Corporate Social Responsibility”, what is actually socially responsible
behaviour as opposed to corporate image management or other activities aimed predom-
inantly at business benefits? [40]. Moir is suggesting that CSR could be construed as
merely window dressing without much substance and that different stakeholders have
competing needs and tensions in relation to CSR implementation. Despite the increased
focus on CSR, Schleimer and Rice [41] and the Australian Centre for Corporate Social
Responsibility (ACCSR) [42], believe that the progress toward real change in corporate
attitude toward CSR reporting in annual reports has been only modest. Further,
Schleimer and Rice [41] claim that some CSR reports are only carefully tailored state-
ments that promote the company’s image rather than real gains in social good.

A measure or indicator could be used as a comparator to determine the substance of
CSR initiatives. Various stakeholders can have competing needs and tensions in relation
to CSR implementation. Interestingly, CSR literature indicates that staff are one of the
primary targets for the publications and promotion of an organisation’s CSR activities.
The literature also identifies these OBPO success factors.

o Trust
e Relationship management
e Contract
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e Location
o Intercultural capabilities
e Client and OBPO supplier expectation match

Gender was nominated as one of the most challenging, but also the most likely to
have set targets of the 17 United Nations sustainable Development Goals addressed by
respondents to the 2017 ACCSR State of CSR Annual Review [42]. In this study
‘gender’ is used as a comparator for CSR initiatives and ‘staff” as the primary stakeholder

group.

3 Case Study Method

Using publicly available material and interview data, model how CSR is managed in
parent organisations by reviewing strategies, stakeholders and impact of a single indi-
cator. The CSR indicator is diversity and inclusion with particular reference to gender
equity. The single stakeholder, in this case, is staff because the literature tells us this is
one of the key target groups. An objective is as far as possible to test the alignment of
parent CSR practices with global in-house centres.

3.1 Strategies

Examining the strategic motivations and implementation began by examining publicly
available quantitative and qualitative data. Some reporting is compulsory for large
Australian organisations, and some reporting is pursued the purpose of keeping pace
with other competitor organisations in the field. This mimetic behaviour has been inves-
tigated through an institutions theory by Penter et al. [43].

o Workplace Gender Equality Agency (WGEA) requires organisations to report on the
composition of the workforce by gender, part-time and full-time employment role,
etc. WGEA uses this data to calculate a ‘like-for-like” gender pay gap across sectors
and for national and state comparisons.

e Male Champions of Change/CEOs for Gender Equity is a group of concerned CEOs
who have agreed to leadership behaviours and actions to improve gender equity. For
example not speaking or going to conferences that do not demonstrate gender
balance.

e The Australian Institute of Company Directors (AICD) has placed expectations on
boards of public companies to achieve 30% female representation on Australian
Securities Exchange (ASX) top 200 boards by the end of 2018.

e Australian Workplace Equity Index (Pride in Diversity) AWEI is about the demon-
stration of support for LGBTI inclusion in the workplace.

e Equal Employment Opportunity Commission/Disability inclusion.

e Reconciliation Action Plans = Indigenous inclusion - closing the gap between indig-
enous health and education outcomes.
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e Australian Stock Exchange (ASX) Corporate Governance Principles and Recom-
mendations (3" edition, 2014) require listed companies to publish details of their
gender diversity policy, objectives and annual achievements.

These reporting mechanisms indicate that there is already a wealth of public
reporting in this space just in relation to staff, and some of this reporting relates to
customers. The reporting of this high-level data is reflective of the United Nations
Gender Mainstreaming. “Mainstreaming involves ensuring that gender perspectives and
attention to the goal of gender equality are central to all activities” [31]. The reported
data is also rich because it requires disclosure about policies and activities.

3.2 Stakeholders

OBPO stakeholders include labour, consumers, legislators and regulators, and share-
holders and others. How can the competing stakeholder positions be best explained and
accommodated? There is evidence that boards with higher proportions of female
members tend to have greater investments in CSR [44], and that gender has a significant
influence on trust and CSR satisfaction, with male employees generally more trustful
than female workers [45]. Telstra, ANZ and Westpac all seek to produce recruitment
materials for staff working offshore that rounds off their commitment to staff and draws
attention to supportive workplace cultures.

3.3 Case Study Data

The Australian New Zealand (ANZ) Banking group is a selected case study. The ANZ
is one of Australia’s Big Four Banks and demonstrates its commitment to CSR through
its CSR strategy, checking its supply chain and public reporting. The ANZ has a corpo-
rate responsibility framework,

“...Reports publicly every six months, reported nine independent audits of major suppliers in
2011. Toby Kent, ANZ’s head of corporate responsibility (CR) in 2011, observed that in some
organisations CR is just PR. Yet there are many organisations which are moving to act in more
sustainable ways, Kent says. Those doing it best are companies that closely tie their corporate
responsibility activities to the core business” [46, 47].

ANZ India acknowledges CSR activities through activities focussed on staff, for
example, diversity, inclusion, [44] and, strategic alignment of core business of the bank
with the education of the community as future consumers, leadership for women, and
disability employment. ANZ also tell us that they provide the same staff development
and training to staff in India and Australia, with the objective of there being no difference
between the retail ANZ Bangalore and ANZ Brisbane.

ANZ under the slogan ‘ANZ in Bangalore’ developed an integrated captive that was
fully assimilated into the parent company and has now expanded that centre (known as
ANZ Operations, Technology and Shared Services) to more than 7,000 staff. Staff
members in Bangalore were given the same corporate, and organisational training as
staff in the parent company, and HR and corporate policies and controls were the same
as in other parts of the ANZ bank [48]. The then Managing Director of ANZ OTSS
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summarised the culture of ANZ’s Bangalore captive centre, “We revere the culture here
[in Bangalore], but we remember who we are. We are not here as apologists. We make
sure that all staff know about our standards and our values” [42]. ANZ was selective in
the business processes transferred offshore, with a former CEO noting.

“ANZ understands customers want to be able to talk to staff in Australia about their banking
and financial services needs. As a result, we have a clear policy that all call centres for Australian
customers will remain in Australia” [49].

This statement by a former CEO appears to be an example of the end customers as
amajor stakeholder in the organisational field exerting a strong influence over the choice
of business processes to be performed in the offshore captive centre. Questions remain
though about the equivalence of the boundaries around diversity, inclusion and leader-
ship that are necessarily cultural and therefore differ between Australia and India.

In 2016 the ANZ reported to the Australian Workplace Gender Equality Agency
about its gender equality performance in Australia. The publicly available results 2014—
2015 show staff of 12161 non-managers, of which 30% were males and 70% females,
and 10526 managers of which 60% are male and 40% female. The board consisted of 2
females and five males [50].

The ANZ Bank was in the Australian workplace equality index top 10, and the top
Australian employer for LGBTI inclusion in 2017.

These reported results show that while the majority of ANZ staff is female only a
small number of female staff is placed in management positions. The ANZ was silent
on public disclosure about female GIC staff and the gender pay gap offshore, but did
report disability inclusion in India, “In India for example, we employed 15 people with
a self-disclosed disability in 2012, and a further 18 have been recruited over the last six
months” [47].

Driving gender equity in the workplace can be included in CSR activities but as
Strachan reminds us

“The examination of gender inequalities presents a picture of differences ... national and
regional labour markets vary; national legislative frameworks are different; the type of
employing organisation and employment contract differs, and women themselves are a hetero-
geneous group” [51].

But she goes on to draw similarities:

“Women are more likely than men to experience insecure employment; a gender pay gap is
widespread; horizontal segregation by gender abounds with women occupying a narrower range
of occupations than men which frequently reflect women’s accepted social roles of nurturer;
and vertical gender segregation is an international issue as women remain a very low proportion
of senior managers, CEOs and company board members” [51].

In 2016 the new CEO of ANZ Bank Shane Elliot published a statement

“I acknowledge and am personally deeply disappointed that our own bank has not met the
standards that our customers, shareholders and employees expect. We know that it is going to
take a lot of hard work and meaningful action to regain trust, and we are committed to creating
sustainable changes” [52].

The ANZ apology was in response to information gathered from customers and
stakeholders in Australia, and acknowledged performance could be improved in
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expectations in the offshore procurement CSR, but no explicit acknowledgement of
outcomes in GICs. Balancing the expectations of shareholders, complying with appli-
cable laws, managing the implementation of CSR programs, and evaluating the efficacy
of CSR goals, are some of the issues confronting companies.

4 Conclusion

That it is the responsibility of business to be profitable is shared as a basic premise by
both Carroll and Friedman, but the questions of business and business scholars alike
tend to centre on when is it right, not merely appropriate, for business to become involved
in the community, not just the market.

This research explored a specific area of corporate behaviour that is contested and
contentious. The inherent tensions in CSR are the immediate costs as non-core business,
versus, improving the image of the corporate citizen; and the benefits, if any, to the
relationships with stakeholders where CSR is being delivered off or onshore. Support
for CSR implementation in captive or GICs is supported by the strength of organisational
commitment to, or the style and willingness to implement and of CSR implemented in
the captive. Utilising CSR as a management tool to assist in attracting and retaining staff
in GICs may provide leverage in containing and possibly reducing high rates of staff
turnover (sometimes referred to as staff attrition or churn). Improving the outcomes for
women employed in the organization, implementing structural and systemic change that
supports the career development of women is vital to establishing employee engagement
and retention of female staff and potential leaders.

If Corporate Social Responsibility is to be more than “corporate spin”, client compa-
nies must focus detailed attention on the CSR outcomes they are achieving at their OBPO
captive operations or Global In-house Centres. Our research into GIC in India and the
Philippines has found that these operations are making a positive contribution to the
communities in which they are sited, a point frequently mentioned by staff employed in
these GIC.

With respect to gender equity issues, GIC are clearly providing significant opportu-
nities for well-qualified females to gain paid employment in roles that are seen as high
status in their local communities. There is some evidence that the OBPO industry is
gradually reducing barriers to gender equity (such as those of culture, status and cast
identified by Levina and Vaast [1].

In our research, we have observed GIC where women made up at least 50% of the
workforce, but also observed that in some of these GIC, females were under-represented
in senior management roles [50].

Thus, there is both a CSR requirement and opportunity for the parent companies of
GIC to apply the same gender equity principles to their captive operations as they do in
their home countries. Notwithstanding some of the traditional cultural barriers that may
exist, our research has also enabled us to observe some outstanding female leaders of
large captive operations, noting that ANZ Bank’s very large and successful captive
operation (ANZ Operations, Technology and Shared Services) in Bangalore is now
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headed by a female executive, Pankajam Sridevi, who also has overall responsibility for
ANZ’s OBPO hubs in Chengdu and Manila.

However, this focus on the advancement of women in management does not bind us
to the usual exclusion of women at other levels, or, as Grosser describes to the “taking
a ‘how to succeed’ perspective, of liberal feminism that tends to be “uncritical of the
gendered (male) nature of organisations”. Instead, we argue that a continuing focus on
CSR, and research focussing on “missing voices” [31] over the next decade, may see
significant positive gains in gender equity through the OBPO industry.

Matten and Moon [28] remind us that defining CSR is not just a technical exercise
but also a normative and ideological exercise that varies across nations. So simple eval-
uations of CSR copied from home country to host must be cognizant of how moral
understandings and cultural understandings translate across shores.

4.1 Limitations

A limitation on the capacity to generalise from this research is its focus on client (i.e.
outsourcing) companies that operate primarily from Australia with captive operations
located in India or the Philippines. Investigation of the depth and breadth of the types
and style of CSR practised by organisations, particularly those operating in languages
other than English would enrich the knowledge base.

There is evidence in the literature that contracts and well-developed business plans
alone do not stand as indicators of success [50, 51] and that managing relationships
between stakeholders, cultural difference and cross-cultural management is capturing
more scholarly attention across the globe.

4.2 Further Research

Questions for further analyses and research could investigate:

Is there any difference in the strength of each variable that contributes to the types
of CSR exercised in captives?

How do stakeholder’s (in particular labour, consumers’ and management’s) values
influence organisational commitment to CSR?

What are the influence of cultural difference on the depth to which CSR practices
are embedded within an organisation and the alignment of CSR practices within global
in-house centres?

How important is CSR in OBPO success?
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Abstract. For over a decade both cloud computing and application rationaliza-
tion are IT-strategy priorities in most organizations. Cloud computing has grown
in the last decade and will continue to grow steadily. Most organizations struggle
with reducing the number of applications. There remains a strong resistance from
the business, to consolidate and standardize the legacy application platforms.
Potentially migrating legacy applications to Software-as-a-Service applications
resolves the business migration concerns. As the Software-as-a-Service func-
tionality is a ready to use functionality which can be assessed prior to phasing out
legacy applications. This is a distinct difference from a scenario where legacy
applications will be replaced by to-be-(custom)-build applications. Also the
implementation roadmap of Software-as-a-Services applications is much shorter
and most of the Software-as-a-Services applications have data migration tools to
import the data from the legacy applications into the new environment. A survey
of 124 organizations indicated weak negative linear relationship between the
estimated percentage Software as a Service applications and the envisioned
number of applications for organizations with +500 applications for the period
2017-2022 (three two year intervals).

Keywords: Application rationalization - Cloud computing - Cloud migration -
IT-strategy - Legacy applications and Software-as-a-Service

1 Introduction

For over a decade organizations prioritizing cloud computing and the cloud computing
spend increased and is expected to increase in the next decade [1, 2]. The 2016 projected
growth for the worldwide public cloud services market is 17.2% ($208.6 billion). Soft-
ware as a Service is expected to grow 21.7% in 2016 to reach $38.9 billion [3]. The
advantages of cloud computing include cost savings, cost flexibility, replacing CAPEX
by OPEX, faster deployment, improved quality, reduction of risks, enabling standardi-
zation and reduce vendor lock-in [4-7]. Still there are a large number of concerns that
have to be addressed prior to transforming legacy applications into cloud solutions. The
risks of cloud computing include cloud computing market maturity, the application
portfolio readiness for cloud computing, ability to measure and meet service levels,
security, data privacy and compliancy risks, business case risks including cost overrun
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of a cloud migration and availability of knowledge in the retained organization to
manage cloud computing service providers [8, 9].

Also application rationalization is an integral part of the IT-strategy of many organ-
izations [10—12]. There is no rule of thumb for the number of applications organizations
needed. This is dependent on diversity of the business operations of an organization and
the size of an organization. However organizations with a 5004 application portfolio
need to consider application rationalization. Market indications for the target number of
applications are below 250 applications and if possible below 100 applications. Reduc-
tion of the number of applications and standardizing the software is reducing the main-
tenance costs and risk profile [13—15]. However for IT-departments to convince business
representatives of the need for applications rationalization is not straightforward as in
most organization the IT budget is with the business representatives [16]. An often heard
argument is concerns about the ability to capture specific business requirements in the
consolidated application [17, 18]. Also service continuity throughout the migration is
often a concern of business representatives [19-21]. Software-as-a-Service addresses
these concerns, as the cloud functionality is a ready to use functionality which can be
assessed prior to phase out legacy applications. This is a distinct difference from a
scenario where legacy application will be replaced by to-be-(custom)-build applications.
Also the implementation roadmap of Software-as-a-Services applications is much
shorter [22-25]. Furthermore most of the Software-as-a-Services applications have
sophisticated data migration tools to import the data from the legacy applications into
the new environment [26, 27].

This application rationalization strategy is also different from strategies we have
observed in the market where legacy applications were upgraded to be ready for hosting
on an Infrastructure-as-a-Service platform [28, 29]. The hosting on an Infrastructure-as-
a-Service platform is improving the application performance and reducing the infra-
structure maintenance costs, but not necessary resulting in application rationalization
[30, 31]. The application migration roadmap of applications on Infrastructure-as-a-
Service platforms will not be faster than the roadmap for an application migration
roadmap for traditional datacenters.

Also this strategy is different from replacing legacy applications by applications
developed on a Platform-as-a-Service environment. A Platform-as-a-Service will reduce
the implementation roadmap significantly [32—34] but the assessment of the functionality
of the new applications cannot be performed prior to phasing out legacy applications.

By leveraging Service-as-a-Service to achieve application rationalization, organi-
zations can achieve two elements of their IT-strategy, increasing cloud computing and
application rationalization, resulting in a simplified and more cost effective information
technology service provisioning.

2 Hypotheses

Applications need to be hosted. In this research includes four hosting options. In addi-
tional to the traditional data center, the cloud services Infrastructure-as-a-Service, Plat-
form-as-a-Service and Software-as-a-service are considered in this research. The focus in
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this research is on Software-as-a-Service, as this is best addressing the business applica-
tion rationalization concerns related to the ability to assess the functionality prior to
phasing out the legacy applications and migration risks related to the service continuity and
timelines. This research explores the correlation between the percentage Software-as-a-
Service applications versus the total number of applications (Pearson correlation — [35—
38]). The hypotheses test if the percentage of Software-as-a-Service applications is a
predictor for the total number of applications for organizations with +500 applications.
For organizations with <500 applications the impact of Software-as-a-Service on appli-
cation rationalization is expected to be less as there is not a high number of applications.
In this research we expect that a higher percentage of Software-as-a-Service applications
is linked to a lower total number of applications for organizations with >=500 applica-
tions (downhill correlation). The hypotheses are tested for three two-year periods: 2017—
2018, 2019-2020 and 2021-2022. The 95% critical values of the correlation coefficients
decide if r is significant or not. This will provide insides in the expected impact of the
adoption of Software-as-a-Service on application rationalization.

p = percentage SaaS applications versus total # applications for organizations with
>=500 applications

Ho 20172018y : p=0
Hapo17-2018): p <0

Ho 2019-2020): p= 0
Ha@019-2020): p <0

Ho 20212022y : p= 0
Ha@o21-2022) : p<0

3 Data Collection

The data for this research is collected by a survey. The survey was submitted to ICT
Media, a Dutch organization that facilities IT decision makers in the Netherlands. The
members of this community are Chief Information Officers and their direct reports. The
response rate was 3.5% (124 responses to 3,500 invitations). However a large number of
respondents provide responses which included inconsistencies such as high spend percen-
tages for cloud computing and no allocation to any of the cloud computing categories.
Other respondents didn’t complete the survey. The number of responses that has been
taken into account is 58, which reduced the response rate from 3.5% to 1.7%. In the anal-
yses only the 58 respondents are taken into account. The survey was an anonymous
survey; therefore, it is not possible to conclude the representativeness of the sample (58
responses versus total community of 3,500 members). However, the spread over the
different sectors and spread of the size of the organizations the respondents represent do
not indicate that the respondents are not representative for the community, which was also
confirmed by ICT Media.
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The survey was conducted in Dutch. An English translation of the survey in include
in the appendix. The participants completed their response via a portal. The responses
were collected from 24 October to 15 November 2016. The potential participants
received one friendly reminder the second week the survey was introduced.

4 Survey Population Characteristics

The participating organizations include national and international organizations. Over
25% of the participating organizations generate over 25% of their revenues outside the
Netherlands (see Fig. 1). As expected the larger organization are predominantly the
international organization. Over half of the international organizations operate in manu-
facturing. The sectors government, education and healthcare are the dominant sector in
the participating national organizations, with respectively 7, 5 and 5 organizations.
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| # of organization with < 25%
revenue outside NL (N=45)

m # of organization with >= 25%
revenue outside NL (N=13)
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Fig. 1. Participating organizations by annual revenue in 1.000m Euro — split in national and
international organizations — N = 58.

The cloud computing usage related to application hosting is increasing in the years to
come (December 2016 follow by three two year intervals: 2017-2018, 2019-2020 and
2021-2022). The cloud computing usage is differentiated into Infrastructure-as-a-Service,
Platform-as-a-Service and Software-as-a-Service. The contribution to application ration-
alization these different types of cloud computing is different. The adoption of Software-
as-a-Service has the highest contribution to application rationalization where Infrastruc-
ture-as-a-Service has the lowest contribution. The envisioned number of applications
hosted by Software-as-a-Service will growth from 14% of the number of the total number
application in December 2016 to 35% in December 2022. The contribution of the tradi-
tional datacenters will decrease. The importance of Infrastructure-as-a-Service and Plat-
form-as-a-Service will increase over time but the growth rate is lower than the growth rate
of Software-as-a-Service platforms (see Fig. 2).
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Fig. 2. Percentage of the application hosted by traditional DC platforms, Infrastructure-as-a-
Service, Platform-as-a-Service and Software-as-a-Service per December 20162022 (N = 49).

However the cloud spend of the total IT spend is relatively low, 41% of the participating
organizations have spent in 2016 less than 5% on cloud computing and 84% of the partic-

ipating organizations have spent in 2016 25% or less on cloud computing (see Fig. 3).
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M percentage cloud spend
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25%

W percentage cloud spend
of total IT spend >=25% <
50%

Fig. 3. Number of organizations per category percentage cloud spend of the total IT spend (<5%,

>=5% < 10%, >=10% < 25% and >=25% < 50%) (N = 58).
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The envisioned number of applications of the participating organizations is reducing
in the years to come (three two year intervals: 2017-2018, 2019-2020 and 2021-2022).
The large organizations (annual revenue >=250m Euro, N = 34) on average have three
times the number of applications of small organizations (annual revenue < 250m Euro,
N = 24) (see Fig. 4). However if in the group of large organizations the three organi-
zations with the largest number of applications are removed the remaining large organ-
ization only have twice the number of applications of the small organizations.

500
450
400

350 M organizations with <

300 250m Euro annual
revenue (N=24)

250
200 ¥ organizations with >=
250m Euro annual
150 revenue (N=34)
100
50 A
0

2017-2018 2019-2020 2021-2022

Fig. 4. Envisioned average number applications by size of organization (<250m Euro
and >=250m Euro annual revenue).

In the survey the respondents ranked the advantage and risks of cloud computing,
detailed for Infrastructure-as-a-Service, Platform-as-a-Service and Software-as-
Service. The survey results are detailed in Figs. 5 and 6. The standardization of appli-
cations is the highest ranked advantage for Software-as-as-Services (3.72 score on 1-5
Likert scale). A large manufacturing organization (respondent 104) is levering cloud
computing to implement a global standard to enable the connection of local back offices.
An agricultural organization (respondent 58) leverage Software-as-a-Service to facili-
tate the transformation of the retained organization from a IT delivery organization into
an orchestrator organization.

The data privacy and security risks are the highest risks for Software-as-a-Service
(3.92 and 3.90 scores on 1-5 Likert scale). A large governmental organization
(respondent 69) added reaching the maximum capacity of cloud solutions as a risk. This
risk is limited to private clouds as cloud service providers by default will increase their
capacity if there is an additional demand from their clients. This organization also
flagged the delivery risks of an integration (cloud services and legacy services) as part
of the migration as severe risk.
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The number of participants was too small to analyze the ranking of the advantages

and risks by sector and/or by size of the organization.
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Fig. 6. Risks of cloud computing (IaaS, PaaS and SaaS) — Likert scale 1-5 — N = 58.

5 Data Analyses

The impact of Software-as-a-Service on application rationalization was tested for the
responding organizations with >=500 applications. The hypotheses are tested for three
two-year periods: 2017-2018, 2019-2020 and 2021-2022. The 95% critical values of
the correlation coefficients decide if r is significant or not.

The number of responding organizations with >=500 applications was limited to 16
organizations (N = 16). The preferred minimal number of responses is 25 (David, 1938).
The low number of responses will impact the reliability of the tests.
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p = percentage SaaS applications versus total # applications for organizations with
>=500 applications

Ho 2017-2018): p =0
Ha@o17-2018): p <0

R?=0,0858 and r = 0,29291637
The calculated r indicates a weak downhill (negative) linear relationship (see Fig. 7).
df=n—2=16—2=14

The critical values associated with df=14 are +0,497. If r is r is greater than the
positive critical value, then r is significant. Since r=0,29291637 and
0,29291637<0,497, r is not significant and the line cannot be used for prediction.
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Fig. 7. Correlation of envisioned % of Software-as-a-Service applications and total number of
applications in 2017-2018 (N = 16).
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p = percentage SaaS applications versus total # applications for organizations with
>=500 applications

Ho (2019-2020): o = 0
Ha@019-2020): 0 < 0

R?=0,1183 and r = 0,34394767
The calculated r indicates a weak downhill (negative) linear relationship (see Fig. 8).
df=n—2=16—2=14

The critical values associated with df=14 are +0,497. If r is r is greater than the
positive critical value, then r is significant. Since 1=0,34394767 and
0,34394767<0,497, r is not significant and the line cannot be used for prediction.
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Fig. 8. Correlation of envisioned % of Software-as-a-Service applications and total number of
applications in 2018-2019 (N = 16).
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p = percentage SaaS applications versus total # applications for organizations with
>=500 applications

Ho (2021-2022y: 0 = 0
Ha021-2022): p < 0

R?=0,1617 and r=0,402119385
The calculated r indicates a weak downhill (negative) linear relationship (see Fig. 9).
df=n—2=16—2=14

The critical values associated with df=14 are +0,497. If r is r is greater than the
positive critical value, then r 1is significant. Since 1=0,402119385 and
0,402119385<0,497, r is not significant and the line cannot be used for prediction.
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Fig. 9. Correlation of envisioned % of Software-as-a-Service applications and total number of
applications in 2021-2022 (N = 16).

6 Conclusions

All three Hy hypotheses were accepted however the data showed a weak negative linear
relationship between the estimated percentage Software as a Service applications and
the envisioned number of applications for organizations 500+ applications for the period
2017-2022 (three two-year intervals). The weak negative linear relationship became
stronger over time (2017-2018 versus 2019-2020 and 2021-2022, and 2019-2020
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versus 2021-2022). This indicates that leveraging Software-as-a-Service applications
in application rationalization programs has to be considered.

To understand the correlation between Software-as-a-Service applications and appli-
cation rationalization better additional research is required. The survey can be conducted
in other countries. An increased number of data point will give additional insides. Also
expert interviews with Chief Information Officers and their direct report can be
conducted to understand cloud adoption and application rationalization in the context
of the IT strategy better.
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Abstract. Cloud computing can be considered a form of information tech-
nology outsourcing (ITO). However, it is more flexible than traditional ITO
because no service volumes and no long contract periods need to be fixed.
Companies that employ cloud computing may use several cloud service sup-
pliers at the same time. Similarly, many companies that employ traditional ITO
have contracts with several vendors. If the rendered services need to be coor-
dinated, additional efforts are needed to manage this multi-sourcing environ-
ment. We find that the coordination arrangements known in multi-sourcing also
occur in multi-cloud computing, but that significant differences exist in the
actual coordination implementation. Based on the technology applied in cloud
computing, new software has been developed to automate the integration tasks.
In addition, many new players who offer coordination of multiple clouds as a
service have entered the market.

Keywords: Cloud computing - Private cloud - Hybrid cloud - Multi-cloud -
SaaS - PaaS - IaaS

1 Introduction

Cloud computing has become an important way of providing computing services. It
originates from technologies like virtualization, service-oriented architectures, grid
computing, and principles like on-demand computing [1]. We adopt the definition of
cloud computing given by the U.S. National Institute of Standards and Technology
(NIST): “Cloud computing is a model for enabling ubiquitous, convenient, on-demand
network access to a shared pool of configurable computing resources (e.g., networks,
servers, storage, applications, and services) that can be rapidly provisioned and released
with minimal management effort or service provider interaction” [2]. We define
multi-cloud computing as an organization’s use of two or more cloud services that are
owned by independent organizations.

Most of the individuals and organizations, which use the Internet, are likely to use
some applications built on public clouds (e.g., internet search, maps, navigation,
encyclopedia, calendars). However, these applications are usually not integrated with
other applications. Such use of individual applications in the public cloud without
integration with internal or other external applications, does not require much coor-
dination effort by companies and is not the subject of this paper. We investigate
multi-cloud computing where some interdependence between the services exists.
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Two cloud services may be closely related to each other. For example, if a company
employs a cloud application for ERP from one provider and a CRM application from
another, then their integration is needed and could be supported by the two service
providers. Even if the two service providers do not collaborate, the client needs to
coordinate the two services (e.g., to format the output of one application so it can be
input into the other application and to decide when the data exchange should take
place). The interdependence of the services might also impose that the providers offer
the same type of service and compete for the business of the client. In this case, the
client has to coordinate when and how much service to acquire from each service
provider, but they will not be willing to collaborate much.

Recent studies underline that the phenomenon of multi-cloud computing is
becoming more widespread. For example, a survey of German companies between 20
and 2500 employees in 2015 revealed that their favorite use of cloud computing is
shifting from the exclusive usage of the private (or only one public cloud) to the
deployment of hybrid and multi-clouds [3]. Another world-wide survey among 1060
professionals conducted in 2016 by RightScale revealed that companies employ on
average 1.7 private clouds and 1.5 public clouds (while experimenting with another 1.3
private and 1.5 public clouds) [4]. The need for coordination of cloud services from
different providers generates challenges (see below) that are not encountered when the
service is provisioned only by one provider or by several providers with independent
services. Despite the growing use of multi-cloud computing, the problem of coordi-
nation and management in the environment of multi-cloud computing has not been
conceptually addressed by existing literature. To this end, this paper aims to analyze the
approaches to coordination of multiple clouds from different cloud service providers
and to assess the possible advantages and disadvantages of these arrangements.

The paper is structured as follows: in the next section, we briefly recapitulate the
characteristics of cloud computing and its different forms. In the third section, we
analyze the coordination modes in multi-sourcing of IT services as a possible reference
for multi-cloud computing. This is followed by a closer look into multi-cloud com-
puting. Then, we apply the coordination modes identified in the third section to
multi-cloud computing and discuss tools that are already available for this purpose. In
the sixth section, we analyze the differences of the coordination modes incl. the
potential problem of lock-in. The paper is wrapped up by short conclusions.

2 Cloud Computing

The use of cloud computing brings numerous benefits to organizations. Cloud com-
puting provides computing services which can autonomously scale up or down the
capacity of IT resources so as to adapt to the demands of the organization at any time
[5-7]. It eases the remote access to the organization’s IT resources from anywhere and
at anytime regardless of the terminal device or the geographical location [8, 9].
Additionally, cloud computing reduces the needs of the organization in terms of
maintenance and IT management overheads, as a large amount of IT resource main-
tenance shifts from the organization to the cloud provider [10, 11]. Also from a
financial perspective, cloud computing minimizes the IT investment and maintenance
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costs and contributes in moving the IT expenses from capital expenditure (CAPEX) to
operation expenditure (OPEX) [12].

Cloud computing can be decomposed into different service models determined by
the level of abstraction. Table 1 describes the basic characteristics of each of the layers
and provides examples of related cloud services. NIST identifies three basic service
models for cloud computing: Software as a Service (SaaS), Platform as a Service
(PaaS) and Infrastructure as a Service (IaaS) [2]. [aaS refers to the provisioning of
“processing, storage, networks, and other fundamental computing resources”. PaaS
denotes the “capability provided to the consumer to deploy onto the cloud infras-
tructure consumer-created or acquired applications created using programming lan-
guages, libraries, services, and tools”. SaaS relates to “applications running on a cloud
infrastructure which are accessible from various client devices through either a thin
client interface, such as a web browser or a program interface” [2].

Table 1. Summary of cloud computing services as illustrated in [5].

Service | Description Product type Examples of
vendors &
services

SaaS Applications and software accessed Web applications Salesforce.

virtually via the Internet com (CRM)

PaaS Platform of services which assist the Platform fostering the Google App

application development process and programming APIs and | Engine &
accessed virtually via the Internet frameworks Microsoft
Azure
laaS Virtualized hardware and storage onto | Virtual machines Amazon
which infrastructure can be built form | infrastructure, storage EC2
scratch management

These services are mostly presented as layers or a stack where the client interacts
with a SaaS (perhaps via a web browser), which sits on top of a PaaS, which sits on an
TaaS. However, other use patterns of cloud services are also possible. For example, a
client application or a SaaS can use IaaS directly without any PaaS; a platform service
(PaaS) can be provided on physical devices without an IaaS architecture. In addition to
these generic services, suppliers offer meanwhile a number of more specific services,
usually named “something” as a service. For example, Disaster Recovery-as-a-Service
(DRaaS) replicates data and applications of a client so he can continue business the
moment a disaster occurs (e.g., destruction of his data center due to an earthquake).

Cloud computing can also be classified based on its deployment level into public,
private, and hybrid cloud. Public cloud is the most commercial form of cloud offered
on a shared basis by a third party entity. This entity is usually a designated service
provider who manages and hosts the resources. The resources are accessed by the
general public on an on-demand basis by more than one tenant [13]. Private cloud is a
“fully functional cloud that is owned, operated and presumably restricted to a particular
organization” [13, p. 37]. Private clouds are characterized by isolated and secured
resources and are used by organizations that do not desire to share VMs or servers with
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others, mainly due to the sensitivity of the data stored (e.g., healthcare or financial data)
[12]. A hybrid cloud combines both, public and private cloud computing resources.
Third-party vendors provide public clouds while private clouds are the private com-
puting resources hosted or rented by the user organization.

In multi-cloud environments one or more cloud layers, deployment levels and cloud
providers are combined in order for organizations to maximize the benefits acquired by
the use of cloud services. Section 4 of this paper provides a thorough analysis of
multi-cloud computing literatures.

3 Multi-sourcing

Cloud-computing is a form of IT outsourcing as a provider is contracted for a limited
time to deliver a service. Many organizations use more than one IT outsourcing pro-
vider, what is referred to as multiple supplier sourcing [14] or simply multi-sourcing.
Since this arrangement is older than multi-cloud computing, it can serve as a basis for
development of concepts for coordination in multi-cloud computing. Therefore, in this
section we analyze the characteristics of multi-sourcing and the approaches to coor-
dinate relationships with multiple IT outsourcing providers. Multi-sourcing itself is
often compared to single sourcing (e.g., [14, 15]) to derive its potential advantages and
disadvantages.
The use of multi-sourcing entails a number of advantages including:

e Lower price. There is an expectation that clients who employ multi-sourcing ITO
can achieve better prices compared to single-sourcing [16—18]. The expectation is
based on the assumption that the client is at a better position to negotiate favorable
prices than when facing only one vendor, but also on evidence from practice [16,
18].

e Better service quality. The client can improve the quality of outsourced services by
selecting suppliers who specialize on certain services (best of breed approach),
rather than “shopping everything in one place” [18, 19].

e More flexibility. Contracts can be better adjusted to the actual needs due to the
modularization, in terms of the number of providers, contract lengths, and contract
volumes [17, 18].

e Lower financial risk. Financial troubles of a vendor, an unfavorable change in the
vendor’s strategy, or an acquisition of the vendor by another vendor who services a
competitor are all possible changes that are not controllable by the client but could
harm the relationship and quality of service. They are easier to cope with if the
client maintains other outsourcing relationships so that not all services are at risk at
the same time.

e Less lock-in. Users try to avoid becoming too dependent on one supplier because he
may act opportunistically otherwise. High dependence on one supplier is referred to
as lock-in. It means that switching to another supplier will incur high costs. This
potential problem can be reduced with multi-sourcing because the client does not
rely on one supplier only [16, 20].
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¢ Quicker access to new technology. Some of the vendors can be chosen because they
use new, perhaps not yet proven technologies [19].

On the negative side, multi-sourcing can lead to additional cost and new risk:

e Additional cost. It obviously takes more time and effort to search for and select
more than one supplier and to close several contracts. After the contracts become
operational, the performance of several vendors needs to be monitored [18, 21]
individually and in total.

e The blame game. When problems arise, it may be difficult to determine which of the
suppliers is/are responsible for the problem and need to fix it [14]. Often, a vendor
points to other vendors as culprits.

e Poor attention to contract. When outsourcing volume is split into several smaller
contracts, the volume of some contracts may become too small to attract vendors to
bid for them or to make them pay much attention to an existing relationship [20].

e No relationship-specific investments. Suppliers do not invest into the relationship
with the client because they do not consider the contract worth it. But clients may
also invest too little [20].

As with multi-cloud computing, the need for coordination only arises if there is
interdependence between the outsourced services [15]. Literature mainly proposes two
modes of coordination (see Table 2): the mediated model and the direct model [22]. In
the first model, one of the vendors is chosen by the client to coordinate all vendors and
he guards the client from potential problems of multi-sourcing as much as possible
(therefore, also referred to as the vendor guardian model in [15]). In the direct model,
the client handles the effort of coordination by himself. This effort can be quite con-
siderable. In one case, it meant the creation of a service management layer, redesign of
business processes, documentation of processes and vendor interfaces [18]. In another
case, a bank established a project management office that first only took care of con-
tracts but later increased its services to units initiating ITO relationships [16].

Table 2. Coordination modes in IT multi-sourcing

Coordination mode | Coordination agent
Direct Client
Mediated Vendor

The collaboration of vendors is difficult to mandate per contract independently of
the coordination mode. This is partly because common service output is not easily
attributable to the individual performance of service providers. Stated differently,
individual service providers may fulfill their SLAs, but the output needed by the client
may still be unsatisfactorily. Two approaches can be used to improve the situation [15].
In one approach, integrated SLAs are envisioned which accomplishment requires an
integrated effort by two or more suppliers. Another approach suggests the development
of operating level agreements (OLAs). Such agreements describe how the providers
plan to work with each other on a daily basis but they are not enforceable like SLAs.
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This section discussed the concept of multi-sourcing as a predecessor of

multi-cloud computing. Section 4 analyzes multi-cloud computing in detail.

4 Multi-cloud Computing

Multi-cloud computing regards a “serial or simultaneous use of services from diverse
providers to execute an application” [23]. It provides the organization with the ability
to decide for its provisioning of cloud computing resources from multiple providers or
the combination of public and private cloud services, so as to reach maximum benefit
[24].

The use of multi-cloud computing provides numerous advantages to organizations

as widely discussed in [5, 23-25]:

Combination of service features. Multi-cloud computing enables organizations to
combine different features and services offered by different cloud services in order
to reach organizational goals.

Cost optimization. Organizations are able to combine cloud services from multiple
providers such that they can reduce the cost associated with the purchase of cloud
services.

Risk of failure and reliability. If applications are duplicated at different cloud pro-
viders, which may span across different geographical regions, then the risk of
interruption due to infrastructure failure could be minimized.

Lock-in. Applications, which are able to run on different cloud infrastructures, can
be easily migrated from one provider to the other and hence the organization is
more flexible in discontinuing the collaboration with a specific provider.

Despite its benefits, the use of multi-cloud computing may involve several chal-

lenges such as:

Access and authorization. As the use of multi-cloud computing fosters the easier
transfer of services from one service to the other, the organization needs to be
additionally careful on providing authorization and access of staff members in doing
so as well as on the process for revoking such rights, e.g., when staff members leave
the company.

Security. In a multi-cloud environment where services from different providers are
employed, the organization holds more responsibility for the secure communication
and exchange of data between the services.

Integration of services. The combination of more than one cloud provider might
impose additional overheads in terms of building the data exchange mechanism and
integrating the services.

Performance. Performance outcomes from different providers need to be combined
in order to be able to optimize the resource allocation according to the client’s
requirements. The same is true for accounting data. All cloud providers deliver such
data but they need to be integrated and made comparable because the price struc-
tures usually differ. Then, the client can exchange services where possible, ideally
in an automated fashion following pre-set rules. It is also important to terminate
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resources that are not needed anymore to save cost. Manual analyses of perfor-
mance should only be needed when the client’s requirement change so that service
selection rules need to be changed.

e Support. Support for clients’ users (perhaps even self-service features) should be
designed in such a way that the users do not need to care which cloud provider is
actually delivering a service.

Multi-cloud computing allows organizations to search for the right combination of
services in terms of features, functionality, flexibility, cost etc. [24]. However, each
cloud service has its own characteristics and therefore differs from other cloud services
on the market that offer similar services. As a result, coordination services are needed
when two or more cloud providers are involved. For example, the provided images of
the same operating system (e.g., Linux) may vary slightly, but significantly. The prices
may be set in different units and sizes, which does not allow an automatic comparison
without suitable calculations. Specific offerings often include additional features, which
although nice to have, make switching providers even more difficult.

When two (or more) cloud services are integrated, their combination can be
undertaken at different service levels. Figure 1 shows all possible combinations of
services provided by two providers in terms of the three service models. Alternatively,
the integration of cloud services is classified into bilateral and hub-based integration
[26]. In the first case, the exchange of data and use of functions between two services
work via specifically developed or already available public APIs. In the second case, a
connection to a hub affords integration with all other applications that are already
connected to the hub.

SaaS SaaS
PaaS PaaS
laaS laaS

Fig. 1. Possible combinations of cloud services from two providers

5 Multi-cloud Coordination

5.1 Coordination Modes

Similarly to multi-sourcing, the coordination of the services in multi-cloud environ-
ments may occur either directly or through a mediator.

In the direct model, organizations are in charge of directly coordinating the cloud
services used. In such cases, organizations usually make use of off-the-shelf tools that
provide coordination assistance. For example, off-the-shelf software are able to provide
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a unified interface to different cloud storage offerings, making them in this way, easily
interchangeable, and increasing the flexibility and reliability of this infrastructure
service [27]. Additionally, organizations may make use of more sophisticated software
(e.g., from Rightscale [28]) that are able to control the use of different operating system
images (like images from Linux or Windows) and “understand” the different stack
standards used by different cloud computing suppliers. Such software interface and
combine services that these suppliers offer through SaaS, PaaS, or TaaS. The software
can also start or terminate a cloud service as necessary. Providers of these software
often advertise that such software can be used by business users without help from IT
specialists as a self-service. This may be especially the case when clients use popular
cloud applications because already programmed interfaces, called connectors, may
exist for these service combinations. For example, this could be a connector between a
CRM and an ERP application, both provided by different suppliers through a cloud
service. Such tools can run on premises, at the software supplier, or somewhere else in
the cloud (see Subsect. 5.2 for more information on tools). However, there are
exceptions to this off-the-shelve tool dominating approach. For example, Common-
wealth Bank of Australia developed its own standards and got cloud providers to
adhere to them [29]. However, the implementation of the layer that manages the use of
several cloud services by their IT department relied on a purchased software tool
(ServiceMesh). In any case, direct coordination requires IT staff with advanced skills
because of high complexity. It may afford the firm more control and perhaps save some
coordination cost.

The mediated model also exists in multi-cloud computing, but it differs from the
model in multi-sourcing. The mediator is often a company that does not offer a cloud
service itself, but it combines different cloud offerings for the client by making them
compatible. In addition, the company monitors the operation of all involved services
and may accomplish other necessary tasks for the client. Some suppliers of such
services call themselves Managed Public Cloud Provider (however, their service may
also relate to a hybrid cloud). They use specific off-the-shelf tools for the integration of
cloud services or develop some software for the task by themselves. If such services are
contracted on a time basis, they represent classical ITO. In other words, coordination of
clouds is outsourced in the “old” way while the actual services are rendered via cloud
computing. Often, the mediator does not only help in operating a multi-cloud but also
in planning for it. This saves time and cost in deploying a suitable cloud environment.
In some cases, the mediator may also offer some cloud computing at SaaS, PaaS, or
IaaS level getting closer to the mediated multi-sourcing model. In general, the mediated
model is quick to implement, but it often comes with high costs. Some of these costs
can be saved if the mediator helps the client to make better use of the multiple clouds.

As mentioned above, integration of cloud services can also be accomplished with a
hub (similar to EAI). If the hub itself is offered via cloud, then this can be called
integration-platform-as-a-service (iPaaS). Several such services are available in the
market such as for example AtomSphere from Dell Boomi (Fig. 2) [30]. Figure 2
shows how integration of Salesforce and Netsuite can be implemented on this platform.
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@ Boomi Atomsphere = ApplicationDemo 8+ @~

Build
me | Salesforce Accounts to NetSuite Customers

Salesforce Accounts to NetSuite Customers © WFolder # Hide Description View Deployment

Enter ption Here

Fig. 2. Example of AtomSphere from Dell Boomi [30]

If users can even create complex processes on the platform, then this can be referred
to as Business-Process-Management-Platform-as-a-Service (see, for example Fujitsu
RunMyProcess, 2017 [31]). In these cases, a client may use the hub directly, but the
integration of cloud services is actually accomplished by a mediator offering and
maintaining the hub.

Table 3 presents the common coordination modes in multi-cloud computing.

Table 3. Coordination modes in multi-cloud computing

Coordination mode | Coordination agent

Direct Client (mostly tool-based)
Mediated Third party (mostly tool-based)

In practice, mixed coordination modes also occur. For example, a client can
accomplish some integration tasks while other tasks are outsourced to the mediator.
This is the mode, we usually encountered in interviews with big companies. These
companies already hire or have people on board who can develop code for controlling
clouds. Small and medium-sized firms in Germany mostly (85%) use services of a
provider for cloud management [3].

Although there are similarities between the benefits and the challenges in
multi-cloud computing and multi-sourcing solutions, changes of providers in a
multi-cloud may occur much more often and at a faster pace. For this reason, automated
coordination tools and technologies are needed for the management of the multi-cloud
provisioning of services. Therefore, we briefly touch upon some of them in the next
sub-section, beyond those that have already been mentioned.

5.2 Tools and Technologies

There are several tools and approaches for increasing interoperability in multi-cloud
environments. One way to increase interoperability among components of different
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cloud providers is to use standardized open source software. Standardization bodies
might not formally recognize such standards, but the support by important industry
players and their wide use can contribute to making them a de facto standard. For
example, Openstack [32] is supported by AT&T, IBM, HP, Intel, Rackspace, Red Hat,
and many other organizations. Openstack can also be used with serverless technology
where assignment of workloads to physical servers is automated by the technology and
hidden from higher levels.

A number of open source tools exist that support integration of services at different
levels. For example, Cloud Foundry [33] can be used to establish integration at the
PaaS level. If applications are encapsulated in so called containers then they can be
easily moved at the IaaS level. A container includes an application with its binaries,
system libraries, and other components necessary to run it but they share the operating
system kernel as opposed to virtual machines. Such a container can be executed on
almost any Linux or Windows operating system and the infrastructure where they run
(see for example Docker, 2016 [34]).

Another approach is to make use of specific application programming interfaces
(APIs) provided by each provider and integrate the access to and use of the clouds in
one application as it is done, for example, by above mentioned RightScale (RightScale,
2016 [28]). The new application, however, is a proprietary solution.

Cloud service integration can be very simple if specific connectors for specific
software combinations exist. Such connectors are already available for widely used
software. At the application level, a connector is available from Celigo, for example,
that integrates the CRM application from SalesForce with the ERP application NetSuite
OneWorld [35]. The integration of these packages at the SaaS level is easy, therefore. If
a connector does not exist, it needs to be custom developed.

6 Comparison of Arrangements and Their Coordination

Multi-sourcing and multi-cloud-computing hold basic differences as illustrated in
Tables 2 and 3. First, the coordination agent in the mediated model in
multi-cloud-computing is a third party rather than one of the vendors providing IT
services. Second, in the direct mode, the client remains the coordinator, but in
multi-cloud computing the client will usually rely more on ready-made tools.

Except for these differences, a number of other differences also exist:

Prices. Clients can achieve better prices in multi-sourcing than single-sourcing
(e.g., [16, 18]) because of a stronger competition between providers. The market in
cloud computing is competitive so providers need to offer competitive prices in most
regions and prices do not change for individual clients. Clients can achieve savings
through multi-clouds mainly by buying at the best prices available (everything else
considered constant) and less through negotiation or threats of using another provider.
Therefore, multi-clouds also can lead to cost savings but through a different mechanism
than multi-sourcing. Another way to achieve better prices is by committing to certain
volumes (e.g., AWS Reserved Instances), although the client gives up some flexibility
this way.
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Service quality. Service quality improvement can be achieved in both cases by
choosing providers who specialize in the outsourced service. For example, a client can
use the best ERP and SCM available in the cloud without worrying about their
installation and maintenance while still paying for them on demand.

Flexibility. The increase in flexibility is much higher through multi-cloud com-
puting than multi-sourcing because long-term contracts are not needed and switching of
suppliers is usually easier.

Financial risk. In cloud computing, there are no long-term contracts and switching
of assets or employees do not occur. The financial risks for clients are, therefore, lower
than in multi-sourcing. For example, if an ITO provider goes bankrupt, the client may
still be responsible for the employees who were transferred to the provider.

Lock-in. The danger of lock-in can be reduced with multi-cloud computing like
with multi-sourcing but new dangers also arise as will be explained next. Lock-in can
occur at three levels in the context of cloud computing:

¢ Clients may lock-in into an application run in the cloud. This is really not different
than dependence on an application run on own hardware and system software.

e Clients may become dependent on a provider of cloud services who uses a pro-
prietary solution to offer his service. If a provider sticks to open software standards,
a move to another provider should not be too difficult. Clients are mostly warned of
this type of lock-in.

e Clients may become dependent on a provider of managed services who created a
proprietary solution for integration of cloud services. This threat also exists but it is
seldom mentioned. The safest strategy for clients is to demand from the coordi-
nation provider to use open source tools or at least those tools that are widely used
in the market, as much as possible. This way switching to another managed cloud
service provider should be less painful.

Access to new technology. Multi-cloud computing is characterized by rapid
innovation and entrance of many new software producers and service providers.
Therefore, it is fairly easy for a client to try new technologies by using providers who
invented new products or adopted new technologies. This trial is also not very risky
(unless it leads to data leaks or other serious problems) because the decision can be
easily reversed.

Coordination cost. These additional costs should not be disregarded in either of the
computing models. The above cited survey of small and medium-sized firms in
Germany revealed that about 55.5% of overall costs for cloud computing were costs for
infrastructure usage while about 45.5% were spent for coordination [3].

“Finger-pointing”. Like in multi-sourcing [14], the likelihood that it becomes more
difficult to identify the culprit when a problem occurs rises with the number of pro-
viders. Unfortunately, this may especially occur when severe security breaches happen,
as shared responsibility with respect to security (see above) is sometimes not properly
executed.

Small contracts and relationship-specific investments. Fear has been expressed that
splitting the outsourcing volume to several providers may lead to contracts that are too
small to attract vendors or make them pay much attention to the relationship [20].
However, providers in cloud computing usually do not invest into relationship-specific
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assets. Of course, big client volumes (and client numbers) enter indirectly into their
planning of locations for equipment but not with a specific client in mind. Since there
are no long-term contracts, relationship-specific investments would weaken their
position against such clients. They also set up their services in such a way that handling
of small volumes does not create significant overhead. Therefore, they can and will take
any volume of business. Reduced contract sizes do not create any problems.

Integrated SLAs and OLAs. It has been suggested that integrated SLAs or OLAs
can be set up to improve the collaboration of vendors in multi-sourcing ITO [15, 18].
This will usually not work in cloud computing as providers make their contracts and
deliver services independently of each other. They are only willing to make guarantees
for their service.

7 Conclusion

This paper has analyzed coordination modes in multi-sourcing and multi-cloud com-
puting environments. Our analysis shows that the coordination modes for ITO and
cloud computing are only same on the surface. First, the mediator assumes a different
role. In ITO, it is usually one of the outsourcing vendors, while in cloud computing it is
a firm specializing in (multi-)cloud management. The main reason for this situation is
that coordination of different cloud services is an ongoing and complex task, if best
results from a cloud environment are sought. Another difference is that in both modes,
direct or mediated, many tools for coordination in cloud computing exist meanwhile.
This, again, is necessary for the flexible and cost-effective use of clouds.

However, the coordination necessity also creates significant costs. This is especially
obvious in the mediated coordination mode. The costs reduced by the optimal use of
multiple clouds are partly offset by the coordination costs. Therefore, clients must
consider all the costs in their decisions on cloud computing.
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The Digitisation Gestalt: A Case Study
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Abstract. Organisations are increasingly impacted, directly and indirectly, by
digital disruption. This continuing single case study examines an Australian stat-
utory authority’s response to digital disruption as an electronic marketplace
emerges. A public-private subsidiary is established, reshaping the organisation
form. A guardian model of supplier management is introduced, a revised multi-
sourcing strategy is implemented and challenges are experienced managing capa-
bility and competences, client and supplier, during transition. The organisation’s
response is examined though the lens of both collaboration and sourcing theories
to assist in the development of practical strategies for both the public and private
sector.

Keywords: Sourcing decision making and configuration - Multi-sourcing -
Guardian model - Supplier and client capability and competence - Digitisation and
digital disruption - Collaboration theory

1 Introduction

As digital disruption displaces unlikely markets and industries, organisational form,
sourcing decisions, procurement processes and internal IT structures must evolve in
response. When confronted with digital disruption, how does an organisation respond?
What form does the emerging organisation take? How does the organisation refresh its
business model to an international service platform? What if the organisation is a stat-
utory government authority, and is prevented from acting as a commercial entity, due
to the additional layers of bureaucracy and the limitations of legislation and government
policy.

This paper seeks to explore the next phase of a longitudinal case study that examines
changes to an organisation responding to multiple challenges including digital disrup-
tion, implementing cloud technology, government asset disposal and ageing technology.
Sourcing decision making, configuration and governance are symbiotic as the organi-
sation attempts to monitor and manage the multiple suppliers, relationships and changes.
The results achieved by this organisation are being reviewed with increasing interest by
the Western Australian public sector, other Australian and international jurisdictions,
competitors, partners and investors.

After the application of an agreed Sourcing Strategy, the organization’s strategic
response was the bespoke redevelopment of the core enterprise system. The new land
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registration system was built multi-tenanted on a cloud infrastructure to seize commercial
opportunities in other markets and jurisdictions with end of life land registry systems.

“Cloud signals significant changes in functions and roles for internal IT” [1].
Although market attributes of cloud services have similar characteristics to commodities
such as water and power, Brynjolfsson et al. point out that organisations “don’t need a
“Chief Electricity Officer” and a staff of highly trained professionals to manage and
integrate electricity into their businesses” [2]. The transformation of the internal IT
function, and determining capabilities to be retained, and change management of the
legacy organisation can be a painful process if not managed well.

Capabilities, competencies and capacity required from new and existing suppliers
and the current and emerging organisation are in transition and evolving. Retained
capabilities may be influenced by perceptions of trust, assumptions regarding tacit
knowledge and specificity. “If in-house is not seen as more trustworthy than external
personnel, then transaction costs are not necessarily lower in-house in spite of high
knowledge specificity” [3]. To test the hypotheses, data on tacit knowledge and knowl-
edge specificity may be examined and correlated to findings in relation to the perceptions
of trust.

2 Research Approach

The single organisation case study has access to empirical performance data and semi-
structured interviews gathered during the longitudinal case study observing client and
supplier organisations as the client adopts a large scale cloud technology platform.
Changes in sourcing strategy have led to corresponding change to the organisation’s
form.

When the organisation was first examined in 2014/15, the focus was on the adoption
and implementation of cloud technology, which was considered innovative and cutting
edge such a short time ago. The velocity of the digital disruption is such that in the space
of months, cloud infrastructure is now accepted technology and organisations ponder
the value of their onsite data centre investments or long term data centre storage
contracts.

The research question posed is: “what are the contributing factors to the successful
digitisation of a business?” and if the digitisation is successful, the concept of “gestalt”,
or each factor within the newly digitised business creating a new organisation of which
the value far exceeds the sum of each part.

Case study was considered the appropriate method of research given the substantial
change being experienced by the organisation, to the internal and external environment.
Both Eisenhardt [4] and Yin [5] confirm the process of theory building through case
study research.

The case study data and access to semi structured interviews with a consistent group
of interviewees can provide evidence to examine a single organisation as it responds to
digital disruption. Supplier and client capabilities and competencies change in response
to arevised sourcing strategy and the transition towards more increasingly sophisticated
contractual and governance frameworks.
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3 The Case Study Example

The subject of the longitudinal case study is a statutory monopoly of an Australian State
responsible for the registration of real property transactions for approximately 2 M citi-
zens. The State boundary is geographically large and diverse and the capital city where
the majority of citizens reside is geographically isolated. The accuracy of the registry is
guaranteed by the State.

The platform and systems which underpin the Registry was ageing and at end of life
and extensive market research indicated that there was no acceptable off the shelf solu-
tion. Furthermore, other jurisdictions nationally and abroad also had systems that were
nearing end of life.

The legacy IT function of the case study was a domestic outsourcing arrangement
with multiple suppliers based on site managed by a large in-house team, managed by a
Chief Information Officer (CIO). The in-house team was structured as Plan/Build/Run
with a sub optimal onsite data centre.

An external factor driving change was a national push to introduce electronic settle-
ment of property transactions. This change was similar in nature to the introduction of
electronic share trading. To assist the organisation synthesise the impact of this change,
a reference model for electronic markets was applied [6].

In applying this model, the organisation was able to understand its role in the
emerging electronic market for real property, as a trusted information service provider
that could underpin the market, subject to providing the information at the speed and
accuracy that an electronic market would demand.

Governance
(oversight)
, s EEEEE ~ \
Buyers 1 : 1
1 Clearing
(demand) — 1
Notification : (agreements) \ :
of Trade - . 1 Information
Buy and Sell : Electronic Market Operator | (services)
intentions | Settlement !
Sellers — . !
(transactions) 1
(supply) T /
7’
-~ - r _______________ - -
1 Settlement function :
Fm.amflal Practitioners
Institutions (logistics)
(finance) g

Fig. 1. Elements of a reference model for electronic markets [6].
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In response to both the potential threat and opportunity, the organisation commenced
a revision of its Business strategy and Information Technology strategy. A Sourcing
Strategy was prepared and approved, defining key principles and providing decision
making models to assist with sourcing decisions, enabling the organisations executive
to prioritise the platform rebuild to both capture value and create value [7].

The organisation assessed that its provider of application development services, who
also provided existing application support services, had the capability to build a new
platform, and could do so under the existing contract which was due to expire in a just
over eighteen months. Government contestability rules would require that the organi-
sation go out to tender for a replacement contract. The rebuild of the platform under
traditional contracting arrangements would be both time and cost prohibitive, and usual
governance arrangements for projects of a similar nature would exacerbate the situation.
The race to complete a viable replacement platform could only be successful in a highly
collaborative arrangement with strong trust.

The organisation deemed, after careful consideration and robust debate, to enter into
a joint venture type arrangement with the parent company of the application develop-
ment supplier. The form of this joint venture was to stand up a subsidiary, “NewCo”.
This initially had multiple benefits for all parties, including but not limited to:

Shared risk;

A common goal;

Reward for performance in future commercial opportunities;
Characteristics of a public/private partnership;

Positive behaviour changes — related to shirking and monitoring;
Superior performance and project ahead of schedule and under budget.

Conversely, both the JV partner and the organisation have experienced some nega-
tive aspects in setting up the subsidiary and the project, including but not limited to the
following:

e Long delays in contractual arrangements being established which can be attributed
to legal representatives struggling with the concepts of Incomplete Contract theory;
Organisational concerns related to conflicts of interest, perceived and real;
Insufficient resourcing to enable adequate project management, change management,
transition planning and communication.

o Establishing a subsidiary between parties from different sectors and industries has
challenges, however, if successful, significant rewards.

4 Digital Disruption, Digitisation, and Digitalisation

The terms digital disruption, disruptive technology and disruptive innovation are often
used interchangeably. Christensen developed the theory of disruptive innovation [8].
Large successful organisations risked failure by focussing on sustained innovation,
creating opportunity for unknown competitors to develop niche products or services for
niche market that disrupts the existing business model, usually at speed before market
leaders are able to respond, and displaces the known market. Digital disruption may be
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defined as the change that occurs when new digital technologies and business models
affect the value proposition of existing goods and services [9].

Land registries underpin financial and banking systems in many developed countries
and there is demand to enable property transactions to occur at similar speed to other
asset transactions, like share trading. Blocks chain and cryptocurrency technology is an
emerging threat to this market.

Digitising, or conversion of into digital form, of hard copy land registry records
resulted from the response to electronic conveyancing. The client organisation
commenced scanning and electronic processing the paper records associated with land
property transaction, of which there were approximately 300 K per annum.

The digitalisation resulting from both digitisation, e-conveyancing and the building
of a new multi-tenanted platform on cloud technology is the catalysts for the change to
the business model and the organisation, with significant impact on the internal IT
structure.

S Theory and Discussion

Successful joint ventures are collaborative efforts. Significant academic research has
been undertaken reviewing collaboration and collaborative arrangements, and factors
that may contribute to their success, or failure. Establishing the joint venture was integral
to the case study organisation’s strategic response to the emerging electronic market-
place. It may be possible to look to the elements in collaboration theories, to identify
success factors in the joint venture, resulting in a positive response to digital disruption.

5.1 Interorganisational Collaboration (I0C)

Interorganizational collaboration (IOC) can be defined as a cooperative, interorganiza-
tional relationship [10]. Majchrzak et al. [11] examined the dynamics of IOCs after the
initial contracts have been established and found that IOCs are exceedingly unstable,
dynamics defined as any change in the form or state of the IOC over time [12]. Their
review identified six multifaceted dynamics characteristics of IOCs that change after the
initiation or formation including:

e Goals — changes to the explicit mission or goals for the collaboration, such as adding
a new goal or dropping or replacing the original goal;

e Contract frame — referring to the changes in emphasis of the formal (transactional)
and informal (relational) elements in the interorganizational agreements including
knowledge transfer methods, intellectual property provisions, shared risks and
mutual benefits;

e Interaction style — changes in emphasis relating to interactions between partner firms,
whether competitive or cooperative behaviours;

e Decision making control — is the decision making control at the top level or lower
level of the partner firms;
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e Organizational structure —referring to the degree of formalisation and standardisation
of roles and processes of I0Cs, specifically the shifts towards and away from
increased structure; and

e Actor composition — membership and changes relating to key individuals in the IOC.

Majchrzak et al. [11] specify three categories of causes: between-partner differences;
external sources and within IOC sources. Six patterns of dynamics are also observed.
This review found that despite variability across the cases examined there were three
clear distinctions in IOCs in which successful outcomes were documented:

e Changes in more characteristics;

e Changes were proactively initiated due to differences in partner interests; and

e Dynamic patterns with more complex feedback loops having a subsequent effect on
other characteristics.

5.2 Collaborative Innovation Framework

The collaborative innovation framework [13] identifies four elements, all present in the
case study example, contributing to collaborative innovation with key insights from each
element:

Leading — dealing with adaptive challenges, situations where problems and solutions
are unclear, a multi-function team is needed, learning is vital, innovation is usually
necessary, and a general business goal rather than precise metrics point the way.

Contracting — the greater the innovation ambition, the more likely to have a risk-
reward component in the contracting arrangement. This may take the form of a joint
venture. Transformation outsourcing is not technical and will involve behavioural,
organisational, social and political issues.

Organizing — teaming across organisational boundaries and functional silos is vital
for adaptive and innovative work;

Behaving — lasting collaborative innovation is shaped in the context of prior work
on leadership, contracting, and organising, which creates rising levels of trust, teaming
and performance.

Collaboration is identified as a key point facilitating the step change in sourcing
maturity beyond strategic relationship, partnering and innovation. Collaborative behav-
iours, demonstrated by “high trust, flexibility, risk sharing and investment of resources
and time” are essential if “high performance on shared goals are to be achieved” [14].

5.3 Sourcing Decision Making and Configuration

Sourcing Strategy. The organisation developed a Sourcing Strategy, underpinned by
two decision making models, Willcocks, Petheridge and Olson’s “Decision making
matrix on outsourcing” [15] and the “Strategic sourcing by market comparison” and a
small number of key principles that would guide sourcing decisions.

Contractual Framework. A joint venture in the form of a subsidiary (NewCO) was
agreed between the client and the supplier of application development services,
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responsible for the development of the new platform. When a client and service provider
form a joint venture, it is usually to pursue the following goals [16]:

e Establishing a new venture to develop new and innovative solution and services for
the clients vertical markets to keep both parties engaged and motivated and maximise
profits; and/or

e The transformation of large scale (in the context of the client) complex business
functions and processes of the client firms, sharing the risk for the client who is
dealing with uncertainty and complexity of the changes and motivation for the
supplier.

In this particular case study, both goals are present. The framework for the revised
sourcing relationship between the client and the supplier and the JV/subsidiary was
proposed as a strategic Master Services Agreement (MSA), ‘approximately 20 pages’
based on incomplete contract theory. “In the case of customized IT service outsourcing,
Contracts play a minor role in the governance of the relationship” [13].

The resulting contractual framework was a 200 page MSA, with multiple schedules
and a 60 page Glossary. In practice, legal counsellors from both parties have struggled
with the concept of a contract being “incomplete”. The formal contracts were finalised
in late 2016 and the transition process to the new framework and models is in the very
early stages. A summary diagram was prepared to assist all parties understand how key
elements of the MSA work together (Fig. 2).
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Fig. 2. Governance, performance, price and contractual framework

Performance measurement and monitoring. To evolve measurement of successful
contract performance beyond the expected service level agreements, key performance
indicators, reporting and meetings to critical success factors and real time performance



The Digitisation Gestalt: A Case Study 145

data. Comparisons between the different performance measurement regimes can be
made over time (Fig. 2).

5.4 Supplier and Client Capabilities and Competencies

Feeny and Willcocks [17] have identified nine client capabilities and four core tasks
demonstrated in a retained capabilities model that is applicable to both outsourcing and
cloud adoption and are critical to the client organisation. Adoption of cloud technology
shifts the emphasis of the retained capability model, highlighting four crucial capabilities
or attributes [18]; business savvy, architect, sourcing specialist and business innovator.
This case study raises the question: are these attributes within the retained organisation,
and which retained organisation, the client or the subsidiary?

Performance measurement and monitoring. To evolve measurement of successful
contract performance beyond the expected service level agreements, key performance
indicators, reporting and meetings to critical success factors and real time performance
data. Comparisons between the different performance measurement regimes can be
made over time.

5.5 Supplier and Client Capabilities and Competencies

Feeny and Willcocks [17] have identified nine client capabilities and four core tasks
demonstrated in a retained capabilities model that is applicable to both outsourcing and
cloud adoption and are critical to the client organisation. Adoption of cloud technology
shifts the emphasis of the retained capability model, highlighting four crucial capabilities
or attributes [18]; business savvy, architect, sourcing specialist and business innovator.
This case study raises the question: are these attributes within the retained organisation,
and which retained organisation, the client or the subsidiary?

Prior to appointing the subsidiary as the sole supplier for all its application and
infrastructure services, the client directly engaged three suppliers across four contracts
to provide the equivalent services, managed by an internal IT team of 60 in a build/plan/
run configuration, further supported by a procurement and contract management unit.
The interim IT team has been halved and is expected to be reduced further as the platform
development project nears completion.

Su and Levina [19] describe the different breadth and depth of supply relationships
as supply base as a set of contractual supplier relationship directly managed by the
sourcing firm. Before introducing the subsidiary, the client’s supply base was low
breadth and high depth with the resulting disadvantages of high switching costs and the
risk of supplier tacit knowledge of the client organisation (Fig. 3). The supply base is
moving to the hybrid mixed type supply base, which should mitigate the disadvantages
of an increased breath of supply base, limited economies of scale, higher production and
supplier management costs.
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Contractual framework- direct sourcing
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Fig. 3. Direct sourcing contractual framework, pre Guardian model

5.6 Multisourcing and Lead Provider as a Guardian

In addition to moving its supply base, the client is altering its multisourcing configuration
[16], from the client as the service integrator in Fig. 3, to an interim guardian model
arrangement (Fig. 4). The service integrator is a lead provider [16] and is the currently
contracted application developer and a subsidiary of the joint venture partner.
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Fig. 4. Contractual framework post introduction of a Guardian model
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Figure 4 demonstrates how the major contracts are novated to the subsidiary, and
the MSA becomes the single contractual arrangement between the client and the subsid-
iary. The major contractors based onsite commit to an operating level agreement (OLA).
The transition is in the early stages, however, the challenges relating to information
asymmetry, managing interdependencies and supplier relationship management are
emerging [16].

Trust has influenced and impacted the development of the MSA, the transition
arrangements and perceptions of the value delivered by supply base, supplier configu-
ration and the retained organisation. Trust is a key component in partnering [20],
however, Willcocks and Lacity observe that “there is no such thing as instant trust in
outsourcing. It is built over time through demonstrable performance” [21].

The three-pronged model of trust [14] reflected the complexities of the outsourcing
environment: personal, competence-based and motivational. In this case study example,
the client seeks to demonstrate value and performance that is not directly linked to a
highly prescriptive and heavily monitored service level agreement.

Dibbern et al. assert “to comparatively assess the cost of outsourcing and in-house
provision, managers should evaluate the required client-specific knowledge and the
trustworthiness of vendor staff and own employees” [3]. Additionally, “in house trans-
action costs advantages resulting from high knowledge specificity disappear if vendor
staff is trusted as much as or even more than in-house personnel” and “asset specificity
remains an important antecedent of sourcing efficiency and outsourcing decisions”.

The understanding the role of trust and the early assessment of it along with knowl-
edge and asset specificity, may be a contributing factor to the successful response to
digital disruption.

5.7 Success Factors Contributing to the Threat and Opportunity of Digital
Disruption

The case study example has continuing themes of collaboration, trust, capabilities and
competence from both the supplier and client. In examining the case study and consid-
ering the existing theories on collaboration, client and supplier capability and compe-
tence, theoretical principles may be identified to assist organisations better respond to
continuing digital disruption.

As the organisation continues with its transition, each of these factors can be exam-
ined to identify its contribution towards the strategic response to digital disruption.
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Fig. 5. Potential Digital Disruption response success factors

6 Conclusion and Further Research

Understanding how to respond to digital disruption and identifying implications for
organisations is increasingly important. The case study example faces complex chal-
lenges, a public-sector authority forming a joint venture as a strategic response to an
emerging electronic marketplace, and a change to the management of the organisations
multisourcing configuration through the introduction of a guardian model.

The organisation’s experiences may also be applied to potentially reframe the
outsourcing lifecycle model to apply to ‘as a Service’ (XaaS) or consumption offerings
that are increasingly available [22]. Can this case study contribute to a theory on
responding to digital disruption? Are there elements of collaboration theory that can
apply? Will the introduction of a guardian model help or hinder the management of
changing and emerging capabilities?

A clear sourcing strategy, business process change, optimised organisational struc-
ture supported by supplier configurations, contractual frameworks and governance
arrangements conducive to outcome over compliance, create value beyond the benefit
of applying change to each of these factors in isolation. The emerging organisation,
responding to the threat of digital disruption, but identifying a new markets and oppor-
tunities, is then an exemplar of the digitisation gestalt, a new ‘whole’ with a value that
may now significantly exceed the sum of its parts.
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Abstract. Despite the fast growing trend, it is reported that IT outsourcing in
China is fraught with high rates of failure. The buyers of IT outsourcing services
in China face difficulties in selecting service providers, negotiating managing
contracts, and maintain good relationship due to a lack of systematic guidelines
on which governance mechanism to deploy to manage outsourcing contracts. This
research endeavors to study whether the governance mechanisms (i.e. formal
control and social control) adopted in Western countries are prevalent in China,
but to critique such governance mechanisms in light of the unique cultural context
in China where ‘guanxi’ is seen to be a key enabler of outsourcing. A significant
contribution study to theory is to look into IT outsourcing phenomenon with a
balanced view and through an integrated theoretical lens.

Keywords: IT outsourcing - Formal control - Social control - Guanxi - China -
Governance mechanism

1 Introduction

IT outsourcing (ITO) refers to outsourcing all or part of IT functions to an external party
in order to achieve competence advantages from external expertise. It has grown in
popularity rapidly since Kodak outsourced its IT services state the date. According to
Gartner Inc. [1], the worldwide IT outsourcing market had reached $288 billion in 2013.
The Asia-Pacific region is one of the growth leaders compared to other regions. Gartner
Inc. [1] published that ITO markets in emerging Asia/Pacific, Latin America and Greater
China all grew more than 13% in 2013 (versus 2.8% in the US).

Despite the fast growing trend, it is reported that IT outsourcing is fraught with high
rates of failure. Computerworld conducted a research and reported a low successful
percentage of IT outsourcing and even 50% of IT outsourcing contract were terminated
in advance. In China, the buyers of IT outsourcing encounter difficulties in selecting
providers, negotiating and managing contracts, and then in ensuring effective relation-
ships with vendors.

In order to address these difficulties in the implementation of IT outsourcing, this
research focuses on two perspectives: contractual governance (i.e. formal control mech-
anism) and relational governance (i.e. informal control mechanism) in IT outsourcing
[2]. That is to say, it is very critical to a successful IT outsourcing project that the buyer
manages the project formal and informally to protect the benefit and maintain the
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relationship. At this juncture, it is worthwhile considering what might be different about
outsourcing in China versus Western-based arrangements.

The author endeavors to study the phenomena of IT outsourcing in China to test the
hypotheses that both contractual governance and relational governance are also essential
in the success of IT outsourcing in China. However, given the unique Chinese cultural
context, the research also tests whether relational guanxi-enabled governance arrange-
ments are significant enablers of IT outsourcing.

To achieve both these objectives, the paper is structured as follows. In Sect. 2, we
provide critical perspectives on transaction cost theory as a theoretical framework
guiding the paper, control theory and guanxi theory. Section 3 proposes the research
questions and the conceptual framework. While Sect. 4 outlines the added contribution
of guanxi-relationships (if any) to the development of IT outsourcing in china.

2 Theoretical Framework

2.1 Transaction Cost Economics: Contractual Governance

Transaction Cost Economics (TCE) addresses the contractual, structural and governance
aspects of inter-organizational transactions. TCE originates from the field of Economics
and addresses the importance of contracts. TCE maintains that economic efficiency can
be achieved through comparative analysis of production costs and transaction costs.
Transaction costs depend on a combination of certain characteristics of the transaction
taking place (i.e. asset specificity, uncertainty and frequency) and certain characteristics
of human nature (i.e. bounded rationality and opportunism). When the buyer chooses
the outsourcing provider, the relationship between the buyer and the provider is consid-
ered as the special asset which has little alternative use. Hence, the appropriation concern
is highlighted. The buyer endeavors to make sure that the investment can’t be appro-
priated due to the potential opportunism. When the buyer considers the future is the
situation of uncertainty, he is concerned about the adaptation problem because the
unexpected contingencies maybe arise. Hence, TCE proposes that the contract is impor-
tant to solve the adaptation problem, and what kind of contract should be used in a certain
relationship. When asset specificity increases, contracts need to be increasingly complex
to mitigate the possible opportunistic behaviors by the provider. Uncertainty challenges
an exchange by requiring the parties to adapt to problems raised from unforeseeable
changes. It affects people’s rational decision, and increases opportunism. At this time,
contract needs to be as specific and detailed as possible to protect possible and inevitable
changes in the exchange. Infrequent transactions also increase the likelihood of oppor-
tunistic behavior in later periods by reducing the threat of retribution. In sum, TCE sees
the IT outsourcing decision as a rational decision made by a careful evaluation of trans-
action related factors, when transaction costs are high, outsourcing contracts need to be
highly specific and complex to offset the risk of opportunism.

However, it is very difficult for the buyer to initiate the detailed contract to cover all
the possible issues in the future due to bounded rationality. Hence, they have to execute
the incomplete contracts with the risks of adaptation problems and the opportunistic
behavior. These incomplete contracts need to be managed by alternative governance
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mechanisms of which hierarchical mechanisms are conceived to be particularly effective
by aligning incentives, providing monitoring and realizing control by fiat [3].
Williamson [4] proposes three mechanisms (i.e. market, hierarchy or hybrid) to explain
the governance over the transaction. When the buyer endeavors to choose the gover-
nance mechanism, they evaluate the transaction cost related to initiating, monitoring,
modifying and executing the outsourcing contract. The mechanism whose transaction
cost is the lowest will be chosen finally. According to TCE, the hybrid mechanism is
considered as an intermediate form since it involves all alternative mechanisms between
the extreme market and hierarchy mechanism. Obviously, both market and hierarchical
governance are mixed in the hybrid mechanism, “as it sacrifices some of the high
powered incentives of the market in favor of superior coordination and some coopera-
tiveness of the hierarchy in favor of superior market incentives” [4, 5]. The extent of
appropriation concern will lead the hybrid to resemble either the market or hierarchical
mechanism. The more appropriation concerns lead to the more hierarchical governance.

Generally TCE is adopted as its underlying paradigm in the current literature [6].
The main reason is that the make-or-buy decision is the main topic which TCE focuses
on and it is critical in the relationship between the buyer and the supplier [7, 8]. Hence,
Poppo and Zenger [9] points out that the buyers endeavor to adopt different governance
mechanisms in the exchanges to minimize the transaction cost. Thus, several transaction
cost factors have been identified as antecedents of governance mechanisms, including
asset specificity, environmental uncertainty, and behavioral uncertainty [9].

Williamson claimed that a hybrid organizational form is considered as a homoge-
neous category between ‘market’ and ‘hierarchies’. However, Osborn and Baughn [10]
criticized the inter-organization relationship actually consists of a heterogeneous
phenomenon. They point out that the inter-organization relationships may take a wide
range of forms and can serve a great variety of functions, of which economizing on
transactions may only be a part [11]. Because of this heterogeneous property of hybrids,
it is proposed that they should be considered a unique and separate entity. Although
Williamson [12] recognizes that it is not the unique function for the governance mech-
anisms to minimize the transaction cost, he argues it is still the main function. However,
Osborn and Hagedoorn [11] also supported this view and argued that “some alliances
may be designed to reduce transaction costs, but this is not their only function” (p. 274).
Furthermore, “focusing exclusively on transaction costs [.. .] may hide more than it
reveals” (p. 274). As a result, research suggests that TCE alone is insufficient to study
the governance underpinning outsourcing [13, 14].

TCE is also criticized for the lack of the recognition of social control. As such, an
increasing body of research is pointing out that the transaction is therefore viewed out
of the context, as some form of ‘independent event’, and TCE itself ignoring the effects
of the previous and repeated transactions [3, 15]. The very nature of the ‘inter-organi-
zation relationship’ can be impacted by repeated transaction embedded in a wider social
context. Such social contexts “which can result in informal coordination and monitoring
and high trust between partners, touches upon some of the key assumptions of TCE”
[16]. For example, with the increase of asset specificity in the relationship the partners
tend to adopt less hierarchical mechanisms to control their relationships. Many alterna-
tive control mechanisms exist, such as “reciprocity norms, reputations, trust, personal
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relationships and the embeddedness of relationships in a social network of current and
prior ties” [3]. These social control mechanisms are different from control by prices in
the market and the administrative authority in the hierarchy. The perspective of social
control offers the opportunity to broaden the recognition of control mechanisms in
outsourcing relations.

2.2 Control Theory: Formal vs. Informal Control

A useful classification of control forms that complies with the previous critiques of TCE
is the distinction between formal and informal control mechanisms [14]. Anderson [17]
defined ‘control’ as a behavioral attempt to ensure individuals or teams act in a manner
consistent with achieving desired goals. Jaworski er al. [18] divided control into formal
and informal control. Formal control is delivered via a written contract stipulating
performance evaluation and rewards. In contrast, informal controls, such as social
norms, peer pressure, shared beliefs and experiences [19], complements contracts with
social strategies designed to decrease the gap between principal and agent.

The adoption of either formal control or social control may depend on various
contexts. Generally, some researchers propose the Western corporations prefer formal
control to govern inter-organization relationship in the outsourcing, while the Eastern
corporations prefer social control to govern the inter-organization relationship [20]. The
logic depends on the assumption that the formal contract can only be adopted in the
context with the complete legal system [21].

Besides this, the adoption of control mechanisms can be impacted by the cultural
background of the corporations. Some researchers point out that the Eastern corporations
especially Chinese corporations prefer social control since they pay attention the social
ties in Chinese culture [22, 23]. However, in the recent years, there are some changes
of the adoption of control mechanisms in the world. Some researchers point out the
Western managers increase the adoption of social control to govern inter-organization
relationship in the outsourcing [24]. On the other hand, the Eastern managers increas-
ingly emphasize the formal control [25, 26].

Formal control rests on the contracts and social control emphasizes the importance
of trust. Each control mechanism has its own strengths and weaknesses. Formal control
prefers the detailed contracts in which the partners’ behaviors and outcomes are defined
clearly as much as possible to safeguard the opportunism. Social control can be adopted
to deal with the unexpected issues since it allows the flexibility to react the issues not
defined in the contracts. It is obvious that the strength of one control mechanism is the
weakness of the other. Some researchers propose the complementary view that formal
control and social control complement each other [25, 26]. However, the complementary
theory is criticized by the substitution theory. The researchers argue that the adoption
of one control mechanism may reduce the requirement of the other, hence, it would be
inefficient to adopt formal control and social control simultaneously [27].

Researchers from the substitution school of thought believe the adoption of one
control mechanism obviates the adoption of the other [27]. They argue that social control
rests on concrete trust to govern the inter-organization relationship [24], while formal
control emphasizes the contract to safeguard against opportunism with high contracting
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cost [5]. They assume if the trust between the partners is strong enough to govern the
inter-organization relationship, the combined adoption of formal control and social
control is not economical. In this case, the researchers see formal control and social
control as substitutes [5, 27].

However, other scholars disagree, noting that formal control and social control are
complements [9, 23, 26] and social control may complement the limitations of formal
controls. In a well-designed contract, the partners’ behaviors and outcomes are clearly
defined, hence a legal framework is provided to govern the relationship [23]. But it is
impossible for managers to predict all future contingencies and include them into the
contract and difficult to maintain continuous cooperation when unexpected issues arise
[24]. Even though trust may exists, ex ante contract costs is hardly reduced [28]. It is
through these relationships that [29] view social controls complementing formal
controls. Given that the use of social control provides flexibility and fosters bilateralism,
social control may interact positively with the use of formal control in explaining coop-
eration performance [23, 30].

Clearly there are competing views concerning the complementary or substitute view
of controls in inter-organizational relationships. The lack of clarity is indicative of a
field of academic endeavor which is under-explored. This is particularly pronounced
when issues of culture play a part in comparing Western with Eastern outsourcing prac-
tices, given “the polarized either/or distinction is a simplification of reality concealing
complex interrelationships” [31].

2.3 Guanxi Theory

Hofstede [32] points out that culture influences the individual’s thought and behavior
in business relationships so it is important to understand the cultural background of the
business. Fang et al. [33] points out Chinese culture is considered as “interpersonal-
oriented, reciprocal, tactical and network embedded”. These characteristics are attrib-
uted to Chinese traditional philosophies (i.e. Confucianism, War Stratagem and
Taoism). A Chinese businessman who is considered as “Confucian” prefers “win-win”
business and cooperation, while the Chinese business man who is considered as Sun
Tzu-like strategist prefers “zero-sum” and competition. Trust is considered as the key
factor which heavily influences Chinese businessman’s business decision [33].

Organizational trust (trust between organizations) in China is associated with
“guanxi” which is considered as a critical trait of Chinese society, where “exchanges of
favors between people over the long-term are facilitated through a set of interpersonal
connexions” [34]. Luo [34] points out Chinese persons prefer to get the things done
through “guanxi” way. Guanxi is considered as “door-opener”, “gate-keeper” and
“peace-maker” in Chinese business context. It can be attributed to Confucian and can
be considered as a pragmatic choice to maximize economic benefits. It provides a “moral
and ethical framework” [35] within which “transactions could take place appropriately
in a weakly regulated society, where inadequacies in both laws and enforcement have
weakened professional morality and social responsibility” [36]. Ultimately, guanxi is
built up through common attributes such as friendships, clanships, schoolmates and it
is cultivated and maintained via social activities.
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In sum, guanxi constitutes the fiber woven into every aspect of Chinese society and
every Chinese person’s social life. It is embedded in Chinese culture deeply and it
becomes important in Chinese business context [34]. Luo [23] points out guanxi has
been considered as an effective tool in Chinese market and it impacts positively the
marketing and accounting performance of the firms. Guanxi is also identified as a source
of continuous competence advantage for doing business in China [37, 38].

The term guanxi contains several connotations, however three common definitions
are proposed in academic [39]. Generally, guanxi is considered as personal relationships.
Luo [40] defines guanxi as “interpersonal linkages with the implication of continued
exchanges of favor”. Guanxi means implicit mutual obligations, understanding and
assurance and leads Chinese attitudes to long-term business and social relationships.
The second definition considers guanxi as subsets of relationships which work based on
norms and reciprocity. The third definition has a pejorative connotation, meaning to
obtain economic or political benefits with the usage of authority by unethical persons.
In the study, the author prefers the second definition.

Many contemporary researches study guanxi as the critical tool to do business in
China. Lee and Humphreys [41] point out foreign investors have the difficulties to gain
knowledge about Chinese domestic market and suggest guanxi networks can be adopted
an important source to gain the information on market trend. Guanxi networks also help
to attain physical and labor resources, and to build up the relations with local govern-
ment. Park and Luo [34] propose guanxi plays a critical role in formation sharing with
government authorities and business community.

There are few researches on guanxi in outsourcing area. Lee and Humphreys [2]
point out that guanxi influences supply management in the area of supplier development,
strategic purchasing and outsourcing, and that guanxi helps to develop more integrated
and closer supplier relationships. Abramson and Ai [42] propose that “guanxi-based
buyer—seller relationships similar to relationship marketing are strongly related to lower
levels of perceived uncertainty about the business environment and improved perform-
ance outcomes”.

Guanxi networks are adopted to overcome the distrust and uncertainty which plague
economic transactions [43]. Batjargal and Liu [44] consider guanxi as a risk-mitigating
tool in venture capital investments. The author agrees that the buyers build up and
maintain guanxi to manage the risk when they deal with supply risk with the suppliers.
Transaction Cost Economics is applied to explain why guanxi can mitigate the uncer-
tainty in the environment. Guanxi networks can be adopted to reduce the supplier’s
opportunism hence decrease transaction costs. This emerges from the nature of guanxi
network, which means that if the supplier fails to uphold obligations, then his face is
lost and the information is spread to all the members in guanxi network. An underper-
forming supplier loses the reputation in guanxi network and finds it is difficult to rebuild
his image in future. Conversely, guanxi networks help to select the suitable suppliers
based on their reputation. Hence, the transaction cost of sourcing and selecting the
providers are reduced due to the latent strength of guanxi networks, “which can also
reduce the transaction costs associated with environmental uncertainty and opportunistic
behavior” [45].
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Krause et al. [46] propose that transaction cost economics can be adopted to explain
the relationships between the buyers and the suppliers in outsourcing. However, social
network theory provides another perspective to study the relationships in outsourcing.
Specifically, the author employs social network theory to study how guanxi reduces
supply risk and influences outsourcing success. Social network theory is employed since
it is “a potent concept to explain inter-organizational processes” [47].

The concept of social capital is one of the key elements in social network theory.
There are many definitions of social capital. Coleman [48] defines social capital as “some
aspects of social structure, facilitating certain actions in individuals who are within the
structure”. Social capital is also defined as the opportunities a player obtains through
the relationships with others [49]. Putnam [50] considers social capital as “the features
of a social organization such as trust, norms, and networks that can improve the effi-
ciency of society by facilitating coordinated actions”.

Coleman [48] proposes two benefits of closure cohesive networks for the players in
the network during the creation of social capital. Firstly, it facilitates obtain the infor-
mation since one of important aspects of social capital is the underlying information
which is inherent in social relationships. Coleman [48] explains that “a person who is
not greatly interested in current events but who is interested in being informed about
important developments can save the time required to read a newspaper if he can get the
information he wants from a friend who pays attention to such matters”. Secondly, within
a dense cohesive network, the player’s transaction can be detected easily and nobody
can escape others’ notice. The usage of sanctions is allowed within the closure network,
which makes it less risky for the players in the network to trust each other.

Guanxi is considered a type of social capital [51, 52]. Lovett et al. [53] point out that
the process of the creation of guanxi is the same as the one of the accumulation of social
capital. To cultivate and maintain guanxi is like purchasing the insurance so that one
can ask for help when needed. In this sense, it is concluded that guanxi is a type of social
capital which can be depend on when the help or support is required. Standifird [54]
points out that guanxi can be considered as a form of social capital which is cultivated
and maintained between two players through a series of reciprocal exchange. Park and
Luo [34] propose the same comment that guanxi is a type of social capital since it consists
of the exchange of social obligations and results in the person’s face in society. There-
fore, in this study guanxi is considered as a form of social capital to influence the success
of IT outsourcing.

The perspective of guanxi in the West however is very different, and sometimes
viewed as unethical. Li and Wright [55] noted that personal guanxi might lead to corrup-
tion and this view is supported by Snell [56]. Since guanxi is based on trust leading to
reciprocal obligations that are almost impossible to turn down [51, 57], under conditions
of under-developed legal infrastructure, guanxi might result in unethical business prac-
tices as render privileged treatments to members within the same guanxi network and
under-table dealing [45]. Although some Western authors regard guanxi as simple
corruption, most Chinese authors, seeing the phenomenon from their own cultural
perspectives, still view it as ethical. To them, a guanxi network may represent the only
efficient means of exchange where legal systems are far fully developed [51]. For
instance, since China’s logistical distribution system is still characterized by complex
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bureaucracy [58], many foreign invested enterprises, regardless of the products they sell,
are faced with challenges at customs clearance. Most importers have to forge close ties
with local customs officials and indigenous trading firms in order to secure speedy
customs clearance, and efficient delivery [59, 60]. Moreover, given that “China’s
commercial law has historically been underdeveloped, in part because its inclusion in
negotiations is thought to be indicative of bad faith” [61], Chinese executives often rely
on personal contacts and friendly discussions to resolve commercial disputes. This
unique Chinese way of resolving business conflicts also reminds foreign enterprises of
the importance to cultivate guanxi with Chinese officials to protect their corporate inter-
ests in the country [62]. Having been further confounded with such Confucian cultural
values as emphasizing mutual respect and social harmony [63], it is understandable that
the practice of guanxi has different ethical meanings. While Westerners may perceive
certain business practices (e.g. gift giving) as bribery, their Chinese counterparts may
regard them as totally acceptable and necessary for cultivating mutual trust and long-
term relationship. In short, in the eyes of Chinese executives, a guanxi-oriented business
system not based on Westerners’ ethical standard is not necessarily unethical [53].

3 Conceptual Framework

Based on the theories which are discussed previously, the author proposes the conceptual
framework in Fig. 1. The research studies these two questions as below.

Contact Phase Contract Phase Control Phase

Asset Specificity

- Supplier asset specificity Control Mechanism
- Buyer asset specificity
Formal Control
\ Uncertainty

- Environmental uncertainty

Detailed - Behavioral uncertainty

Confucianism Guanxi
Contract

- Strategic importance »  Social Control
- High value

Fig. 1. Conceptual framework

Question 1.

Are social control mechanisms used in the west for strategically important
outsourcing contracts which are high value also prevalent in china?

Question 2.

What are the unique characteristics of Guanxi that help (or hinder) outsourcing
outcomes in china?
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Question 2b.

If Guanxi does not assist outsourcing relations, why not? And in which situations
might it (strategically important, high risk situations)?

In China, the corporations prefer social control to govern the inter-organization rela-
tionship since they pay attention the social ties in Chinese culture. However, in the recent
years, there are some changes of the adoption of control mechanisms in China. The
corporation managers increasingly emphasize the formal control. Furthermore, the
managers deploy formal control and social control simultaneously as the complements.

In Chinese cultural context, the corporations adopt guanxi to overcome uncertain
situation. The greater the environmental uncertainty, the more likely it is that firms will
rely on guanxi when entering exchange relationships to deal with an uncertain environ-
ment. In contract phase, the buyers prefer the detailed contract to overcome all the
uncertainty. However, it is very difficult for the buyer to initiate the detailed contract to
cover all the possible issues in the future due to bounded rationality. Hence, they have
to execute the incomplete contracts with the risks of adaptation problems and the oppor-
tunistic behavior. These incomplete contracts need to be managed by guanxi. In control
phase, guanxi influences control mechanism. When the buyers and the providers culti-
vate and maintain guanxi, social control is increased and formal control is reduced.

4 Contribution and Limitation

The research contributes to academic research in two ways. Firstly, in line with Western
literatures, the research investigates whether formal control and social control are prev-
alent in China. Secondly, the research highlights the different cultural contexts in China
hence studies how guanxi influences IT outsourcing projects in China. As a result, the
research is helpful for buyers of outsourcing services to implement a wider set of deci-
sion-relevant criteria in their IT outsourcing projects in China.

Itis very important to acknowledge the limitations of the research which merit future
research. Firstly, the research is conducted in China, where the culture context is different
from other countries. Guanxi is also adopted in other Eastern countries such as Japan
and Korea. It is doubtful whether the findings about guanxi in the research are general-
ized to these Asian countries. Secondly, the study is conducted from the perspective of
the buyers. There is lack of the view of the providers. How do the providers consider
formal control, social control and guanxi in IT outsourcing projects? It can be studied
in future research.
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