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ABSTRACT

Yalaho, Anicet 
Managing offshore outsourcing of software development using the ICT-supported 
unified process model: A cross-case analysis 
Jyväskylä: University of Jyväskylä, 2009, 87p. (+ articles) 
(Jyväskylä Studies in Computing,
ISSN 1456-5390; 103) 
ISBN 978-951-39-3540-5 (PDF), 978-951-39-3467-5 (nid.)
Finnish summary 
Diss.

Software-intensive high-tech companies in Western countries are increasingly 
producing software and related services in developing countries. Despite the rapid 
progress of offshore outsourcing, there are various risks that must be investigated so 
that companies can avail themselves of the opportunities this business model offers. 
Various important benefits can be achieved through the successful management of 
offshore outsourcing. Numerous studies exist on outsourcing in general, yet the vast 
majority of extant literature on offshore outsourcing has dealt with information 
technology (IT) outsourcing from the client’s perspective. Several frameworks have 
been developed that focus on guiding information systems managers in the practice of 
IT outsourcing. However, none of these frameworks has attempted to provide holistic 
guidelines for managing the entire process of offshore outsourcing of software 
production. The main objective of this study is to develop an information and 
communication technologies (ICT)-supported unified process model of offshore 
outsourcing that integrates a) offshore outsourcing processes, b) risk management 
processes, and c) relationship management processes. This study has been undertaken 
to address this need and to make both theoretical and practical contributions.  The 
research has been conducted through: a) an in-depth review of the literature on 
outsourcing, IT outsourcing, offshore outsourcing, global software development, 
distributed software development and ICT; b) an analysis and application of 
transaction cost theory as a background theory; and c) multiple case studies of four 
high-tech companies, conducted from both the service provider’s and client’s 
viewpoints using an interpretive approach. This study introduces a new ICT-
supported unified process model of offshore outsourcing that can be applied in a wide 
range of settings in both research and management. The integrative model provides a 
holistic management process that can guide organizations in their offshore outsourcing 
efforts. This study also identifies factors that lead to success in and create 
risks/barriers to the execution of an ICT-supported unified process of offshore 
outsourcing. Having knowledge of these factors can help both offshore service clients 
and providers.

Keywords: Outsourcing, Offshore Outsourcing, Offshore Software Development, 
Unified Process, Relationship Management, Risk Management, Key Success Factors, 
Information and Communication Technology, ICT Support, Transaction Cost Theory 
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1  INTRODUCTION 

This chapter introduces the background of the research. In Section 1.1 it begins 
by discussing the significance of this research, the research area being the 
information communication technologies- supported unified process of offshore 
outsourcing (ICT-SUPOO) for software development and the lack of existing 
research on this important topic thus far. Section 1.2 defines the research 
problem and the questions that are the focus of this study. The objectives of the 
study and motivations for pursuing them are shown in Sections 1.3 and 1.4 
respectively. The scope of this research is clearly defined in Section 1.5. To 
further familiarize the reader, the relationships among the articles included in 
this dissertation are described in Section 1.6. 

1.1 Background of the study and research need

The globalization of resources has led to dramatic increases in cross-country 
business cooperation. The global software industry is one such business that 
has experienced exponential growth since the 1980s (Correa, 1995; The 
Outsourcing Institute, 2004; Greenemeier, 2002; Patane and Jurison, 1994). 
There are various segments within the global software industries, such as 
applications and systems development (SD), business process outsourcing 
(BPO) and so forth.

The offshore outsourcing of software production has become an 
established way of doing software business. Software-intensive high-tech 
companies in Western countries are increasingly producing software and 
software-related services in developing countries (Nahar et al., 2002; Press, 
1993; Wu and Lin, 1999). According to  Patane and Jurison (1994),

“Many firms are finding offshore software development a viable alternative to in-
house development because of lower cost, inability to hire and retain qualified 
programmers at home, and the growing need to move swiftly from project 
initialization to systems installation”(p.7).
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Offshore outsourcing has been driven by cost savings (Chen, 1996; Elmuti and 
Kathawala, 2000). However, recently things have changed (Lacity and 
Willcocks, 2001, pp. xi-xiv). Firms frequently cite new drivers such as: a) timely 
access to highly qualified technical talent, b) faster time-to-market and 
accelerated delivery, c) the ability to significantly expand software development 
capacity at minimal costs, d) the opportunity to accelerate the improvement of 
software development processes and quality capabilities by working with 
world-class offshore companies, e) a reduced risk of cost overruns and late 
projects completion, f) improved quality of customer service and closer 
proximity to customers, g) increased competitive ability, and h) enhanced 
flexibility.  

Offshore outsourcing refers to a commercial arrangement where a service 
client entrusts a foreign service provider with a commission to produce 
software products or services. This may be seen as the business practice of 
looking outside a firm for foreign service providers capable of performing 
various functions that were previously performed in-house or outsourced 
domestically (Nahar et al., 2002).

Previously, organizations have used various frameworks and models as 
guidelines for gauging their current state and determining future actions with 
regard to offshore outsourcing. These include a prescriptive model to guide 
decision-making (Yang and Huang, 2000; de Boer et al., 2006; Ancarani and 
Capaldo, 2005), bidding strategies for outsourcing/offshore outsourcing (Nam 
et al., 1995), strategic analysis (Abdel-Malek et al., 2005), the dynamic optimal 
control model of internal/external knowledge outsourcing (Gavious and 
Rabinowitz, 2003), contract management and relationship management 
(Buchowicz, 1991; Chaudhury et al., 1995; McFarlan and Nolan, 1995) and 
models describing types of project risks and their properties (Wallace et al. 
2004). However, these frameworks and models do not provide systematic 
guidance about how to execute the entire process of offshore outsourcing for 
software development. Various authors (Probert, 1996; McIvor, 2000; de Boer et 
al., 2006) have acknowledged the lack of a practical and systematic account of 
the method, one that might guide managers in their outsourcing/offshore 
outsourcing endeavours.

An in-depth literature review reveals that most of the existing prescriptive 
frameworks or models of outsourcing focus on some specific activities within 
the outsourcing process or emphasize the general process (e.g., Greaver II, 1999; 
McIvor, 2000; Rockart and Morton, 1984; Momme, 2001; Momme and Hvolby, 
2002; Yalaho et al., 2005; Yalaho and Wu, 2002). For example, the work of 
Carmel and Agarwal (2002) on the maturation of offshore outsourcing in 
information technology and the work of Adelakun (2004), which was built on 
that of Carmel and Agarwal (2002), classified the activities of organizations 
based on their outsourcing experience. All three authors, mentioned above, did 
not provide any guidance as to how to execute the process of offshore 
outsourcing. Similarly, Gottschalk and Solli-Sæther (2006) provided a model of 
maturity stages in outsourcing relationships. Their work described how 
relationships evolve toward maturity through stages (phases), but it did not 
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provide any guidance regarding the entire process of offshore outsourcing. 
Despite the very few studies that illustrate the general process of outsourcing 
and the numerous studies that exist on specific areas of outsourcing, no holistic, 
systematic, and sufficiently detailed framework exists to guide managers and 
other stakeholders in the effective execution of offshore outsourcing. As a 
result, companies attempting to leverage offshore outsourcing may end up 
spending a large amount of time and money exploring how to execute 
numerous tasks involved with the various phases of the complex offshore 
outsourcing process, and many companies may still fail at the end of these 
efforts. In this complex environment, identifying the most effective ways to 
develop software through offshore outsourcing requires further research. In our 
view, this is because there is no systematic framework/model of the offshore 
outsourcing process that describes the phases of the process in enough detail. 
Therefore, the offshore outsourcing of software production needs to be 
researched in depth to generate such a holistic and detailed framework (Nahar 
et al. 2002; McFarlan and Nolan, 1995; Heeks 1999; Lacity and Willcocks, 2001). 

Yet the offshore outsourcing of software production is a risky and 
complex undertaking, involving several potential obstacles (Yalaho et al., 2004), 
such as insufficient management knowledge and low intellectual property 
protection. Globally distributed software production is shaped and challenged 
by at least the following boundaries (Orlikowski, 2002, p. 255): a) temporal (e.g., 
various time zones), b) geographic (e.g., multiple global locations), c) social 
(e.g., many participants engaged in joint development work), d) cultural (e.g., 
various nationalities and organizational cultures), e) historical (e.g., different 
product development practices in the client and offshore service provider 
companies, which emerge gradually and may inhibit successful collaboration), 
f) technical (e.g., complex products) and g) political (e.g., the client and offshore 
service provider’s diverging interests). Unless all these limitations are 
addressed simultaneously, offshore outsourcing is likely to fail. Examples of 
failures abound in the literature on this subject (Heeks, 1999). 

Information and communication technology (ICT) can be leveraged to 
mitigate the risks that the companies face in their offshore outsourcing of 
software production, thereby speeding up the process. For example, effective 
outsourcing requires that clients and service providers have an adequate level 
of common knowledge concerning the components and services offered by the 
service providers and the products or ICT architectures into which the 
components will be integrated (Takeishi, 2002). ICT-based training tools 
leveraging multi-media could be very useful for training the stakeholders 
(Nahar et al., 2006). The Internet also facilitates the global production and 
distribution of digitized products and services at low cost (Lyytinen et al., 2001; 
Nahar et al., 2006; Holsapple and Singh, 2001). People and companies around 
the world are becoming connected to the Internet because of the availability of 
fast, inexpensive and easy-to-use ICT. 
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1.2 Research Problem and Questions 

The basic research question addressed in this study is: How can information 
and communication technologies assist companies in software production 
through offshore outsourcing? To answer the above question, the following 
sub-questions are formulated: 

1. a) What are the phases in the ICT-supported unified process of offshore 
outsourcing for software production? b) Which major activities, performance 
measures and expected outcomes are executed and managed effectively in each 
phase of the process? and c) Which ICT tools best support these phases in general 
and each phase in particular? 

2. How are the outsourcing relationships between the client and service provider 
initiated, exercised and managed in offshore software development? 

3. What are the key risks of ICT-SUPOO for software production, how are risks 
created in each phase of the process and which strategies should be taken into 
account to reduce such risks? 

4. What are the critical success factors of ICT-SUPOO for software production, and 
how do these factors enhance success in the offshore outsourcing process? 

This research attempts to provide answers to these questions through a 
rigorous theoretical and empirical study. In this research, we develop a model 
for an ICT-SUPOO of software production. This model features a holistic 
management process that integrates a) the offshore outsourcing process, b) the 
risk management process, and c) the relationship management process. Rather 
than optimizing the individual processes, the unified process model considers 
the interactions between them, thereby solving the problems associated with a 
lack of understanding of offshore business, a lack of appropriate guidance 
needed to successfully complete an offshore outsourcing project and a lack of 
understanding of the challenges associated with each stage in the offshore 
process. The model is unique for two reasons: it encompasses all the concurrent 
processes that take place during the actual course of the offshore outsourcing of 
software production; it also provides a systematic and unified view of all the 
phases in the main processes. In addition, the process model provides a 
comprehensive view of the phases and activities involved in the offshore 
outsourcing of software production. 

1.3 The Objectives of the Study 

The major objective of this research is to develop a model for ICT-SUPOO for 
software production and validate it through a multiple-case study that can offer 
both theoretical and practical value. The major objective has guided the 
formulation and fulfilment of the following specific objectives: 
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• To identify, on the basis of the literature review, the outsourcing process, 
the offshore outsourcing process and the project management approach.  

• To deliver a model that may be used as a guideline for implementing an 
ICT-supported process of offshore outsourcing for software production.  

• To empirically explore the process and sub-processes/phases used by 
companies to execute offshore software production through outsourcing. 

• To empirically investigate how the outsourcing software project is 
managed.

• To empirically explore the risks associated with ICT-supported offshore 
outsourcing of software production, consider how risks are created and 
provide strategies/solutions for alleviating such risks. 

• To empirically explore the success factors associated with ICT-supported 
offshore outsourcing of software production and how these factors 
contribute to success. 

This research attempts to realize the above objectives through an in-depth 
review of literature in the field and a detailed analysis of transaction cost theory 
as well as a cross-case analysis. 

1.4 Motivations for the Research

As offshore outsourcing of software development has become a popular 
business option, more and more companies are looking for ways to effectively 
manage the whole process of offshore software development while minimizing 
the risks and transaction costs. The growth of globally distributed software 
product development is exponential. The development of online databases, 
collaborative online tools and other web-based tools (Coleman, 1997; Boulos et 
al., 2006), different sourcing strategies and co-operation models offers many 
opportunities for companies to effectively and precisely execute offshore 
outsourcing projects.

In Finland, the software industry is still relatively small, although it has 
grown rapidly during the 1990s. Today, the Finnish software industry consists 
of about 2616 companies (Rönkkö et al. 2007). The companies are mainly owned 
by their founders and family members, with only minor foreign and external 
ownership. European companies have lagged behind U.S. firms in the packaged 
software segment due to small and diverse home markets and a low degree of 
productization and internationalization (Malerba and Torrisi, 1996; Hietala et 
al., 2004; Rönkkö et al., 2007). 

In addition to the above issues, software development in Finland is very 
costly. Moreover, like other developed economies, Finland faces a lack of skilled 
professionals in the software industry. This situation forces Finnish companies 
to look outside the nation’s borders to recruit talent or to outsource their 
software development activities abroad. Thus, the problem is how to effectively 
manage the offshore outsourcing process. What are the phases and activities 



16

associated with the process, and how does one execute the entire process 
successfully? 

The author did his M.Sc. thesis on offshore outsourcing and, as a result of 
the encouragement of his supervisor, Dr. Nazmun Nahar, became greatly 
interested in pursuing Ph.D. research in the same field with a more defined and 
large-scale focus. Since 2002, the author has been attending national and 
international conferences, seminars and workshops on outsourcing/offshore 
outsourcing on a regular basis. For example, in 2003, the author and his 
academic supervisor, Dr. Nahar, attended an outsourcing seminar in Tampere. 
The focus of that seminar was on developing a forum within which Finnish 
companies could express their fears and concerns. Service providers from India 
and academics from Finland attended this seminar, answering enquires and 
correcting all misapprehensions and misunderstandings about offshore 
outsourcing. During the seminar, a manager of a small Finnish software firm 
made the following comment:

“Guys, can you explain to me clearly what are the stages of offshore outsourcing to 
go through to successfully develop my software abroad? I read all the frameworks 
and models developed by academics, but unfortunately, I still don’t get it. I want 
something applicable and concrete…”  

This comment also prompted the author to pursue an innovative finding that 
could provide a new contribution to his PhD dissertation and be of practical 
value to companies involved in the outsourcing business. 

One of the goals of this study is to find out how ICT can assist companies 
in their efforts to conduct software production through offshore outsourcing. 
Thus, in this dissertation, the author develops an all-encompassing model that 
provides a holistic view and detailed guidance to novice and/or experienced 
managers about the processes involved in offshore outsourcing. This work may 
help Finnish and other companies efficiently analyze, choose and collaborate 
with offshore software companies and successfully execute offshore software 
development.

1.5  Scope of the Study 

The focus of this study is defined by the following boundaries: 

1. This study focuses on the investigation of the ICT-SUPOO of software 
production, the phases and the activities involved in the process, critical 
success factors, factors that create risks and ways of managing risks 
encountered and relationship management. 
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2. In this study, the investigation has been restricted to those ICTs that have 
the potential to make a large contribution to (i.e., to support and 
improve) the offshore outsourcing process.

3. The main focus of this study has been to extensively examine how and 
why ICTs have been used in offshore outsourcing.

4. The study does not deal with IT outsourcing or business process 
outsourcing.

5. The study deals only with the small and medium-sized client and service 
provider companies involved in offshore software development.  

1.6  Relationship of the Included Articles 

This dissertation adopted the collection of articles approach. As such, it contains 
five articles focusing on the research objectives that look at different aspects of 
the basic research question. The relationship between the articles and the 
structure of this dissertation is shown in Figure 1. A conceptual model for the 
ICT-SUPOO of software production is developed in Article I. In Article II, the 
ICT-SUPOO of software production model is validated through a review of the 
vast extant literature, utilizing transaction cost theory in great detail and 
conducting a cross-case examination from both the service provider and client 
viewpoints, where professionals with extensive experience in managing the 
offshore outsourcing of software production are interviewed. In Article III, we 
look at the specific relationship between a client and its service provider.

The core focus of Article IV is the risk management aspect of the ICT-
SUPOO model for software production. In this article, a cross-case analysis is 
carried out from both the service provider’s and client’s viewpoints and 
professionals with extensive experience managing the offshore outsourcing of 
software production are interviewed. Finally, in Article V, the success factors 
associated with the ICT-SUPOO model are investigated in detail through a 
cross-case analysis from both the service provider’s and client’s viewpoints. 
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FIGURE 1  Relationship of the included articles 



2  WHAT IS INFORMATION AND 
COMMUNICATION TECHNOLOGY- SUPPORTED 
OFFSHORE OUTSOURCING 

In Section 2.1, outsourcing and offshore outsourcing are presented, and earlier 
models and frameworks for outsourcing and offshore outsourcing are 
described. A definition of ICT, the effects of ICT on offshore outsourcing and 
the capacity of ICT are discussed in Section 2.2. Finally, to further familiarize 
the reader, a summary of this chapter is given in Section 2.3.

2.1  What is Outsourcing and Offshore Outsourcing? 

Outsourcing as a business tool used to meet organizational IT needs is a 
growing practice in the field of information systems. According to Hindle 
(2002), outsourcing has continuously increased since the Second World War 
and has grown exponentially in popularity during the 1990s.  According to his 
estimate, in 1946 only 20 per cent of a typical American manufacturing 
company’s value-added in production and operation came from outside 
sources; fifty years later, progress from outsourcing has tripled in percentage.  
Furthermore, Aalders (2001) has observed that outsourcing is a proven business 
process. During the last 50 years, companies have outsourced all sorts of 
businesses, ranging from advertising, legal services and fleet management to 
building maintenance and production. Therefore, Aalders has concluded that 
outsourcing is not new. Nevertheless, outsourcing in the IT sector is 
fundamentally different, because it pervades the organization. It is interrelated 
with almost all organizational activities. It is strategic (Hirschheim, 2006).

Outsourcing was the business model used by Electronic Data Systems 
(EDS) to supply ‘turnkey’ information technology services for more than a 
decade. However, it was a watershed moment when the Eastman Kodak deal in 
1989 was first given the name ‘outsourcing’ (Hirschheim, 2006). Eastman 
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Kodak, in a deal that attracted industry-wide and media attention, outsourced 
to three outside firms the management and operation of its data center, its 
desktop computing support, and its related network requirements support 
(Hirschheim, 2006). Outsourcing spread speedily, not only in the United States 
(where it originated), but also throughout Europe, Australia, and Asia. 

In this study, offshore outsourcing refers to a commercial arrangement 
wherein a service client entrusts a foreign service provider with a commission 
to produce software products or services. 

2.1.1 Historical background, trends and practice of offshore outsourcing 

The historical roots of IT outsourcing can be traced to the 1960s, when computer 
systems were physically bulky and large. Such mainframe computers were 
used for time-sharing services (Corbato et al., 1992; Lee 1992; Lee et al., 1992; 
Apte et al., 1997; Cohen, 2003; Campbell-Kelly and Carcia-Swartz, 2008; 
Harindranath and Dhillon, 1997). Time-sharing here means “several persons 
making use of the computer at the same time” (Corbato et al., 1992, p. 31). The 
expensive nature of such systems led many organizations to contract out 
routine data processing activities to large externally managed operators. The 
arrangement came to be known as facility management. The underlying 
motivation for businesses to outsource during this period was cost reduction. 
The 1970s ushered in rapid progress in software and applications development, 
with huge associated costs. Many organizations could not meet these demands; 
as such, they had to resort to contract programming as a cost-effective measure. 

The period from the 1980s to the present offers a multitude of reasons for 
the spread and growth of outsourcing and offshore systems development. The 
importance of the software business and industry for the world economy has 
received increasing attention. For example, Quinn et al. (1996, pp. 1-3) state: 

“A revolution is now underway. Most innovation occurs first in software. And 
software is the primary element in all aspects of innovation from basic research 
through product introduction: 

• Software provides the critical mechanism through which managers can lower 
the costs, compress the time cycles, and increase the value of innovations. It is 
also the heart of the learning and knowledge processes that give innovations 
their highest payoffs. 

• In many cases, software is the core element in process innovations or 
increasing the functionalities that make products valuable to customers. In 
others, software is the product or service the customer actually receives. 

• Software provides the central vehicle enabling the inventor-user interactions, 
rapid distribution of products, and market feedback that add most value to 
innovations. Consequently, customers and the software itself make many 
inventions the company’s technologists, acting alone, could not conceive”.

Software has become one of the largest and fastest growing industries in the 
world up to the present. Software development costs have risen significantly 
within organizations as systems have been introduced into every facet of 
business life, and growing Internet use has created a new set of IT 
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requirements. New software engineering techniques have evolved to cope with 
this mass of application development work—structured analysis and design, 
computer-aided tools, object-oriented programming and software components. 
As the amount of software development work continues to rise, these new 
techniques have opened up the possibility of modularizing (Tully, 1993; 
Baldwin and Clark, 2000; Hietala et al., 2004; Van Assche, 2006) application 
development work to be carried out offsite, possibly in another country.

Overall, the competition has intensified and the market size of the telecom 
and IT sector increased significantly in recent years. This has led to the second 
growth of outsourcing with the emergence of the application service provider 
(ASP) business model in the 1999s (Hirschheim, 2006). The ASP business model 
consists of buying, installing and managing enterprise applications remotely 
through the Internet or via network (Bartholomew, 1998; Anderson, 1999; 
Susarla et al., 2003; Aspray et al., 2006). As outsourcing has evolved, it has 
gotten more complex (King 2005), from one to one (one vendor to one client)  
arrangements in which vendors provide essentially all services to one client, to 
complex arrangements involving multiple clients and vendors (Chaudhury et 
al., 1995; Rao et al., 1996; Kern and Blois, 2002).

The third growth of outsourcing was characterized by the back-sourcing 
trend, where companies unsatisfied with or at the termination of their current 
contract would pull the outsourced function back in-house (Hirschheim, 1998; 
Overby, 2003; Veltri and Saunders, 2006).

Fourth, the dire economic conditions of the 1980s and 1990s, which several 
organizations in the developed economies encountered, hastened the process of 
global IS/IT outsourcing. This is because cost-saving measures became 
prominent issues for management facing intense competition locally and 
internationally. The need to look for competent and skilled foreign 
professionals capable of delivering quality IT services/products at a fraction of 
home market prices became the norm. Many firms jumped on the bandwagon 
of global IS/IT or offshore outsourcing (Lacity and Hirschheim, 1993b; 
Thibodeau, 2003; Pfannenstein and Tsai, 2004; Vijayan, 2004; Yalaho et al., 2004; 
Zatolyuk and Allgood, 2004). Lastly, the availability of new software-exporting 
nations, some possessing entrepreneurship and trading abilities, quickened the 
practice (Bhatnagar and Madon, 1997; Rajkumar and Mani, 2001; Carmel, 
2003b). Examples of such nations include Ireland, Israel, India, China, Hungary, 
Romania, Russia, the Philippines, Bulgaria, Nigeria and others. Although many 
developing nations currently serve as the recipient countries for systems 
development projects, India leads the pack in this regard. The Indian software 
industry is one of the fastest-growing industries (Taylor, 1996; Athreye, 2005; 
Kobayashi-Hillary, 2005a; Kobayashi-Hillary, 2005b; E-CommerceTimes, 2007; 
EconomicTimes, 2007). 

In fact, the taxonomy of the world’s leading software-exporting nations 
classifies India in the same group/tier as those of most OECD countries 
engaged in software production and export (Carmel, 2003a). 
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2.1.2 Offshore outsourcing models 

The business model for offshore outsourcing comes with a variety of options to 
match client needs with regard to control and ownership. The different types of 
offshore outsourcing arrangements include the following (see Figure 2): 
onshore, near-shore, pure offshore, captive center and inshoring. 

Onshore can be tantamount to domestic outsourcing. However, onshore 
outsourcing strategy is often used by offshore service providers to locate 
separate entities in the same country where the client is located. Three 
situations are possible: first, the offsite location, where the work is done in the 
same country as the client, but in a different city or place; second, the onsite 
location, where all the processes are executed at the client’s premises; and third, 
where the onsite location does part of the work but the actual software coding 
activities are inshored to the service provider’s headquarters which usually are 
located in a low cost country (Erber and Sayed-Ahmed, 2005). 

Near-shore is “when the location of the first destination is at a closer 
proximity to the country of origin” (Erber and Sayed-Ahmed 2005, p. 100).  The 
term near-shore points to the proximity of the offshore location. This proximity 
helps to mitigate certain problems, such as time differences, coordination, 
cultural differences and communication problems that are characteristically 
associated with offshore outsourcing (Rao, 2004). For example, most 
Scandinavian countries like to outsource to Russia because of its proximity and 
compatibility with Western culture. It is for the same reasons that Unites States 
near-shores to Canada. 

In pure offshore outsourcing the main delivery capacities are located in the 
service provider country (offshore), which is different from the client’s country. 
The objective is to leverage cost effectiveness with comparable content delivery. 
Offshoring can occur with reference either to the production of products or to 
services rendered (Erber and Sayed-Ahmed, 2005, p. 100).

Captive center is the so-called do-it-yourself method. In this mode, a 
company goes into the offshore country to create a clone company to manage 
its own offshore activities. This strategy was initially used by big companies 
that already had physical presences in offshore countries (Vashistha and 
Vashistha, 2005). 
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FIGURE 2 Offshore outsourcing models, adapted from Erber and Sayed-Ahmed (2005)

A study by Carmel and Agarwal (2002) noted that the offshore outsourcing, or 
the offshoring phenomenon, is maturing and that companies are now 
offshoring their core software development, with a proactive strategic focus on 
multiple sources of competitive advantage, including innovation, world-class 
talent, and skills. Sparrow (2003, p. 1) states that the “use of offshore services 
offers the potential for significant cost savings, but also brings increased risk of 
problems in communications, quality management and control”. 

Inshoring “refers to the relocation of business processes (software 
development activities) from higher-cost to lower-cost countries, taking the 
view of the destination country” (Erber and Sayed-Ahmed 2005, p.100).

2.1.3  A review of previous prescriptive models of outsourcing and offshore 
outsourcing

Gottschalk and Solli-Sæther (2006) present a conceptual maturity model for IT 
outsourcing relationships. Their work is based on organizational theories and 
outsourcing practices, and through it they have identified the cost stage, the 
resource stage and the partnership stage as the stages of maturity in 
outsourcing relationships. According to them, first the relationships focus on 
economic benefits; then there are concerns about access to competence; and 
finally the development of norms and alliance management become the main 
focus. For each stage, they have suggested benchmark variables. Gottschalk and 
Solli-Sæther have suggested that a long-term IT outsourcing relationship will 
shift focus as it matures. Their work is a theory-based stage model that has 
implications for managers in their attempt to understand their current and 
desired situations with regard to outsourcing relationships. This work is solely 
devoted to the maturity of outsourcing relationships and does not provide a 
detailed account of how the outsourcing/offshore outsourcing process evolves. 
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de Boer et al. (2006) have developed a prescriptive model that provides 
effective guidance in the early stages of the outsourcing processes while taking 
into account the decision-makers' bounded rationality. They have provided a 
summary of existing prescriptive decision models for outsourcing based on a 
literature review, discussing and explaining discrepancies from the point of 
view of the literature on bounded rationality and satisfaction. Thus, they 
contrasted these models with empirical accounts of outsourcing, including two 
case-studies of the outsourcing of logistics activities. As a result, they developed 
a conceptual decision model based on the principles of satisfaction. According 
to de Boer et al. (2006) there appear to be discrepancies between many of the 
prescriptive outsourcing models in the literature and the processes observed in 
practice. Their concept of satisfaction provides a useful explanation of these 
discrepancies and useful design principles for developing more realistic 
prescriptive outsourcing decision models. They stated that their model 
constitutes a first step and that its details must be worked out and investigated 
in more detail. The model offers the basis for realistic decision-making in 
outsourcing processes. However, it does not provide detailed guidance on how 
to execute all the phases of offshore outsourcing; rather, de Boer et al. (2006) 
presented a prescriptive outsourcing decision model. 

McIvor’s (2000) practical framework for understanding the outsourcing 
process has addressed a wide array of related subjects, ranging from the supply 
chain management perspective to the process of carrying out the outsourcing 
function. McIvor’s work identifies four stages in carrying out outsourcing. 
These four stages define the core activities of the business and evaluate the 
relevant value chain activities, the total cost analysis of core activities and 
relationship analysis. McIvor (2000, p. 29) defines the core activities of the 
business by saying that “a core activity is central to the company successfully 
serving the needs of potential customers in each market. The activity is 
perceived by the customers as adding value and therefore being a major 
determinant of competitive advantage”. He stated the importance of the 
complex task of identifying the organizations’ core business activities and non-
core activities. The core competence paradigm is based on the companies’ 
understanding of what internal skills and resources they should own and 
control through internal contracts in order to sustain their business success. In 
addition to core competences, the organization must also first perfectly 
understand every possible aspect of the business—essentially evaluating the 
relevant value chain activities. This endeavour is concerned with analyzing the 
competencies of the company in these core activities in relation to potential 
external sources. This stage includes two sub-stages: namely, evaluating the 
relevant value chain activities and doing a total cost analysis of the core 
activities. The third stage, total cost analysis of core activities, involves 
attempting to measure all the actual and potential costs involved in sourcing 
the activity—internally or externally. This analysis includes all the costs 
associated with the acquisition of the activity throughout the entire supply 
chain and not just the purchase price. The fourth stage, relationship analysis, is 
thought of as a strategy for companies to use in order to exploit the capabilities 
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of suppliers through the establishment of partnerships or strategic alliances. In 
all, McIvor’s framework is more of a decision analysis tool that covers some 
specific stages of outsourcing. Perhaps this is due to the fact that it is targeted 
toward addressing the concerns of the supply chain field. The framework 
neither gives holistic detail on how to conduct and manage the entire process of 
outsourcing nor integrates the service provider perspective.

Momme (2002) has developed a framework for outsourcing 
manufacturing. The strategic and operational implications of this framework 
were one of the important steps toward identifying and defining the entire 
process of outsourcing. This framework was developed building on the work of 
Johnson (1997), who posited that six phases must be accounted for in order to 
appropriately define outsourcing: strategic analysis, identifying the best 
candidates, defining the requirements, selecting the providers, transitioning the 
operations, and managing the relationship.  Greaver II (1999) stated that 
successful outsourcing involves seven phases: planning initiatives, exploring 
strategic implications, analyzing costs/performance, selecting providers, 
negotiating terms, transitioning resources, and managing relationships. 
Lonsdale and Cox (1998) have suggested the following six phases: assessment 
of criticality of business activity, assessment of supply market, selection of 
appropriate types of supplier relationship, supplier selection, supplier 
management, and re-tender or return in-house. Momme’s framework 
synthesized the phases of the entire outsourcing process into strategic planning. 
The framework includes a logical sequence of key activities with built-in 
performance measures and expected output for each of the phases. These 
phases are viewed from the operational standpoint and are listed sequentially 
as: competence analysis, assessment and approval, contract negotiation, project 
execution and transfer, managing relationship, contract termination. The author 
of the present study supports Momme’s work because it highlights all the 
generic phases and, for each of them, a varying number of key decision 
variables. However, Momme’s (2002) framework has some limitations. Like 
authors (Johnson, 1997; Lonsdale and Cox, 1998; Greaver II, 1999) that Momme 
cites, they views relationship management as a phase that comes after project 
execution and transfer. The experience is the same as in the dating process, 
where the relationship starts from the first meeting and then possibly 
progresses toward marriage after several other successful meetings, or—if the 
meetings fail (indicating an improper match between the two parties)—there is 
a separation instead of a union. The author argues that relationship 
management is not a static activity; rather, it is an evolving activity that spans 
many other phases. It starts from service provider selection and runs through 
contract negotiation and project implementation; then, the contract may 
terminate or continue to another level if renewed. Moreover, risks identification 
and management activities are not formally addressed in Momme’s framework. 
Therefore, further work is required to address theses issues. Finally, Momme’s 
framework solely addressed the issues of outsourcing; in offshore outsourcing 
in particular, many other complex issues are involved and need to be addressed 
as well. 
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A model for the outsourcing decision process developed by Tayles and 
Drury (2001) has dealt with the shift from make versus buy in relation to 
strategic sourcing. According to them, besides cost and profitability 
considerations, sourcing decisions also involve issues of thoughtfulness of 
strategy, detailed financial evaluation, efficiency, and risk dimensions relating 
to supplier quality, lead times, and delivery reliability. Tales and Drury (2001) 
have developed a model called the “sourcing decision model” and have 
validated it empirically through a product engineering case study. Their model 
provides a step-by-step process that has to be followed before one arrives at the 
final decision to insource or outsource. These steps are: analysis and 
determination of the strategic nature of the product or process, analysis of the 
cost of make vs. buy capital spending analysis, internal resources assessment, 
and external supplier. The model ensures that the company’s strategy regarding 
capital allocation is followed unless there are exceptional reasons for tactical 
deviation. Tales and Drury empirically found that the model contributed to 
more effective decisions and performance improvement through greater 
efficiency of in-house manufacturing. The model created an awareness of some 
of the technical aspects of the decision, such as costing systems, which are now 
clearly understood. They acknowledge that there are some limitations of the 
model when it is applied in a complex and dynamic environment. Among these 
are: the availability of new suppliers, the self-interest of the players, the cost 
approach used, dealing with the move from make to buy, and tactical retention. 
In addition, the move from outsourcing to offshore outsourcing creates an even 
more dynamic and complex environment, which is not addressed in the Tales 
and Drury (2001) model. 

Franceschini and Galetto (2003) have developed guidelines for a 
structured outsourcing process in accordance with the principles of total quality 
management. The approach is supported by different decision and analysis 
tools like benchmarking techniques and multiple criteria decision-aiding 
methods. Their model is organized around four main steps: internal 
benchmarking, external benchmarking analysis, contract negotiation, and 
outsourcing management. The above steps are further split in sequence. Within 
internal benchmarking analysis, the client monitors processes, analyzes 
efficiencies, and determines what to outsource. The external benchmarking 
analysis is more focused on the relationship between the client and the service 
providers, from their selection to strategic relation management. The contract 
negotiation is the result of the previous analysis and decision. Finally, the 
outsourcing management consists of the realization of the planned outsourcing 
process. In such a context, the benchmarking and multiple criteria decision-
aiding techniques are suitable. Their model is of great value once outsourcing 
has been undertaken because it enables the monitoring of performance. The 
first stage is common within most of the outsourcing literature.

Fill and Visser (2000) have developed a composite outsourcing decision 
framework. The framework consists of three main components: contextual 
factor analysis, strategy and structural analysis, and activities cost analysis. The 
first seeks to develop the unique contextual factors associated with each 
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decision, the second considers the strategic implications of deciding to 
outsource, and the third investigates the traditional cost aspects.  In the first 
stage, contextual factors (both internal and external) should be considered; 
these can be either quantifiable or non-quantifiable criteria. Quantifiable criteria 
are costs that increase over fixed costs investments and revenues. Non-
quantifiable criteria are strategic interest, confidentiality, linkage with 
operations, the stability of employment, management and dependence on 
suppliers. All these factors are judged by adding the score for both the external 
and internal factors; the total score will indicate if outsourcing is the best 
strategy. The second part of the framework deals with the consideration of the 
strategic and structural dimensions. A qualitative guideline with nine questions 
may help companies to consider the structural aspects associated with the 
decision and focus on how integrated the organization should be. The questions 
consider, for example, how unique the products are, how much capital the 
products will require and the suppliers’ capacity and competence. The third 
element of the model, which concerns costs, is examined by cost analysis 
activities. Two types of cost are considered: production cost and coordination or 
transaction costs. Fill and Visser’s framework provides guidance for pre-
outsourcing activities. It is a decision analysis tool that does not provide a 
holistic view of how the entire outsourcing process should be executed. 

Probert (1996) has developed a model that deals with make-or-buy 
decisions. It aims to provide a graphical representation of why make-or-buy 
decisions are made and to show relevant dimensions to be studied in 
approaching make-or-buy decisions. 

Probert’s (1996) model begins the analysis of the external environment by 
looking at political aspects, social factors, the availability of suppliers, and 
competition from other suppliers.  The company has little or no influence over 
these elements, activated triggers for the make-or-buy analysis. The triggers are 
reasons for undertaking the make-or-buy review and can easily be identified by 
asking why the decision is being made. Examples of trigger factors are cost 
reduction, higher quality and new product characteristics, which lead to the 
question of whether the company should buy from an external supplier or 
make internally. The model consists of four main areas that should be 
compared and evaluated during the sourcing decision: technology and 
manufacturing processes (technology and equipment, skills necessary to 
perform and support the process), costs (production cost and acquisition cost), 
supply chain management and logistics (choice of supplier, collaboration with 
suppliers, and time to delivery), and support systems (quality and information 
systems and technical service). Probert’s (1996) model points out the 
importance of cost accounting and that the decision should be followed up after 
some time.

 Sink and Langley (1997) developed a managerial framework on the 
logistics services purchasing process. The framework consists of five distinct 
phases: a) defining the need to transfer logistics services to external suppliers—
the perception of the problem, the management’s agreement, the composition of 
the negotiating committee, and cooperation with the management of business 



28

units; b) the elaboration of feasible alternatives—inclusion of internal 
specialized knowledge and experiences and of external specialists; c) the 
evaluation of candidates and selection of suppliers—the preparation of criteria 
for selection, the collection of all the necessary data, the evaluation of the 
candidates, the selection of the supplier; d) the implementation of service—
making a plan for the transition to outsourcing, education, and the transfer of 
services to the external supplier; and e) ongoing service evaluations—
qualitative and quantitative evaluations of the level of services, control over the 
realization of services and  their improvement, and the improvement or shifting 
of the external suppliers. Sink and Langley (1997, p. 178) stated that: 

 “[C]andidate evaluation begins with the establishment of selection criteria. Quality, 
cost, capacity, and delivery capability are used to evaluate distribution providers. In 
selecting an external logistics provider, however, the criteria are typically more 
rigorous. References provided by current customers, cultural compatibility, financial 
strength, depth of management expertise, operating and pricing flexibility, and 
information system capabilities play essential roles”.  

The first stage of Sink and Langley’s (1997) model, the identification of the core 
activities of the business, is common within most of the outsourcing literature.  
However, one important facet of the Sink and Langley model is that it does not 
have a feedback loops between steps. Moreover, the model has embedded 
control tools that emphasize relationship management. Perhaps this is due to 
the specificity of the logistic field.  

Carmel (2002) developed a maturation model of offshore sourcing for IT 
work. In his study, offshore IT sourcing was identified as a maturation process. 
The author proposed four stages in the model, called SITO. The first is offshore 
bystander; in this stage, there is no offshore sourcing of IT work. Domestic 
outsourcing is only used. In the offshore experimenter phase, experimentation 
begins. Sourcing is done on ad-hoc basis. In the proactive cost focus phase, cost 
efficiency is the driver; sourcing centers perform non-core activities (support, 
enhancements). According to Carmel, more organizational structures emerge to 
manage offshore activities and awareness of offshore is diffused. The final stage 
is the proactive strategic focus; at this stage, organizations begin to strategically 
look at sourcing as a source of competitive advantage, providing innovation, 
world-class talent and skills. Sourcing centers perform core corporate activities, 
including new systems and products. Carmel’s model provides many insights 
on the category of firms and their sourcing practice. However, the maturation 
model does not provide any guidelines on how to execute the process of 
offshore outsourcing. Instead, the model describes organizations’ activities 
regarding sourcing and classifies them as mature or immature in their use of 
the sourcing business model.

Yalaho et al. (2004) also developed a framework. The framework was built 
on Momme’s (2002) work. The framework consists of seven distinct steps or 
phases. Although Yalaho et al. (2004) have adapted the work of Momme (2002) 
to make it suited to the process of offshore outsourcing, their study has some 
limitations. The risk identification and management element was almost 
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entirely missing, except in one or two phases. Relationship management is one 
phase in the process of offshore outsourcing and starts just after project 
implementation. Therefore, further research is required to address the issues 
associated with offshore outsourcing. 

2.2  Information and Communication Technology 

ICT is a highly dynamic technology. ICTs are seen as supporting new 
organizational working practices (Malone et al., 1987; Moshowitz, 1997). The 
exchanges of ideas and flexibility enabled by new ICTs have led to innovative 
products or services and speedier responses to change, giving the new network 
organization a considerable advantage in the global market.   

Before the convergence of personal computing, telecommunications, the 
internet, and television into a single technology platform, IT referred to stand-
alone information systems. However, in more recent information systems 
literature, the terms IT and ICT are used interchangeably. For example, Nahar 
(2001, p. 42) defined IT as : 

“[M]odern computing with multimedia capability computing networks and 
communications technologies; their development, implementation and provision of 
technical support; and their application for data processing, storage, sharing, and 
transmission. All information may be in the same place, or different places, within 
the same time frame or different time frames”. 

Meyer (1997) defined information and communication technology as hardware, 
software, telecommunication technology, human skills and intellectual 
expressions. This includes data, knowledge, and language in all digital, print, 
audio, and visual formats.
Another definition, published by Wikipedia (2008), called ICT : 

“An umbrella term that includes all technologies for the communication of 
information. It encompasses: any medium to record information (whether paper, 
pen, magnetic disk/ tape, optical disks - CD/DVD, flash memory, etc.); and also 
technology for broadcasting information - radio, television; any technology for 
communicating through voice and sound or images- microphone, camera, 
loudspeaker, telephone to cellular phones”.  

According to Maier (2004), ICT tools and systems are technologies that provide 
sophisticated functions for the publication, organization, visualization, 
contextualization, search, retrieval, and distribution of knowledge as well as 
functions supporting communication, cooperation and the linkage of 
individuals in networks at comparably low cost.  However, this definition 
assumes a knowledge management perspective on ICT. 

In this study, ICT refers to technologies that provide sophisticated support 
or enabler functions, such as hardware and software, computing networks and 
communications technologies; tools and technologies that provide technical 
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support; and their applications for data processing, storage, sharing, and 
transmission. This includes any medium for recording, retrieving, and 
distributing information.

2.2.1  Effects of information and communication technology on offshore 
outsourcing

The success of offshore outsourcing is closely related to the diffusion, 
availability, and decreasing cost of ICT. ICT is vital for modern firms in general 
and for global software companies in particular. Today, a primary business 
trend is the use of ICT to decrease costs and increase capabilities (Malone and 
Crowston, 1994). In addition, ICT augments businesses’ ability to coordinate 
business transactions within the firm, nationally, and internationally—and also 
helps firms that have a client-service provider relationship with one another. 
Various effects of ICT contribute to the reduction of transaction and 
coordination costs: 

1. The communication effect: Advances in information and 
communication technology allow for more information to be 
communicated in the same unit of time, thus reducing transaction costs 
(Malone et al., 1987). 

2. The electronic integration effect: Tighter electronic linkage between 
service provider and client is enabled (Malone et al., 1987). 

3. The electronic brokerage effect: An electronic marketplace is created 
where client and service provider come together to compare offerings 
(Malone et al., 1987). 

4. The electronic strategic networking effect: Information and 
communication technology enables the design and deliberate strategic 
deployment of linkages and networks among cooperating firms; these 
are intended to achieve joint, strategic goals and help firms gain a 
competitive advantage (Wigand and Benjamin, 1996). 

5. The managerial effect: Information and communication technology 
enables managers to search for and retrieve information as well as  
distribute and monitor tasks regardless of location and time at low cost. 
Such technology also enables new forms of organization such as virtual 
organization, networked organization, and so forth (Mowshowitz, 1997; 
DeSanctis and Monge, 1998; Chutchian-Ferranti, 1999) 

2.2.2  The capacity of information and communication technology 

Research has demonstrated that key to success is a good understanding of the 
capabilities of ICT, its impact on an organization, and its effect on business 
processes (specifically, the offshore outsourcing process) (Yalaho et al., 2008; 
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Nahar, 2001). The characteristics of ICT listed below show in which capacities it 
can improve the offshore outsourcing process for software development. Each 
capacity of ICT has positive impacts on organizations (Davenport and Short, 
1990; Nahar, 2001): 

1. Transactional: ICT can convert amorphous processes into routine 
transactions.

2. Geographical: ICT can surmount the distance barrier such that processes 
become independent of location. 

3. Automational: ICT can remove or lessen human labor in the process.  

4. Analytical: ICT can simplify a complex analytical method into a less 
complex method.

5. Informational: ICT can convey limitlessly detailed information in a 
process.

6. Sequential: ICT can execute multiple tasks at the same time. 

7. Knowledge management: ICT enables the collection and dissemination 
of knowledge and expertise to improve the process. Maier (2004) stated 
that ICT tools and systems can offer complex features and functions for 
the publication, organization, visualization, contextualization, search, 
retrieval, and distribution of knowledge.

8. Tracking: ICT enables the precise tracking of task status, inputs, and 
output in the process.

9. Disintermediation: ICT can facilitate and help maintain the relationship 
between two parties within a process and remove the need for a broker 
or an intermediary. 

ICT has the capacity to support and improve the process for the offshore 
outsourcing of software development. The capacities of ICT are classified 
within the context of offshore outsourcing; Yalaho (2006) elaborates on the ways 
in which they can improve the process. 

2.2.3  The information and communication technology support to offshore 
outsourcing’

The ICT support means that it facilitates the ability of individuals, groups, 
organizations, and communities to execute activities, processes, etc. ICT has the 
ability to increase capacity and decrease the cost of searching, processing, 
storing information, and communicating (Nahar, 2001; Nooteboom, 1993; Bakos 
and Brynjolfsson, 1993); ICT also provides the infrastructure that can be used to 
support administrative activities, business processes, and the operational skills 
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of a staff. In addition, it adds strategic value to organizations. The nature of the 
work and the process of production have changed drastically (Malone et al., 
1987; Moshowitz, 1997; Maier, 2004), and employees are spread across several 
work sites, geographical locations, and time zones rather than being centralized 
in one office. This is possible due to the support of ICT. 

2.3 Summary

Our review of relevant prescriptive models above identified some similarities 
(see Table 1). These findings are in accordance with the work of de Boer et al. 
(2006, p. 445), who argued that: 

“[M]ost models basically consist of a limited number of steps. Common aspects – 
although not necessarily appearing in similar steps and/or in all models – are: a) 
definition of core competences and strategy, b) assessment of integral costs, and c) 
analysis of suppliers and competitors”. 

The relevant models reviewed have distinctive differences; there are those that 
prescribe a top-down analysis of activities and those that assume that an 
activity has already been identified (de Boer et al., 2006). All these models 
emphasize the awareness of needs as the starting point of the process. 
However, Sink and Langley (1997), Momme (2002), Yalaho et al. (2004) and 
Franceschini and Galetto (2003) to some extent emphasize process issues such 
as needs identification, top management commitment, the formation of cross-
functional buying teams, the development of selection criteria, and service 
implementation. Bagchi and Virum (1998) also emphasize process, but their 
framework is wider in scope, dealing with post-contracting issues such as 
performance measurement and goal redefinition. When these models are taken 
as a whole, one sees that some models assume that the buyer is responsible for 
service definition and also extend to post-contracting issues such as service 
implementation and performance measurement. 

Information and communication technologies are seen to be the key 
enabler of the offshore outsourcing of software development. ICTs have an 
impact on geographically dispersed organizations because they eliminate the 
distance constraints on economic activities. ICTs augment organizational 
capabilities by coordinating business transactions within the firm, nationally, 
and internationally, and also in business relationships such as that between 
client and service provider. Various effects of ICTs have contributed to the 
reduction of transaction and coordination costs. ICTs have changed the nature 
of the work, and the processes of production have changed drastically. 
Individuals, as employees, are spread across several work sites, geographical 
locations, and time zones rather than being centralized in one office. This is 
possible due to the support of ICT. 



TABLE 1  Relevant prescriptive model adapted from de Boer et al. (2006) 

Author (s) Step 1 Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 

Probert 
(1996) 

Data collection Derive business 
issues 

Technology 
and product  
definition 

Definition of 
subsystem (e.g. in 
case of  product 
family) 

Develop strategies 
for technology cost 
model 

Matrix
positioning 
against 
competitor 

Develop strategy 
recommendations 
and implications 

Sink and 
Langley 
(1997)  

Defining the 
need for 
transferring 
logistics services 
onto external 
suppliers

Elaboration feasible 
alternatives  

Evaluate 
candidates and 
select supplier  

Implement service Ongoing service 
evaluation  

    

Bagchi and 
Virum
(1998) 

Establish 
objectives and 
selection criteria  

Identify qualified 
providers and 
articulate needs  

Evaluate 
bidders and 
select a partner  

Develop an 
integration Plan  

Managing 
relationship  

Measure
and analyze 
performance 

 Redefine goals 
and objectives  

McIvor
(2000) 

Defining the core 
activities of 
the business 

Evaluate the 
relevant value 
chain activities 

Total cost 
analysis of core
activities 

Relationship 
analysis 

      

Fill and 
Visser 
(2000) 

Contextual 
factors analysis 

Strategy and 
structural analysis 

Activities cost 
analysis 

Management and 
evaluation 

Outsourcing      

Tayles and 
Drury (2001) 

Analysis and 
determination of 
strategic nature 
of product  or 
process 

Analysis of cost of 
make vs buy 

Capital spend 
analysis 

Internal resources 
assessment and 
external supplier 

      

Momme 
(2002) 

Competence 
analysis 

Assessment and 
approval

Contract 
negotiation 

Project execution 
and transfer 

Managing 
relationship  

Contract 
termination 

Franceschini 
and Galetto 
(2003) 

Core  
competencies 
evaluation 

Identification of  
processes to be 
outsourced 

Choosing type 
of relationship 

Outsourcer 
selection 

Service level 
agreement 

Temporal 
evolution 

Management of 
the outsourcing 
process 

Carmel 
(2002) 

Offshore 
bystander 

Offshore 
experimenter 

Proactive cost 
focus 

Proactive strategic 
focus 

   

Yalaho  et 
al. (2004) 

Strategic analysis 
and decision 

International 
market research 
and promotion 

Selection of  
providers

Contract  
negotiation 

Project 
implementation 

 Managing  
relationship 

Evaluation and 
contract
termination 



3  THEORETICAL BACKGROUND 

In this chapter, we analyze and discuss in great detail the constructs of 
transaction cost theory that are relevant to both clients and service providers in 
the offshore outsourcing of software production. The economic factors include: 
a) assembling information, b) uncertainty, c) frequency, d) bargaining, e) assets 
specificity, and f) monitoring performance; the behavioural factors include: a) 
bounded rationality, b) opportunism, and c) environment. 

In past research, various theoretical lenses have been used to explain IS or 
IT outsourcing. Some of the theories used include: a) transaction cost theory 
(Beath, 1983; Lacity and Hirschheim, 1993a; Klepper, 1993; McFarlan and Nolan, 
1995; Aubert et al., 1996; Ang and Straub, 1998; Bahli and Rivard, 2003; Cannel, 
2005), b) resource-based theory (Conner, 1991; Grant, 1991; Straub et al., 2000), 
c) agency theory (Eisenhardt, 1989b; Gomez-Meijia and Balkin, 1992; Croson 
and Jacobides, 1997; Bahli and Rivard, 2003), d) resource dependency (Kern, 
1997; Kern and Kreijger, 2001; Wonseok and Gallivan, 2004), e) cooperation 
theory (Chen et al., 2005), f) diffusion of innovation theory (Yalaho and Wu, 
2002), g) absorptive capacity theory  (Zahra and George, 2002; Matusik and 
Heeley, 2005), and h) game theory (Elitzur and Wensley, 1997). Lee et al. (2000), 
building on the work of Cheon et al. (1995), clustered the most-used theories in 
outsourcing literature into three categories: a) strategic management theories, b) 
economic theories, and c) social theories. Strategy management theories 
characterize outsourcing as a means for firms to improve or gain a competitive 
advantage by making efficient use of resources (resource-based theory). In 
addition, outsourcing permits firms to gain access to critical resources not 
available internally (resource-dependency theory, absorptive capacity theory). 
Economic theories consider outsourcing as a way to manage efficiency, cost, 
and benefit (transaction cost theory, agency theory). Social theories investigate 
the interaction between outsourcing clients and service providers to provide an 
understanding of the formation, ongoing interaction, behavior rationale, and 
dissolution of outsourcing relationships (game theory). 

In this study, transaction cost theory (TCT) (Williamson 1975, 1979 and 
1981) is analyzed in depth and utilized to examine the current research 
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problem. The rational behind the selection of this theory is as follows. First of 
all, the subject of outsourcing is exposed to many theories, as one can see above. 
However, the basic assumption is that a firm engages with an outsourcing 
contract to save on transactions (i.e., to reduce costs in all possible ways). 
Although many other reasons sustain the motivation to outsource (Lacity and 
Willcocks, 2001), we posit that the primary reason is economic (Gupta and 
Gupta, 1995). Second, transaction costs alone can not explain why firms go 
outside their boundaries to transact (see, e.g., Gupta and Gupta, 1995).

3.1  Transaction Cost Theory 

The main goal of an organization is that its economic activities balance 
production cost advantages with the costs involved in negotiations and market 
exchange. The seminal work by Coase (1937) expounds on the important 
dimensions of transaction costs. Transaction costs refer to the effort, time, and 
costs incurred in searching for, creating, negotiating, monitoring, and enforcing 
a service contract between buyers and suppliers. TCT, originating from the 
work of Coase, states that “the main reason why it is profitable to establish a 
firm would seem to be that there is a cost of using the price mechanism” (Coase, 
1937, p. 390). However, several decades later, an integrative framework for TCT 
was introduced by Williamson (1975, 1981, 1985); this framework deals with the 
formation of “hierarchies”. Williamson stated that the nature of the modern 
corporation is mainly defined in terms of internalizing transaction costs within 
the organization and achieving savings on these costs, which are linked mainly 
to contracting costs. Several scholars (Beath, 1983; Lacity and Hirschheim, 
1993a; Klepper, 1993; McFarlan and Nolan, 1995; Ang and Straub, 1998; Bahli 
and Rivard, 2003; Cannel, 2005; King and Torkzadeh, 2008) have stated that 
TCT provides a theoretical lens for examining and analyzing the IS outsourcing 
phenomenon. Williamson (1981, p. 568) suggests that “[t]here are so many 
kinds of organizations because transactions differ so greatly and efficiency is 
realized only if governance structures are tailored to the specific need of each 
type of transaction”. Williamson goes further to claim that “[t]he economic 
institutions of capitalism have the main purpose and effect of economizing on 
transaction costs” (Williamson, 1985, p. 17). 

A relationship of exchange between parties creates transaction costs that 
are mainly engendered by negotiating, monitoring and enforcing contracts and 
behaviors associated with the exchange. Transaction costs can be usefully 
thought of as “the economic equivalent of friction in physical systems” 
(Williamson, 1985, p.19). As friction absorbs energy and reduces the efficiency 
of a mechanical system, so transaction costs similarly reduce economic 
efficiency and the potential value of an exchange. TCT predicts that the 
governance structure that economizes on transaction costs is Pareto optimal 
(i.e., the hierarchy is sharpened until it is impossible to make one party better 
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off without making the other party worse off). Internalizing transaction costs 
within a governance structure, organization does not eliminate transaction 
costs; instead, it transfers the responsibility for economizing to the 
organization’s managers. When the management of the transaction costs of the 
exchange within an organization or governance structure is greater than the one 
within the market, then the exchange will take place in the market. In other 
words, TCT depends in a basic way on whether an organization uses a provider 
or develops the same product or service in-house.

Both economic and behavioural influences are given great consideration 
within the TCT. For example, Williamson (1981) identifies two behavioral 
factors (i.e., bounded rationality and opportunism) and three economic or 
transaction factors (i.e., uncertainty, frequency, and assets specificity). 
However, building on earlier work on TCT, Bowersox and Cooper (1992) posit 
six key influences on transaction costs. Three factors are behavioural, and three 
are economic. The behavioral factors, which include bounded rationality, 
opportunism, and environment, are considered to be more qualitative (because 
they are difficult to measure or, in the case of behavioral factors, can only be 
appreciated). The three economic factors include assembling information, 
bargaining, and monitoring performance and are more likely to be quantifiable 
in the TCT framework (since quantitative factors are concerned with how 
many—e.g., how many milestones were successfully completed in a certain 
time frame—economic factors are therefore measurable). In this study, we 
analyze and discuss the following constructs that are relevant to both clients 
and service providers in the offshore outsourcing of software production. The 
economic factors include: a) assembling information, b) uncertainty, c) 
frequency, d) bargaining, e) assets specificity, and f) monitoring performance; 
the behavioural factors include: a) bounded rationality, b) opportunism, and c) 
environment.

3.1.1  Economic influences on the transaction costs 

Assembling information. Information that affects a business transaction is 
often asymmetrically distributed between the parties to a transaction (Al-
Obaidi, 1999). Assembling information can be costly. This process involves 
searching for exchange alternatives, searching for and identifying a prospective 
service provider or client, and determining specifically what will be exchanged. 
In the offshore outsourcing of software development, the offshore project is 
most often initiated by the outsourcing client. However, more and more service 
providers are taking the initiative to market their competences and convince 
their prospective clients to offshore their software development projects to them 
(the service providers). This is done by first searching for and identifying the 
high-potential client markets and then sending promotional mailings/circulars 
to those clients in order to describe the competences and the standards (i.e., 
CMM1-5, CMMI, SPI, etc.) adopted by service providers. After that, the service 
providers arrange trade shows, exhibitions, summits, and business meetings 
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with delegates of various countries to disseminate various relevant pieces of 
information related to service-providing companies.  

Uncertainty. Uncertainty is essentially how difficult it is to anticipate the 
possible occurrences that may come up during the course of the transaction. 
The business environment is characterized by uncertain and complex events 
and situations of significance (Nahar, 2001). Uncertainties such as business 
cycle instability (i.e., seasonal or cyclical factors), requirement changes, and 
technological uncertainty will lead to more bureaucratic transactions, given that 
it is difficult and too expensive to create contracts that will cover probable 
outcomes.

Frequency. Frequency refers to the number of times the client seeks to 
initiate the transaction. Frequency has been split into two different concepts, 
that of occasional (usage) and recurrent (how often the transaction occurs). The 
first concept refers to the usage rate of information system development 
functions within the organization. The second concept describes how often a 
transaction occurs.

Frequency is an important variable in transaction cost theory. It is even 
more important when it concerns software development activities (Aubert et al., 
1996). According to Aubert et al. (1996), frequency “refers to the use of different 
skills rather than software development project. For a given project, the 
required skills and their frequency of use must be identified”. They found that 
most firms were sourcing externally for skills that were required sporadically. 
In another study, Lacity and Willcocks (1995) classified observations of 
successful outsourcing decisions according to contract types in an attempt to 
verify the predictions of TCT. They found some significant anomalies in the 
TCT framework in the sense that some firms had successful contracting 
arrangements that were not as maintained in the way that TCT predictions and 
other firms had contracting arrangements per transaction for the relevant types 
of transactions—but these arrangements resulted in failures. The anomalies 
were explained as exceptions due to a high degree of uncertainty, a small 
number of suppliers, language ambiguity, or the difficulty of making the 
transaction cost variables operational. 

Bargaining. After assembling the information and identifying the prospect 
(a service provider or client), the business may begin bargaining activities. 
Bargaining activities are concerned with “closing the deal” or securing the 
proposed service at an acceptable price. The transaction costs include the cost 
associated with this activity (bargaining) (Coase, 1960; Williamson 1985). 
Depending on the length and the means of the negotiation, costs can easily rise 
or decrease. The transaction costs can also rise depending on the number of 
negotiators. Further, face-to-face communication in this context may be very 
costly (because it requires more travelling cost), even more costly than 
negotiating through the use of ICT (e.g., web-phone, email, fax, telephones that 
are fixed or mobile), especially if the two parties are situated in geographically 
dispersed locations.
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Asset specificity. Asset specificity is the central part of the transaction cost 
logic developed by Williamson (1975, 1981, 1985). Fundamentally, asset 
specificity is characterized by very high relationship-specific investments in 
physical and/or human assets that cannot be transferred to alternative uses. 
This means that to build successful relationships, one must make transaction-
specific investments, that is, put non-marketable assets at risk in order to assure 
that the relationship will work. However, opportunistic behavior is critical if 
the asset is part of the transaction. These assets may be plant, software, and 
hardware assets uniquely devoted to the production of a specific product or to 
servicing a specific client or providing specific knowledge and expertise. For 
example, an offshore outsourcing service provider invests massively in specific 
hardware and software dedicated solely to one client. In due course, the client 
will be able to pressure the service provider, since the service provider has no 
substitute use for its investment and will be obliged to accept a lower price. 
Consequently, a difficult negotiation ensues in which each party tries to take 
advantage of the other. This creates the need for complicated safeguards that 
have to be incorporated in the contract. However, when the client owns the 
equipment, then the incentive to take advantage evaporates, and the cost of 
creating safeguards is eliminated, since the firm owns its own assets. Asset 
specificity in the context of offshore outsourcing is described by Cheon et al. 
(1995, p. 214) “as the uniqueness of the firm’s hardware and/or software 
architectures and skill set of IS employees”.

High asset specificity increases dependence and transaction costs. This 
makes the provider substantially more vulnerable to opportunism and 
necessitates safeguards. Various dimensions of costs involved in transactions on 
asset specificity can further be broken into three types: a) site specificity, b) 
physical asset specificity, and c) human asset specificity. We explain these three 
constructs below. 

Site specificity. This is when a buyer or seller locates its facilities next to 
those of the other to economize on inventories and transportation costs or 
improve technical efficiency (Williamson, 1975). For example, most of the 
Nordic companies prefer to outsource their software production or IT activities 
to geographically closer providers, such as Russian, Hungarian, Romanian, 
Czech Republic, Slovakian, and Baltic country providers. 

Physical asset specificity. This is characterized by specialized 
infrastructures that are required to produce a product or service or component. 
This implies that investments are made in the development of a specialized 
product or service, or in equipment or tooling designed for a particular client. 
Williamson (1989) considers asset specificity to be specificity towards a 
particular client that serves his/her needs.  For example, in offshore 
outsourcing, a provider may invest in upgrading IT infrastructure and/or 
purchase specialized software development tools and hardware to serve a 
specific client’s need; in this case, the investment is not re-deployable. However, 
a study conducted by Al-Obaidi (1999, p. 28) shows that “[a]n investment in 
assets specific to the requirements of a particular transaction… can be 



39

redeployed for alternative uses or by alternative users with a loss of productive 
value”.

Human asset specificity. Human asset specificity is more associated with 
knowledge. According to Williamson (1981, p. 555), this “arises from learning 
by doing”. Implicitly, this means that one or both of the parties develop skills or 
knowledge specific to their relationship. According to Williamson, there is 
difference between necessary and sufficient conditions of human asset 
specificity. The necessary condition is characterized by the intellectual 
capabilities of the employees, whereas the sufficient criterion is more concerned 
with whether the knowledge necessary for the performance of tasks can only be 
achieved through a ‘learning by doing’ course of action.  For example, 
Williamson (1981, p. 653) further stated that the “knowledge of a particular 
firm’s filing system, for example, may be highly specific and non-transferable”. 
As a result, the development of this type of knowledge is barely possible in 
teamwork-oriented organization (Williamson, 1981). That is, it is a source of 
added value to the employer and employees not to outsource.  

International system development (ISD) is a set of highly human-intensive 
activities in general (Nam et al., 1996). Some functions have a very high degree 
of human asset specificity, which may lead to specific investments for an 
offshore service provider. In general, the offshore service provider possesses 
generic ISD and application domain knowledge but lacks business domain-
specific knowledge. To execute the client’s tasks the provider needs to acquire 
company-specific knowledge. Therefore, human asset specificity could be 
thought of as business domain knowledge and technological domain 
knowledge. 

Monitoring performance. These are the post-transactional activities 
associated with ensuring that the product/service delivered conforms to the 
requirements or expectation of the client. The challenge in the exchange market 
is the complexity in measuring the exchange partner’s performances (Poppo 
and Lacity, 2002). As a result, the market succeeds when there is an effective 
link between reward and productivity, which means that productivity can be 
measured and rewarded accordingly (Alchian and Demsetz, 1972). Therefore, 
the success of these activities (performances measurement) relied on an early 
well-defined performance measure or metric. Poppo and Lacity (2002, p. 256) 
stated that “when performance is difficult to measure, parties have incentives to 
limit their efforts toward fulfilling the agreement”. They further explained that 
in this situation, managers choose between a) realizing lower performance due 
to their inability to measure performance, and b) putting significant resources 
to improve performance by creating a complex contract that specifies the 
delivery level and monitors behaviour of the partner. 

However, offshore outsourcing may result in high costs for these reasons: 
a) the problems with the produced software, b) the limited number of potential 
and suitable providers and the number of those that are unsuitable clients in the 
sense that business requirements have not been specified clearly, c) the 
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potential of creating competitors and opportunistic behaviour exposed by 
providers, and d) the difficulty of assessing the capability of providers. 

3.1.2  Behavioural influences on the transaction costs 

Bounded rationality. Bounded rationality refers to the impossibility of making 
truly rational decisions due to the fact that we cannot assimilate all the 
information at our disposal and develop appropriate decision rules for every 
unforeseen event that might occur in our lives (Williamson, 1985). This implies 
that humans have limited capabilities in terms of receiving, storing, retrieving, 
assimilating and processing all the information at their disposal. It may lead to 
incomplete contracts or contractual hazards. As a metaphor, the game of chess 
best explains this. In a chess game, all the rules that determine the game are 
known, but no one has the ability to perfectly analyze any given position 
during the game. The fact is that the game itself is too complex because there 
are so many alternatives and the actions of one’s opponent are unpredictable
(De Groot, 1965; Hammond, 2007).

Opportunism. Opportunism deals with the practice or policy used by an 
economic agent to exploit a circumstance in a self-interested way (Williamson, 
1979). In other words, it means that we are willing to purposely deceive our 
partner to satisfy our own interest. Williamson (1986, 1999) defined 
opportunism as self-interest with guile. Sako and Helper (1998) stated that trust 
and opportunism are linked, although they are different concepts. Trust can be 
affected by a) the length of any past outsourcing relationship, b) the reciprocity 
in information exchange, c) the provider’s ownership of client-specific assets, 
and d) the level of specific technical assistance provided by the client. In 
addition, vertical integration is not sufficient to reduce the perception of 
opportunism on the part of provider. Thus, the client’s holding equity from the 
provider gives rise to varying levels of opportunism or trust depending on the 
provider’s other management techniques (e.g., information sharing, provider 
suggestions, and technical assistance) that are practiced in specific relationships. 

Environmental factors. These include factors that determine the 
complexity, instability, and variability in the outsourcing manager 
environment. For example, the specter of a radical technological change can 
render obsolete the service provider’s current project. Williamson (1985) 
portrays the general changes in the outsourcing manager’s environment as 
“environmental heterogeneity”. In general, most outsourcing managers fear 
instability and volatile change. When such situations arise, they tend to adopt 
the simplest alternative in order to minimize variation instead of dealing with 
complexity.

According to Al-Obaidi (1999), transaction costs literature has mainly 
concentrated on examining the costs aspects, while other impacts of inter-firm 
cooperation, governance, or control arrangements are not dealt with 
adequately. Zajac (1993) also stated the lack of attention to behavioural process 
in the transaction costs approach. 
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The above theory has aided in the development of a questionnaire guide. 
It has yielded ideas for looking into various aspects of the case companies and 
has helped in case examinations, analyses, and descriptions. 



4  RESEARCH MODEL 

This section explains the development of the research model for the offshore 
outsourcing of software production (see Figure 3). The model has been 
developed on the basis of: 

a) Key constructs as offered by transaction cost theory, as well as literature 
on information and communication technology, outsourcing, and the 
offshore outsourcing of software production. 

b) The relationship among the key constructs. 

c) The issues to be examined in this research.

In developing  the research model (see Figure 3), we did an extensive literature 
review  of the past prescriptive frameworks and models dealing with cost 
analysis (Cronk and Sharp, 1995; Hancox and Hackney, 2000; King, 2001; Lee 
and Kim, 1999; Looff, 1995), competence analysis (Looff, 1995; Cronk and Sharp, 
1995), supplier influence and associated risks (Aubert et al., 2005), and decision 
factors of IT outsourcing (Cronk and Sharp, 1995; Greaver II, 1999; Lacity and 
Willcocks, 2001; Pandely and Bansal, 2004). Through an in-depth literature 
review, we noticed that very limited research exists on the processes for the 
offshore outsourcing of software development, meaning that there are a few but 
not enough descriptive frameworks (Greaver II, 1999; McIvor, 2000; Momme 
and Hvolby, 2002; Momme, 2001; Yalaho et al., 2005a; Yalaho and Wu, 2002) 
and that these frameworks may not provide adequate guidelines to a novice or 
even an experienced manager in offshore software development.  

ICTs are crucial for the successful implementation of an ICT-supported, 
unified process of offshore outsourcing. ICT tools have played, and continue to 
play, a fundamental role in the development of offshore outsourcing (O'Hara-
Devereaux and Robert, 1994; Dibbern et al., 2004). According to O'Hara-
Devereaux and Robert (1994, p. 74), “Global (distributed) organizations cannot 
function without information technology”. This also applies to the offshore 
outsourcing of software development. ICT is the engine of distributed 
collaborative organization. However, the ability to identify the right technology 
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to effectively support the offshore outsourcing of software development is the 
key to success (Yalaho et al., 2008). In Figure 2, in addition to providing 
electronic interconnectivity, the internet technology provides the virtual 
marketplace in the global networks where business processes, inter-
organization transactions, and market trading take place. TCP/IP provides the 
uniform transmitting and interfacing standard. The middleware supports the 
service functions. The web technological platform enables interoperability 
among disparate, globally distributed, multiple information systems. 
Interoperability, which “is the ability of two or more software components to 
cooperate despite differences in language, interface, and execution platform” 
(Wegner, 1996, p. 285), is the most vital issue facing businesses that need to 
access information from multiple information systems. 

The key players who participate in the offshore outsourcing process are 
the offshore service client and service provider, shown in Figure 3 (within the 
rectangle at the both extreme side). Both service provider and client have the 
capability and experience, strategy and vision, and facilities and infrastructure 
required to engage in an offshore outsourcing transaction. The rectangular box 
named “ICT-SUPOO model” illustrates all the concurrent processes, with their 
ICT support, that are involved simultaneously during the execution of an 
offshore outsourcing project.

The transaction cost theory (in the rectangular box on the left hand side 
just before offshore service client) is linked to the offshore service client and 
offshore service provider through the ICT-SUPOO model. The ICT-SUPOO 
model works as the management tool that may considerably reduce the 
transaction cost. The thinner arrows, drawn through the transaction cost theory 
and the ICT-SUPOO model and directed to both the offshore service provider 
and the client, represent the information exchanged during the process of 
offshore outsourcing. The smaller rectangular box below the ICT-SUPOO 
model illustrates the factors that positively or negatively impact the model.  

The external environment, characterized by exogenous risks, is located 
between the bigger rectangle with the solid line and smaller rectangle. 
Exogenous risks are events or factors outside the control of the organization. 
Events or factors external to the project often come as a surprise to the project 
team and are seen as obstacles to progress. These factors depend on the 
complexity and dynamism of the environment (Dess and Beard, 1984; Duncan, 
1972).



FIGURE 3     Research model 



5  RESEARCH METHODOLOGY AND 
PHILOSOPHICAL APPROACH 

This chapter deals with the philosophical perspective and the research method 
utilized in the empirical part of this study. The research design, research 
procedure, and case company selection process are presented. The codebook 
development and data collection and analysis processes used are explained. In 
order to increase the reliability and validity of the research, a multiple case 
analysis of four case companies is utilized.

As we explained earlier in Chapter 1, this research aims at developing a 
model that best describes the process of offshore outsourcing. This type of 
research can be categorized as theory building (Järvinen, 2001). Although 
offshore outsourcing is a new phenomenon, very limited research has been 
done on this particular topic. However, for a substantial advance of knowledge 
in any discipline, one must first have a firm foundation laid in the theory of 
knowledge, epistemology, and see how this is applied to that particular 
discipline.

5.1  The Philosophical Approach 

In order to determine an appropriate research method for the study, it is 
necessary to distinguish between quantitative and qualitative research. Myers 
and Avison (2002) stated that there are two dominant groups of research 
methods in information systems—quantitative and qualitative. It has been 
shown that one of the differences between quantitative and qualitative research 
lies in the characteristics of the data (Creswell, 1994; Kaplan and Duchon, 1988). 
Quantitative methods emphazise the measurement and analysis of causal 
relationships between variables, not processes. They were originally developed 
in the natural sciences for the study of natural phenomena; they have been 
applied in the social sciences through survey methods, laboratory experiments, 
formal methods and numerical methods.  
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In contrast,

“[q]ualitative research is a situated activity that locates the observer in the world. It 
consists of a set of interpretive, material practices that make the world visible. These 
practices transform the world. They turn the world into a series of representations, 
including field notes, interviews, conversations, photographs, recordings, and 
memos to the self” (Denzin and Lincoln 2000, p. 3) 

In this context, qualitative research involves an interpretive, naturalistic 
approach to the world. Qualitative methods were developed in the social 
sciences to enable researchers to study social and cultural phenomena. These 
methods are useful in understanding people and the social and cultural 
contexts within which they live. Qualitative methods include action research, 
case study research and ethnography. Each of these methods has different 
ontological, epistemological, axiological, rhetorical, and methodological 
characteristics (Creswell, 1998, 1994). According to Denzin and Lincoln (2000, p. 
4), qualitative research involves  

“the study  and collection of variety of empirical materials--case study, personal 
experience, introspection; life story; interview; artefacts; cultural texts and 
productions; observational; historical; interactional, and visual text--that describe 
routine and problematic moments and meanings in individuals’ lives”. 

Qualitative-based research aims for a holistic analysis of the phenomenon. It is 
believed to be useful in describing and illuminating the context and conditions 
under which research is conducted (Cook and Campbell, 1979).  To justify the 
use of qualitative approach for this type of study, Kaplan and Duchon (1988, 
pp. 572-573) explain that

“Immersion in context is a hallmark of qualitative research methods and the 
interpretive perspective on the conduct of research. Interpretive researchers attempt 
to understand the way others construe, conceptualise, and understand events, 
concepts, and categories, in part because these are assumed to influence individuals’ 
behaviour. The researchers examine the social reality and inter-subjective meanings 
held by subjects by eliciting and observing what is significant and important to the 
subjects in situations where the behaviour occurs ordinarily. Consequently, 
qualitative methods are characterised by (1) the detailed observation of, and 
involvement of the researcher in the natural setting in which the study occurs, and 
(2) the attempt to avoid prior commitment to theoretical constructs or to hypotheses 
formulated before gathering any data.”

According to Orlikowski and Baroudi (Orlikowski and Baroudi, 1991), Myers 
(1997) and Myers and Avison (2002), qualitative research can be positivist, 
critical, or interpretive. Positivist studies are characterized by the existence of a 
priory fixed relationship between phenomena investigated with structured 
instruments. Positivist studies generally attempt to test theory in an attempt to 
increase our predictive understanding of phenomena (Myers, 1997; Orlikowski 
and Baroudi, 1991). Orlikowski and Baroudi classify IS research as positivist if 
there is evidence of formal propositions, quantifiable measures of variables, 
hypothesis testing, and inferences drawn about a phenomenon from the sample 
with reference to a stated population. 
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Critical researchers assume that social reality is historically constituted, 
that it is produced and reproduced by people, and that the ability of people to 
act to change their social and economic circumstances is constrained by various 
forms of social, cultural, and political domination. Critical research focuses on 
the oppositions, conflicts, and contradictions in contemporary society and seeks 
to serve as an emancipator; it aims to help eliminate the cause of alienation and 
domination (Orlikowski and Baroudi, 1991; Myers and Avison, 2002). 
According to Orlikowski and Baroudi (1991), IS research can be categorized as 
critical if there is evidence of a critical position toward taken-for–granted 
assumptions about organizations and information systems, as well as a 
dialectical analysis that attempts to reveal the historical, ideological and 
contradictory nature of existing social practice. 

Interpretive research begins with the assumption that reality is socially 
constructed by human actors. In this regard, objective data cannot be obtained, 
since the enquirers use their own mental model in guiding the process of 
enquiry. In conducting an interpretive study, one seeks to find out and 
understand a phenomenon or a process, the perspective and the mental 
construct of the people involved, or a combination of these. In addition, 
Walsham (1995a, 1995b) stated that the researcher’s interaction with the human 
subject of the enquiry has an impact on both parties’ perception.

The philosophical base of interpretive research is hermeneutics and 
phenomenology (Boland, 1986). Interpretive study refutes the possibility of an 
‘objective’ or ‘factual’ account of events and situations, seeking instead a 
relativistic, albeit shared, understanding of phenomena (Orlikowski and 
Baroudi, 1991, p. 5). According to these writers, IS research is interpretive if a 
non-deterministic perspective is substantiated. For example, the intent of the 
research is to increase our understanding of the phenomenon within its cultural 
setting and from the perspective of the participants, where researchers do 
impose their outsiders’ a priori understanding on the situation. Based on this 
classification, the philosophical underpinning of the present study is 
interpretive, because our aim is to understand the combination of processes and 
the mental construct of the people involved in offshore outsourcing, as well as 
how they use ICT to support the activities of this process. Having briefly 
discussed the philosophical stance of this study, next we will describe the 
research method used therein. 

5.2  Research Design and Method 

According to Yin (1994, p. 13), “a case study is an empirical inquiry that 
investigates a contemporary phenomenon within its real-life context, especially 
when the boundaries between phenomenon and context are not clearly 
evident”. Little is known about the ICT-SUPOO of software production, since 
this area of research is new. This research requires current data as well as past 



48

data. The case study method, therefore, appears to be the most suitable for this 
study. The main goal of the field study is to explore how a) the ICT-SUPOO is 
executed and b) the offshore outsourcing project is managed from both the 
service provider’s and client’s perspectives. Yin (1994) states that certain topics, 
such as organizations, processes, programs, institutions, and events are suitably 
examined through the case study method. The focus of the investigation in this 
study is a “process” analysis. This study uses a case study approach because it 
enables us to study the ICT-SUPOO in natural settings. 

Miles and Huberman (1994, p. 172) state that in multiple-case research, 
“there is much potential for both greater explanatory power and greater 
generalization than what a single-case study can deliver”. A multiple-case 
study method is also less subject to bias than is a single-case study (Miles and 
Huberman, 1994; Yin, 1994).

The multiple-case study design permits the researcher to explore the 
phenomenon under investigation through the use of a replication strategy. Yin 
(1994) compares the use of the replication strategy to the process of conducting 
a number of separate experiments on related topics. Replication is carried out in 
two stages—a literal replication stage, in which cases are selected to obtain 
similar results, and a theoretical replication stage, in which cases are selected to 
explore and confirm or disprove the patterns identified in the initial cases. 
According to this model, if all or most of the cases provide similar results, there 
can be substantial support for the development of a preliminary theory that 
describes the phenomenon (Eisenhardt, 1989a).  Thus, a multiple case study 
design enhances generalizability and reduces bias.

Miles and Huberman (1994, p. 173) state that in multiple-case research, 
“there is much potential for both greater explanatory power and greater 
generalization than what a single-case study can deliver”. A multiple-case 
study method is also less subject to bias than the single-case study (Miles and 
Huberman, 1994; Yin, 1994). Since a multiple-case study design enhances the 
generalizability and reduces bias, this study uses a multiple-case design. 
Another motivation for a multiple-case study method is that a researcher has an 
opportunity to observe and analyze a phenomenon that might have been 
previously inaccessible to scientific investigation.  

According to Miles and Huberman (1994), a cross-case analysis attempts 
to understand the processes and outcomes that occur across many cases and to 
then enable the development of more sophisticated descriptions and more 
powerful explanations. This study investigates the IT-supported offshore 
outsourcing of the software production process by using multiple cases through 
cross-case analysis. It examines the same phenomenon in different settings, 
systematically compares and contrasts the phenomenon across the cases, and 
thus establishes generalizations about the findings. The researcher may identify 
the conditions under which these findings are able to occur.

A total of ten companies were identified, from which four case companies 
were selected. Following Yin’s (1994) suggestion, special attention was given to 
the selection of appropriate case companies. He maintains that the case 
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companies selected must have already successfully executed the same process 
that is under investigation. The types of case companies that were selected for 
this study fit this profile, as they have already successfully executed several 
offshore outsourcing projects, and they heavily use ICTs in their international 
business operations. These companies were knowledgeable and willing to share 
their knowledge, opinions, and insights. 

The field study was conducted at four companies during recent years. 
Interviewing the right people was of significant importance to the quality and 
credibility of our research. We used a rich and flexible data-gathering strategy 
that required finding a representative, unbiased set of data. In gathering data, 
we approached key informants from all the layers of the office who had a stake 
in the implementation of the ICT-supported, unified process of offshore 
outsourcing. We conducted interviews with the following people: 1) a chief 
executive officer or top management individual, 2) a business manager or 
officer working at the remote location, 3) an outsourcing project manager, 4) an 
outsourcing project coordinator, 5) individuals involved in negotiating offshore 
contract deals, 6) persons involved in executing the offshore outsourcing 
process, 7) an IT manager, and 8) a system analyst. Each of these personnel had 
five to 10 years of work experience in the outsourcing field. They had Masters 
and Ph.D. degrees in Software Engineering, Computer Science, Information 
Systems, Economics, Business Administration, etc. This provided an adequate 
number of people with various sorts of experience covering all aspects of ICT-
supported offshore outsourcing of software production. 

The main research questions, the conceptual model presented in this 
study, the background theory, and the questionnaire guide that was developed 
all acted as a basis for the field study. The questionnaire guide was composed 
of open-ended and semi-structured questions (see Appendix 1). The 
information we sought was mostly unstructured and non-quantitative. 
Therefore, the primary data collection method we followed was semi-
structured interviews. In addition, we asked the normal background 
information about the size and type of business, as well as about the affiliation 
and education level of the interviewees. 

In total, five to eight people from each company were interviewed (the 
locations included St. Petersburg, Russia; Helsinki, Finland, Jyväskylä-Finland; 
Bangalore, Delhi, and Calcutta, India). Each interview lasted more than three 
hours. Each person was interviewed three to five times. Each interview was 
fully transcribed. All the interview records were downloaded and the 
transcriptions saved in an MS Access research database. In addition, documents 
such as research reports, market research reports, annual reports, internal 
company magazines, releases, and other archival materials from both the 
provider and client companies were collected and analyzed. We also conducted 
over 35 interviews with researchers and practitioners in the field of offshore 
outsourcing.

We maintained a consistent practice of sharing the data as they were 
collected and holding regular meetings and communication through email and 
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chat in order to enable a continuing critical assessment of our progress and to 
permit follow-ups where needed. We also assessed the quality of these 
interviews when analyzing the empirical findings.

5.3  Codebook Development 

Our codebook creation followed the steps proposed by MacQueen et al. (1999) 
to ensure inter-coder reliability. We developed codes (referred to as themes 
mentioned below) in a tree-like structure. Codes were selected to mark the 
existence of an item. 

5.4  Data Analysis 

Data analysis was done using the qualitative data analysis (QDA) software 
NVivo7. The software program NVivo7 is a computerized tool that can assist a 
qualitative researcher in effectively managing large numbers of qualitative data 
(Richards, 2005; Richards, 1999). The QDA software facilitates the analysis 
process (Richards, 2002). In this study, we used this software for coding (see 
Appendix 2), linking codes and text segments, documenting variability in 
codes, creating memos, searching, editing and reorganizing, visualizing 
representations of the data, seeing patterns (e.g., in matrices, modeling 
networks or associations), and organizing findings (Miles and Huberman, 1994; 
Richards, 2005).

Miles and Huberman (1994, p. 56) assert that “[c]oding is analysis”. The 
systematic coding of text for data analysis is one of the essential parts of 
qualitative research (Miles and Huberman, 1994; Richards, 2005; Strauss and 
Corbin, 1990). Codes enable one to organize the text of the transcripts and 
discover patterns within that organizational structure. Auerbach (2003) and 
MacQueen et al. (1999) describe codes as building blocks for theory or model 
building, and as the foundation on which the analyst’s arguments rest. Our 
analysis process was divided into several steps.

The research framework and an interview guide were used to maintain 
the focus on data collection, and to reduce the amount of material to be 
processed. In order to make data analysis both rigorous and effective, this study 
systematically deployed several strategies suggested by Nahar (2001) and 
Richards (2005). The first step was informal data analysis that was performed 
during, and immediately after, each interview: a) during each interview, ideas 
and references to the theory were written down as they occurred; b) summaries 
of interviews were performed immediately afterwards; and c) preliminary 
findings were identified from each summary. 
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The interview summary and identification of each preliminary finding 
were useful for data reduction and conducting preliminary analysis. The 
second step was transcribing the tape-recorded interviews. This step was a 
more formal process compared with the first step. During this step, tape-
recorded interviews were thoroughly listened to and transcribed verbatim 
following a second listening. A third listen, where the transcribed texts were 
compared to the tapes, was also conducted. 

A narrative was developed from each interview, and the interviews were 
organized thematically. The themes include the phases of the ICT-supported 
offshore outsourcing process, the software production, the project management 
and the ICT used. The data were sorted according to the set themes, which 
allowed us to reduce the volume of data. The comparative presence of each 
theme in all the narratives has been analyzed extensively. Some similarities 
emerged in all interviews. 

5.5  Validity and Reliability  

To improve the reliability and validity of this research, a number of measures 
were applied. First, the background theory, the research model and a 
questionnaire guide were used in order to provide detailed documentation of 
the data and minimize errors and biases. The questionnaire guide was reviewed 
by our case companies, researchers, and practitioners. Second, interviewees 
selected were involved in the outsourcing process and possessed an in-depth 
knowledge of the phenomenon under investigation. Third, the concepts of this 
research were delineated to interviewees before we conducted the interviews. 
The same questions were asked of all interviewees, and the results were 
compared. The data were read several times to ensure familiarization. Fourth, 
multiple data sources were utilized in order to increase the reliability and 
validity of the research. Fifth, research results were compared with prior 
research in the international outsourcing field. Further comparison was made 
with available published materials from the case companies. These measures 
increase the external validity of the research and overcome the specific criticism 
that case studies are not easily open to generalization. Sixth, each case report 
was carefully edited and forwarded to interviewees to check for possible errors 
and omissions and to evaluate the validity of our interpretation of their “story” 
(Stake, 1995; Yin, 1994). All the errors and omissions were corrected, and some 
statements were modified to reflect the true opinions and perceptions of the 
interviewees. Data and interpretations were checked by the interviewees 
through a formal presentation, through case report checking, and through our 
senior collaborators and researchers in the outsourcing field. In addition, the 
original raw data were presented for the readers to see, improving the internal 
validity of the study (Patton, 1990). Finally, the research path for the case study 
method was consistently documented to ensure reproducibility (Yin, 1994). To 
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support the analysis, a number of quotations from the interviewees were 
included in the case analysis section. 



6  SUMMARY OF THE ORIGINAL ARTICLES 

In this chapter, we present a brief discussion of each of the articles included in 
this dissertation. For each article, the research objective and the findings are 
described below. 

6.1  Article I. “A Conceptual Model of ICT-Supported Unified 
Process of Offshore Outsourcing of Software Production” 

Yalaho, A. A Conceptual Model of ICT-Supported Unified Process of 
Offshore Outsourcing of Software Production. Journal of Information 
Technology for Development (Resubmitted). 

Research objectives 

The main objective of this research is to develop an ICT-SUPOO model for 
software production. The ICT-SUPOO model attempts to provide a detailed 
guideline to manage the entire process of offshore outsourcing by integrating a 
number of key issues such as relationship management and risks management. 
To do this, this model investigates a large body of extant literature, an 
endeavour that yields the understanding that several frameworks for guiding 
information systems (IS) managers through IT outsourcing have been 
developed. However, none of these frameworks have attempted to provide 
detailed guidelines for managing the entire process of the offshore outsourcing 
of software production. There is a significant lack of studies dealing with this 
topic. Therefore, there is a great need for studies that explore such a 
multifaceted and complex phenomenon more deeply in order to find out the 
best practices for managing the process. The basic research question addressed 
in this study is: how can software production through ICT-SUPOO be executed 
and managed effectively? In addition to the primary research question, the 
model addresses four sub-questions which have not been covered extensively 
in the existing literature. (1) What are the phases in the ICT-SUPOO model for 
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software production, and how are these phases executed? (2) Which major 
activities, performance measures, and expected outcomes in each phase of the 
process are executed and managed effectively? (3) How are risk-management 
activities executed? (4) Which ICT tools best support the phases in general and 
each phase in particular? 

Research findings 

This research develops an integrative perspective on several issues that fall 
under the ICT-SUPOO software production umbrella. It contributes to the 
understanding of this phenomenon by extensively analyzing the major 
processes and their activities, performance measures, and deliverables. In 
addition, it demonstrates that the systematic utilization of ICT can facilitate 
cost-efficient offshore outsourcing.  

The model developed in this study is unique because it brings to light all 
the concurrent processes that take place during the actual process of the 
offshore outsourcing of software production. It is significantly different from 
earlier works (Greaver II, 1999; Momme 2001; McIvor 2000, Yalaho and Wu 
2002; Yalaho et al. 2005) in that it provides a systematic and unified view of all 
the phases in the main processes and sub-processes. 

This research contributes to the existing body of knowledge regarding 
how best to manage the offshore outsourcing of software production projects 
through the ICT-SUPOO model. Such a holistic but detailed view is important 
for advancing future outsourcing research and helping companies execute ICT-
SUPOO successfully. It also contributes to ICT-SUPOO project management by 
identifying and analyzing the main phases (see section 3.3.1 of article I) of the 
process. Such analysis can further inform the development of the more effective 
management of activities. It provides a better understanding of how one could 
manage an offshore outsourcing software provision project. 

6.2  Article II. “The ICT-Supported Unified Process Model of 
Offshore Outsourcing of Software Production: Cross-case 
Examination and Validation” 

Yalaho, A. and Nahar, N. The ICT-Supported Unified Process Model of 
Offshore Outsourcing of Software Production: Cross-case Examination 
and Validation. The DATA BASE for Advances in Information Systems 
(Submitted).  

Research objectives 

The aim of this article is to validate the ICT-SUPOO model through a cross-case 
analysis. The basic research questions addressed in this study are therefore: 1) 
What are the phases in the ICT-supported unified process of offshore 
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outsourcing of software production that service providers and clients utilize? 
and 2) Which major activities, performance measures, and expected outcomes 
in each phase of the process are executed and managed effectively? This study 
seeks to answer these questions by analyzing the past literature on offshore 
outsourcing, the offshore outsourcing of software production, ICT, and 
transaction cost theory, as well as by utilizing the research model developed by 
Yalaho (2006). The research model is then empirically validated through 
multiple case studies, in which professionals with extensive experience in 
managing the offshore outsourcing of software production are interviewed. 

Research findings 

The implications of this study are twofold: First, practitioners can benefit from 
the detailed activities of what actually happens in the ICT-SUPOO model. 
Moreover, the study can facilitate a better understanding, and dissolve the 
complexity of offshore software development to a greater extent. Offshore 
outsourcing is an increasingly popular business strategy, but it is difficult to 
execute successfully due to the intricate activities involved and the lack of a 
detailed process model. Therefore, the ICT-SUPOO model will be of great use 
for practitioners. 

This study finds that relationship management and risk management are 
not phases within the process, as has been suggested in earlier studies (see, e.g., 
Momme (2001), Yalaho and Wu (2002), and Momme and Hvolby (2002)). 
Instead, relationship management and risk management are evolving activities 
which cannot be taken as single phases or represented as such; rather, they span 
the other phases. This is a finding that is unique to our research. No prior study 
shows this. 

Second, the study contributes to the growing body of knowledge on 
offshore outsourcing from the management perspective. The main findings of 
the study support other studies (Apte et al., 1997; Rottman and Lacity, 2006; 
Scheibe et al., 2006) wherein the imperatives for offshore outsourcing are 
presented. For example, it was noted that offshore outsourcing tends to be 
problem-free when good relations are maintained, effective communication is 
kept up, all parties trust each other, and minor differences in linguistic abilities 
are not overblown. Additionally, systems development projects that are 
culture-neutral thrive and proceed smoothly despite cross-national or cultural 
differences.  

This study includes several new findings. First, service providers have 
carried out a distinctive set of activities (or used an idiosyncratic approach) to 
reach their potential customers (see Phase 2 in article II, service provider 
perspective). Second, offshore service providers also strategically have targeted 
specific countries in which they would like to sell their services (see as above , 
service provider perspective). Third, both clients have had previous experience 
and have worked for several years in the country of their respective selected 
provider. Therefore, they knew very well the selected country’s business 
practices in general, as well as most outsourcing players in particular (see as 
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above, client perspective). Fourth, service providers were selective regarding 
which contract they wished to enter into. This indicates that service providers 
are very experienced and have a high degree of knowledge, enabling them to 
make the right choice while engaging in a contract (see as above, service 
provider perspective). Fifth, contracts were based on “social relation”. 
FinSoftAlfa and its partner IndiaSoftNet in particular considered the contract as 
a tool that provides minimum safeguards, but for a long-term healthy and 
sustainable business relationship, one needs to build trust, which derives not 
from a contract but rather from social relations (see as above, client 
perspective).

Clients and service providers often complain of opportunism, rising 
transaction costs of all sorts, and an inability to influence the terms of their 
relationships. However, many of these problems are preventable, as they may 
be caused by poor management decision-making. Moreover, offshore 
outsourcing involves multiple processes which must be handled 
simultaneously in order to reduce transaction costs and the risk of failure. 
Through our empirical data, we reveal how transaction costs are minimized 
through: (1) strategic competences analysis, (2) international market research 
and promotion, (3) the selection of service providers, (4) contract negotiation, 
(5) project implementation and commissioning, and (6) evaluation and contract 
termination. The use of an ICT-SUPOO model can narrow, if not, reduce the 
unexpected transaction costs and control problems at successive stages of the 
offshore outsourcing relationship. In addition, we have demonstrated how 
contractual trust and strong social relationships create another type of 
governance, as opposed to the governance described by Williamson (1979).  

This study demonstrates that the ICT-SUPOO model is a rational model 
for the execution of offshore outsourcing. The model can be used in all offshore 
outsourcing situations with some adjustments. The number of phases may vary 
in some cases. The applicability of the model may have to be enhanced, 
especially with respect to using ICT tools in order to support the offshore 
outsourcing process. For example, small and agile companies may cope well 
with a simple and lightweight set of tools. The ICT infrastructure, the 
dependence on standards, and the lack of common infrastructure are the main 
reasons why the clients fail to use ICT for offshore outsourcing. On the whole, 
this study extends our knowledge through empirical evidence about the 
practice of offshore outsourcing presented by our four case studies from several 
major countries in the global software industry. 
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6.3  Article III. “Plugging into Offshore Outsourcing of Software 
Development: A Multiple Case Study” 

Yalaho, A. (2007). Plugging into Offshore Outsourcing of Software 
Development: A Multiple Case Study. Issues in Information Systems 
Journal, VIII (2),499-515. 

Research objectives 

The objective of this study is to explore the offshore relationship between client 
and service provider through multiple case studies. It presents its findings in 
tune with prior IS literature on offshore outsourcing of systems development. 

Research findings

The key finding of this work is that a company serving as a broker house was 
able to act as a buffer for local clients in the process. The accumulated expertise 
it gains is put to further use in sourcing potential partners from foreign lands 
for local companies with little or no experience in sourcing and dealing with 
foreign partners themselves. The company, in effect, was able to reduce the 
shortcomings that lack of experience or ignorance would have caused a local 
firm attempting the practice for the first time.  The company also ensures that a 
good working relationship is maintained. The role of social relationships in the 
offshore outsourcing is valued more on the Finnish side than the contract. On 
the other hand, the Indian software house is looking for partners that are able to 
pay them handsomely, treasure their expertise and continue to use them in the 
future. To this end, the Indian software house upgrades its skills or knowledge 
base; and at the same time, they do not downplay the need to value good and 
efficient communications and trust, which they believe will generate customer 
satisfaction.

Additionally, the Indian software house brought to the arrangement with 
the Finnish partners technical expertise, which the clients apparently 
appreciated. The reasons for this house’s involvement in offshore outsourcing 
arise from the fact that it has the required skills and expertise in demand in 
Finland. Moreover, the Indian software house was able to secure the contract in 
Finland through its earlier contacts with the Finnish software broker house. The 
management of the Indian firm treasures customer satisfaction and cost savings 
for its client as well as high quality and innovative products. However, the 
organization’s main problems emanate from the differences between the two 
countries. Specifically, the Finnish side notes misunderstandings in 
communication. Notwithstanding, this problem has not affected the system 
development project in any way, as the software broker house is familiar with 
the Indian mode of expression after having made several visits to India. 
Furthermore, since the type of project that they are engaged in is ‘culture-
neutral’, no major problems were seen. Visa procurement for the Indian 
workers was another glitch that the broker house was able to attend to. Efficient 
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communication, enabled by technology, was important in that it facilitated 
smooth relations between the Indian software house and the Finnish client. 

6.4  Article IV. “Risk Management in Offshore Outsourcing of 
Software Production Using the ICT-Supported Unified 
Process Model: A Cross-case Study” 

Yalaho, A. and Nahar, N. 2008. Risk Management in Offshore 
Outsourcing of Software Production Using the ICT-Supported Unified 
Process Model: A Cross-case Study. Journal of Information Technology 
(Submitted). 

Research objectives 

The main focus of this study is to identify a list of risks that affect the success of 
ICT-SUPOO of software production projects, analyze how these risks are 
created, and consider which strategies our case companies adopted to alleviate 
the risks.  Thus the main research questions are the following: what are the key 
risks of ICT-SUPOO for software production how are risks created at each 
phase of the process, and which strategies should be taken into account to 
reduce such risks? We carry out a multiple case study from both the service 
provider’s and client’s sites, where professionals with extensive experience in 
managing offshore outsourcing of software development were interviewed on 
these research questions. 

Research findings 

Research findings indicate that our case companies faced various important 
risks in implementing the ICT-SUPOO model of software production. The 
research findings may guide companies to employ appropriate risk 
management strategies beforehand in order to avoid these risks. This research 
reveals the key risk factors that may hinder the execution of ICT-SUPOO if they 
are not investigated carefully in advance and appropriate strategies are not 
taken to reduce their negative impacts. Some of our research findings support 
some risk factors suggested by previous offshore outsourcing literature, 
whereas some of our risk factors are new findings. 

The factors that are in line with outsourcing/offshoring literature are: a) a 
lack of preparation before going offshore (Lacity and Willcocks, 2001; Cannel 
2005; King, 2005; King, 2006; Meyer, 2006), b) scarce investment for 
complex/critical software development projects (Smith et al., 1996; Overby, 
2003; Tafti, 2005), c) a lack of financial resources (Smith et al. 1996; Qu and 
Brocklehurst, 2003), d) overstated expectation (McClelland, 1995; McClelland 
2003; Londe, 2004; Dubie, 2008), e) the smallness of a company (Apte et al., 
1997; Ang and Teo, 1997a; Rajkumar and Mani 2001), f) risks associated with 
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legal issues (Davis et al., 2006), g) political instability (Nicholson and Sahay, 
2001; Preston 2004; Robbins 2004; Davis et al., 2006; Pai and Basu, 2007),  h) high 
management skills requirements (Gottfredson et al., 2005; Olsen, 2006), i) a lack 
of domain-specific knowledge (Layzell, 2000; Kumar and Palvia, 2002; 
Nicholson and Sahay, 2004),  j) a lack of intense and open communication 
(Yalaho et al.,  2003; Rao, 2004), and k) a lack of control of the offshore service 
provider (Kliem 2004). 

In this study, the new risk factors identified that may hinder the successful 
execution of ICT-supported offshore outsourcing include the following: a) 
deficiency in offshore business understanding on the client side, b) lack of 
rigorous risks analysis, c) currency instability, d) opportunistic service 
providers, e) the risk of losing an earned good reputation, f) differences in the 
interpretation of project specifications, g) punishment schemes for delaying 
projects, h) selection of governing law in the case of conflicts, i) differences in 
project management practices, j) insufficient project management skills on the 
client side, k) insufficient technical knowledge of the client, l) delay in 
payments, m) excessive need for control on the client side, and n) unclear 
strategy for the use of ICT support for communication, coordination, and 
collaboration.

The risks associated with the ICT-SUPOO model for software production 
may not totally be avoided, as some factors (e.g., political instability) are 
outside the control of service provider and clients, but companies need to be 
prepared for them and have effective risk management strategies in place so as 
to enhance the success of the outsourcing project. 

The research findings for this study indicate that several different 
strategies are needed to manage the risks of ICT-SUPOO for software 
production. This study’s comprehensive risk management strategies have been 
described in article IV and make the research results unique. 

This study is relevant to both current and future ICT-supported offshore 
outsourcing, as offshore outsourcing is becoming increasingly important for 
companies. We believe that by focusing on these important key risks, a 
company can reduce them to some extent and increase the possibility of success 
in their offshore outsourcing endeavors. 



60

6.5  Article V. “Key Success Factors for Managing Offshore 
Outsourcing of Software Production Using the ICT-
Supported Unified Process Model: A Cross-Case Study” 

Yalaho, A., Nahar, N. and Heikkila, J. 2008. Key Success Factors for 
Managing Offshore Outsourcing of Software Production Using the ICT-
Supported Unified Process Model: A Cross-case Study. European 
Journal of Information Systems (under revision according to editor 
comments). 

Research objectives 

The objective of this study is to investigate the critical success factors of ICT-
SUPOO. A multiple-case study is carried out from both the client and service 
provider’s sites, where professionals with extensive experience in managing the 
offshore outsourcing of software development are interviewed. Through in-
depth empirical research, we identify a list of critical factors that affect the 
success of such projects. In addition, we also investigate how these factors 
enhance success. Thus, the main research question is the following: What are 
the critical success factors in the context of the ICT-SUPOO model of software 
production, and how do these factors enhance success in the offshore 
outsourcing process for software production? 

Research findings 

Our multiple-case study of the offshore outsourcing of software development, 
using Finnish, Russian, Indian, and Nepalese companies, revealed the critical 
success factors for ICT-SUPOO. No prior scholarly inquiry has investigated the 
critical success factors of ICT-SUPOO in depth or has examined the service 
providers and users simultaneously. In this study, the identification and 
analysis of the critical success factors make the research results novel. 

This research reveals that the ICT-SUPOO was successful due to some 
specific factors.  Some of these research findings support various factors that are 
suggested by the offshore outsourcing literature, while some other factors are 
new findings. The factors identified that agree with the related literature are: a) 
a high availability of skilled IT professionals (Kliem 2004; Yalaho and Nahar 
2007), b) sufficient technical knowledge (Jensen, et al. 2007), c) adequate 
financial resources (Chalos 1995; Ellram 1995), d) a good understanding of user 
cultural dimensions about UI design and product knowledge (Shore and 
Venkatachalam, 1994; Gupta and Raval, 1999; Nicholson and Sahay, 2001), e) 
relationship management (McFarlan and Nolan, 1995; Rajkumar and Mani, 
2001; Granovetter, 1985), f) effective time management (Overby, 2003), g) the 
division of the project into manageable parts (Rottman, 2006; Kornstädt and 
Saue 2007), h) sufficient domain-specific knowledge (Nicholson and Sahay 



61

2004; Scheibe et al., 2006), and i) an analysis of providers' early success/failure 
cases before selection (Gupta and Raval, 1999; Darja, 2006). 

The new factors identified for the success of ICT-supported offshore 
outsourcing include: a) agreed-upon specifications of IS, b) effective global 
coordination and control, c) personal references/contacts, d) the company 
being of a suitable size, e) appropriate ICT tools and their effective usage, and f) 
joint processes. 

This study is relevant to both current and future ICT-SUPOO, as it is 
becoming increasingly important for companies. Our research findings provide 
a detailed picture of which resources are required in ICT-supported offshore 
outsourcing. By using the research results, companies will be able to facilitate 
ICT-supported offshore outsourcing successfully.   



7  CONCLUSIONS, LIMITATIONS AND FURTHER 
STUDY

This chapter provides a summary of the study and explains the findings. 
Section 7.1 offers the theoretical implications of the research. Section 6.2 
discusses the major findings in the context of transaction cost theory, and 
Section 6.3 discusses the practical implications of the research. Limitations of 
the research are noted in Section 6.4. In Section 6.5, directions for future 
research are suggested. 

7.1  Major Contributions of the Study 

This study was carried out with the expectation that it would produce several 
contributions to the field. The rationale for the study is the following: a) The 
very limited amount of research conducted on ICT-SUPOO of software 
production; b) The fact that limited research on offshore outsourcing projects 
exists focusing on some specific activities in the process; c) Several existing 
frameworks noted that guide managers through IT outsourcing deal  with very 
specific areas of IT outsourcing or offshore outsourcing such as outsourcing 
decision, competence analysis, decision factors of IT outsourcing, risk 
management, relationship management and so forth;  d) The lack of empirical 
research on the risk factors of ICT-SUPOO for software production and how 
these factors hinder software production through offshore outsourcing; and e) 
the lack of empirical research on measures that are necessary to reduce risks in 
order to enhance the success of the ICT-SUPOO model of software production.

Through a multi-site cross-case study, the ICT-SUPOO for software 
production has been examined. The analysis has revealed that the ICT-SUPOO 
goes through the following phases: a) strategic competences analysis, b) 
international market research and promotion, c) selection of provider(s), d) 
contract negotiation, e) project implementation and commissioning, and f) 
evaluation and contract termination; these phases constitute the main process of 
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offshore outsourcing. However, the above main phases are executed 
concomitantly with risk management processes. Then the relationship 
management process starts with contract negotiation and continues until the 
project is completed. This study clearly shows that relationship management 
and risk management are not phases within the process, as is suggested in 
earlier studies (see, e.g., Momme, 2001; Yalaho and Wu, 2002; Momme and 
Hvolby, 2002; McIvor, 2000). Instead, relationship management and risk 
management are evolving activities which cannot be taken as a single phase or 
represented as such; rather, they span the other phases of the ICT-SUPOO 
model. This is a unique finding from our research. No prior study notes this. 

Through a cross-case analysis, we have examined and analyzed the key 
risk factors that may hinder the execution of ICT-SUPOO if they are not 
investigated carefully in advance and appropriate strategies are not taken to 
reduce their negative impacts. Research findings indicate that our case 
companies faced various significant risks in using the ICT-SUPOO model of 
software production. A few of these risks appeared to be more commonly 
encountered in ICT-SUPOO and are aligned with offshore outsourcing 
literature (see Article IV). In contrast, the new risk factors that were identified 
in this study and that may hinder the successful execution of ICT-SUPOO 
include the following: a) deficiency in offshore business understanding on the 
client side, b) lack of rigorous risks analysis, c) currency instability, d) 
opportunistic service provider, e) risk of losing earned good reputation, f) 
difference in interpretation of project specifications, g) punishment scheme for 
delaying the project, h) selection of governing law in the case of conflicts, i) 
difference in project management practices, j) insufficient project management 
skills on client side, k) insufficient technical knowledge of client, l) delay in 
payments, m) excessive need of control on client side, and n) unclear strategy 
for the use of ICT support for communication, coordination and collaboration. 

In addition, this research provides the strategies that are necessary to 
alleviate the risks encountered and enhance the success of the ICT-SUPOO for 
software production. 

Through a cross-case analysis, factors have been identified and analyzed 
that contribute to the successful implementation of an ICT-SUPOO for a 
software production project. In this study, many of the common success factors 
of the ICT-SUPOO model of software production are aligned with the offshore 
outsourcing literature (see Article V). However, the new success factors 
identified in this study include the following: a) agreed-upon specifications of 
IS, b) effective global coordination and control, c) personal references/contacts, 
d) the company being of a suitable size, e) appropriate ICT tools and their 
effective usage, and f) joint processes. 
 No prior scholarly inquiry has examined in depth an ICT-SUPOO of 
software production. This study’s broad overview of the development of a new 
and advanced ICT-SUPOO model of software production, identification of the 
success factors as well as the factors that may obstruct success and cause failure, 
and analysis of actions necessary to enhance the model’s success make the 
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research results unique. It should also be noted that the offshore outsourcing 
model presented here deals with many different type of ICTs and is not limited 
to the few and more commonly known ICTs such  as email, chat, newsgroup, 
web and database. Hence, in its depth and scope, this study provides a greater 
richness of understanding in this area and contributes to the existing body of 
knowledge in the field of outsourcing and offshore outsourcing.  

7.2  Major Findings in the Context of the Background Theory

Here are the new findings associated with ICT-SUPOO in the context of the 
transaction cost theory. a) There is a distinctive set of activities (or an 
idiosyncratic approach) that service providers carried out to reach their 
potential customers, along with reducing search and marketing cost (see, Phase 
2 in article II, service provider perspective). b) Offshore service providers also 
strategically target specific countries in which they would like to sell their 
services in order to keep the cost advantage (that is, to be  cheaper than the 
client’s country competitors) (see as above, service provider perspective). c) 
Both clients have previous experience and have worked for several years in the 
country of their respective selected provider. Therefore, they knew very well 
the selected-country’s business practices in general, as well as most outsourcing 
players in particular (see as above, client perspective). d) Service providers are 
selective regarding which contracts they wish to enter into. This indicates that 
service providers are very experienced and have a high degree of knowledge, 
which enables them to make the right choice when engaging in a contract (see 
as above, service provider perspective). e) Contracts are based on “social 
relations”. FinSoftAlfa and its partner IndiaSoftNet in particular considered the 
contract as a tool that provides minimum safeguards, but for long-term healthy 
and sustainable business relationships, one needs to build a kind of trust that 
does not derive from a contract but resides in social relations instead (see, as 
above, client perspective). 

Often clients and service providers complain of opportunism, rising 
transaction costs of all sort, and inability to influence the terms of the 
relationship. However, many of these problems experienced by firms are 
preventable, as they may cause by poor management decision making. 
Moreover, offshore outsourcing involves multiple processes which must be 
handled simultaneously in order to reduce transaction costs and the risks of 
failure. Through our empirical data, we reveal how transaction costs are 
minimized at: (1) strategic competences analysis, (2) international market 
research and promotion, (3) selection of service providers, (4) contract 
negotiation, (5) project implementation and commissioning, and (6) evaluation 
and contract termination. The use of an ICT-SUPOO model as a tool to narrow, 
if not, reduces the unexpected transaction costs and control problems. In 
addition, we have demonstrated how contractual trust and strong social 
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relationship create another type of governance as opposed to the governance 
described by Williamson (1979). 

7.3  Implications for Practice 

This study offers an approach to effectively executing an ICT-supported unified 
process of offshore outsourcing. This study is relevant to current, as well as 
future, ICTand to the technology-driven global business environment. Globally 
distributed software development is a very challenging business. In order to 
overcome some of these difficulties, companies are trying to utilize ICT to 
mitigate the risks that they face in their offshore outsourcing of the software 
development effort. ICT-based training tools, which leverage multimedia, could 
be very useful (for example) in training employees. 

This study presents ICT-SUPOO project management by identifying and 
analyzing the main phases of the process. Practitioners can benefit from the 
detailed activities of what actually happens in the ICT-SUPOO. The study also 
facilitates better understanding, and dissolves the complexity of offshore 
software development. Offshore outsourcing or global sourcing is an 
increasingly popular business strategy, but it is difficult to execute successfully 
due to the intricate activities involved and the lack of a detailed process model. 
Therefore, the ICT-SUPOO model will be of great use for practitioners. 

In addition, this study identified and analyzed a number of new 1) risk 
factors (guiding companies to take appropriate risk management strategies 
beforehand in order to avoid these risks) and 2) success factors that provide a 
detailed picture of which resources are required in ICT-SUPOO. 

7.4  Limitations of the Study 

This study has some limitations. 
There has been a significant lack of academic research on the ICT-SUPOO 

model of software production. Therefore, the review of the literature and 
background information had to be compiled from a variety of sources, such as 
IT, ICT, transaction cost theory, IT outsourcing, the offshore outsourcing of 
software production, and distributed software development. The research 
method and questionnaire guide had to be developed; it was tested and 
reviewed by supervisors and several senior researchers. These activities took a 
substantial amount of time and in turn had an effect on the amount of time 
spent on empirical research, which is thereby limited in terms of the number of 
cases.

The author encountered some obstacles at the beginning of the data 
collection that slowed down the process. Outsourcing and offshore outsourcing 
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are a very politically sensitive and strategic topic for many companies.  Some 
chief executive officers (CEOs) are not willing to disclose their views and 
strategies with regard to this matter. In addition, this problem is exacerbated by 
the fact that the author is not a native of Finland; this made contact with case 
companies difficult. However, through the support and contact of the research 
supervisors, the author was able to get access to four case companies in total. 
The number of organizations represents clients and providers equally. 

Despite the fact that we attempted to improve the generalizability of the 
results by drawing inferences from multiple case studies, it would be difficult 
to draw conclusions from only four case companies. In contrast, an in-depth 
analysis of each case study conforms with the interpretive research, which does 
not necessarily seek generalizations from the case setting to the population as a 
whole. Rather, as a substitute, interpretive research provides a profound 
understanding of the phenomenon, which can then inform other settings 
(Orlikowski and Baroudi, 1991). Furthermore, a multiple-case study was 
conducted to examine the ICT-SUPOO. According to Tellis (1997, p.6), 
“multiple cases strengthen the results by replicating the pattern-matching, thus 
increasing confidence in the robustness of the theory”. We have investigated 
client companies that are Finnish software companies. Hence, the research 
results from the client perspective are based on the examination of companies 
within one country. Consequently, the research results may perhaps be a bit 
different in another context. For example, a French software company that has a 
different business culture and no previous knowledge or experience in offshore 
outsourcing might produce slightly different results. Due to the above 
limitations of this research, generalizations based on this study should be 
approached with caution. 

7.5  Future Research Directions 

The model developed in this study can be used as a basis for further research if 
more companies involved in offshore outsourcing are investigated.  In the 
process of examining additional companies, we could further validate the 
model and learn from possible problems encountered. Toward this end, we are 
planning to interview some IT outsourcing companies in Germany, Romania, 
Czech Republic, France and Ukraine. 

Another possible step for this research would be to investigate which 
categories of knowledge are transferred from offshore service clients to service 
providers and vice versa. How can knowledge be effectively transferred in an 
ICT-supported, unified process of offshore outsourcing of software production? 
It is also necessary to investigate whether the use of the ICT-SUPOO model 
enables the management of a culture-free offshore outsourcing relationship. 
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APPENDIX 1  Interview questionnaire guide  
Name of the interviewee: 
Positions and contact details:

General Background of the outsourcing consumer 
• Name of the company:
• Website:
• Contact information: 
• The year of establishment 
• How many people has your company employed? 
• Area of expertise 
• Software technological level 

Business model: 
• What is your business model? Are you providing tailored services 

(providing customer specific solutions), 
• Developing components for mass markets (B2C)/ a few specific customers 

(B2B)/ other (pls. specify), 
• Developing, products for mass makets (B2B)/ a few specific customers 

(B2B)/ other (pls. specify), or 
• Integrating components into larger system products that are sold as 

complete packages and that solve relatively large set of problems of a 
customer holistically? 

• If you are developing software products or system products (including 
hardware), which methods do you use for software product concept 
creation (i.e., discovering, assessing, justifying, and prioritizing product 
ideas and foaming product concepts about these ideas)? 

• If you are developing software products, what is the software development 
process you are using? 

• How do you use information systems to support product concept creation, 
systems design, coding, testing, and maintenance? 

• What are the marketing and business strategy (product line development, 
product line management, others) focus areas during the software product 
development process? 

How do you commercialize your software products? 
Who are your competitors? What are their strengths and 
weaknesses in comparison to you? 
How do you compete (e.g., rapid entry to new markets that 
you competitors do not address properly, providing higher 
quality products, providing attractive pricing, buying your 
competitors and/or their products)? 
What is your revenue model, that is, how do you make 
money?
How do you split revenues with your distribution 
channels?
Is the business model moving/shifting? How? 
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A. General background regarding the outsourcing service consumer and its 
outsourcing experience 
1. Industry in which main activities are concentrated?
2. Have your company done international outsourcing project? Where? When? 

How many projects have you done? 
3. What are your major software technologies? 
B. Examining outsourcing issues 
1. What software did you outsource and what were their characteristics? 
2. Did you outsource software development or conversion (for example legacy 

transformation to Web-based)? 
3. Why did you choose outsourcing over in-sourcing? 
4. How did you evaluate for the suitability to outsource? 
5. Why did you choose international outsourcing over domestic outsourcing? 

In other words, why have you outsourced to foreign countries instead of 
inside the country to some other companies? 

C. General background regarding the outsourcing service provider and the 
country where the IOSP is located 
1. Background information of the outsourcing service provider 

• Name of the company and contact information 
• Year of the establishment 
• Location of the company 
• Software technological level 
• Software products and services produced by the company 
2. Background information of the country where the IOSP is located 
• How is the software engineering education level of the country? 
• How is the availability of the software professionals? 
• How is the English proficiency of the software professionals? 
• How is the telecommunications infrastructure? 

D. Offshore outsourcing process 
1. What were the phases in the international software outsourcing process? 
Please indicate them in a chronological order. 
D1. Offshore market research for software production through outsourcing 
1. Why was the international market research phase important? 
2. Which factors listed below played an important role in selecting the country 
for software production? 

• Availability of the software professionals and companies 
• Low salary 
• Other low production expenses 
• Relatively developed telecommunications infrastructure 
• Nearby geographical distance 
• Cultural factors, and 
• Others

3. How did you use IT and other traditional tools in selecting the appropriate 
country?

• Country specific databases 
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• Industry specific databases 
• Professional databases 
• DVD/VCD with market data 
• Agent technology 
• Internet directories 
• Online research sites 
• Search engines 
• E-mail
• Internet telephony 
• Video conferencing, and  
• Others

4. Which benefits did you get? 
5. Which problem did you encounter? 
6. How did you overcome these problems? 
7. Why did not/did you select a country nearby Finland? 
D2.Offshore promotion of software production through outsourcing 
1. Why was the international promotion of software production through 
outsourcing phase important? 
2. Which tasks were performed in international promotion phase and in which 
order?
3. How did you use IT and other traditional tools in international promotion? 
4. Which benefits did you get? 
5. Which problems did you encounter? 
6. How did you overcome these problems? 
D3. Selection of the outsourcing service provider 
1. Why was the selection of the outsourcing service provider phase important? 
2. Which factors listed below played an important role in selecting the company 
for software production? 

• Software technological level 
• Standard methodology 
• Size of the company 
• Successful experience in dealing with Western companies 
• Stable relationship with domestic programming companies 
• Connections, positions with key industry organizations 
• Location of key office 
• Relationship and strategic alliances 
• Industry knowledge 
• Financial resources, and 
• Others

3.What was the area of expertise of the IOSP? 
• Networks and telecommunications 
• Mobile station software 
• Computer telephony 

4. Did you examine the quality of the process used to develop software? 
If you did, how did you check their: 
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• Development process 
• Development tools 
• Testing methods 
• Testing tools 
• Previous performance of on-time-delivery. 

5. Did you check your potential outsourcing providers’ client list? 
6. How did you use IT and other traditional tools in selecting the appropriate 
outsourcing service provider? 
7. Which benefits did you get? 
8. Which problems did you encounter? 
9. How did you overcome these problems? 
D4. Negotiation and contract 
1. Why is negotiation and contract phase important? 
2. Which of the following issues were negotiated? 

• Software product and/or service requirements 
• Components of the software technology package that should be 

transferred
• Delivery time to the completed product 
• Cost of the contract to be calculated on the basis of the fixed price or on 

hourly basis 
• Payment mechanism, and 
• Non disclosure agreement 

3. Which of the following areas were in contract? 
• Scope of the responsibilities and services 
• Third-party services 
• Project managers 
• Project development standards and acceptance 
• Project timetables and milestones 
• Progress reports and meetings 
• Problem resolution and escalation of differences 
• Acquisition of systems and facilities 
• Final acceptance testing 
• Documentation
• Training
• Fees
• Company’s proprietary rights 

4. How did you use IT and other traditional tools in this phase? 
5. Which benefits did you get? 
6. Which problems did you encounter? 
7. How did you overcome these problems? 
8. Which traditional methods were used in this phase and why? 
D5. Implementation and management of the outsourcing project 
1. How do you proceed to set up your international outsourcing project? 
2. How the outsourcing project was planned? 
3. In which areas did you provide training?
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4. How did you use IT for training?
5. Which traditional methods did you use?
6. Was the training provided at your premise or the outsourcing service 
provider's premise? 
7. How did you provide support for technical activities? 
8. Did the outsourcing service provider report to you about the progress on a 
regular basis? How did he report? 
9. How did you review the milestones? 
10. How the quality assurance was performed? 
11. How was the produced software tested?
12. How many different types of tests did you conduct? 
13. How did you monitor and measure quality? 
14. How or which technology did you use in managing your project? 
15. How did you measure the results? 
16. Which are the common negative consequences of international outsourcing 
and which measures were taken to avoid these negative consequences? 
D6. Managing the relationship 
1. Which kinds of strategies were used in this phase and why? 
2. Which problems did you encounter? 
3. How did you overcome these problems? 
D7. Handling of financial issues 
1. Did you make part of the payment at the inception stage of the project and 
rests at the completion stage, or
2. Did you adopt a customized payment mechanism?
3. What problems were encountered in this phase? How were they solved? 
D8. Delivery of the products and documentation 
1. How the ready software products along with the documentation were 
delivered?
D9. Evaluation 
1. How successful was the project? 
2. Did you meet your targets in the following rests? 

• Quality
• Cost
• Delivery time 

3. What were the reasons for not meeting some of the targets? 
4. Which methods were used in this phase and why? 

a. After completion of the outsourcing project, did you start with a 
new order? 

D10. Transfer of knowledge 
1. What type of knowledge did you transfer? 
2. How knowledge was transferred?  
3. What type of difficulties did you encounter in transferring knowledge?  
4. What type of knowledge did you received? 
5. Did you use IT to support your knowledge transfer? 

a. If yes what type of IT tools did you used? 
b. If no why
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D11. Risk factors of IT-supported international outsourcing of software
production
1. What are the risk factors of IT-supported international outsourcing of 

software production? 
2. What strategy did you use to avoid those risks? 
3. What type of risk factors did encounter in your International outsourcing 

project?
D12. Success factors 
1. How successful was the outsourcing projects and which factors contributed 

to the success and how? 
2. What are in your opinion (on the basis of your firm's experiences of several 

outsourcing projects) the majors’ factors that can contribute to the success of 
outsourcing?

3. Which measures can be taken in order to enhance the success of IT-
supported international outsourcing of software production?



APPENDIX 2  A Snapshot view of Code tree in NVivo7 
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YHTEENVETO 

Länsimaiset ohjelmistointensiiviset huipputeknologia-alan yritykset siirtävät 
ohjelmistojen ja oheispalvelujen tuotantoaan yhä kasvavassa määrin kehitys-
maihin. Nopeasta kasvusta huolimatta tällaisen ulkomaille etäulkoistamisen 
erilaiset riskit on syytä tutkia, jotta yritykset voisivat hyödyntää kyseisen liike-
toimintamallin mahdollisuuksia.   Etäulkoistamisesta ja sen johtamisesta on teh-
ty yleisesti lukuisia tutkimuksia. Suurin osa olemassa olevasta alan kirjallisuu-
desta käsittelee tietotekniikan etäulkoistamista asiakkaan, ulkoistavan yrityksen 
näkökulmasta. Tietohallintojohdon tarpeisiin on luotu useita viitekehyksiä IT-
järjestelmien etäulkoistamisen toteuttamiseksi käytännössä. Viitekehykset kat-
tavat osa-alueita kuten  IT-järjestelmien etäulkoistamisen päätöksentekomallin, 
riski-hyöty-analyysin, kuluanalyysin, kompetenssianalyysin, etäulkoistamis-
projektin luottamuksenhallinnan, suhdetoimintamenettelyt, hankintastrategian, 
etäulkoistamisen riskien hallinnan jne. Yksikään näistä viitekehyksistä ei kui-
tenkaan  ohjeista kokonaisvaltaisesti ohjelmistotuotannon ulkomaille etäulkois-
tamisen johtamista. 

Etäulkoistamista tukevista tietojärjestelmistä, riskin mittaamisesta ja on-
nistumisen menestystekijöistä ei ole juurikaan tehty empiiristä tutkimusta. Näin 
ollen tämän tutkimuksen päätavoite on kehittää ohjelmistotuotannon etäulkois-
tamiseen soveltuva ICT-SUPOO -malli (ICT-supported unified process of off-
shore outsourcing), joka yhdistää ulkomaille suuntautuvan etäulkoistamisen 
prosessit etäulkoistamisprosessit, riskienhallintaprosessit ja suhdetoimintahal-
linnan prosessit.  

Tutkimuksen tutkimuskysymys on: kuinka tieto- ja viestintäteknologiat 
avustavat ohjelmistoyrityksiä ulkomaille etäulkoistamisprosessissa? Tutkimuk-
sen alakysymykset ovat seuraavanlaisia:

1. a) Mitä vaiheita ICT-SUPOO malliiin kuuluu? b) Miten mallin vaiheitten 
onnistumista mitataan ja johdetaan ulkomaille etäulkoistamisen aikana? ja 
c) Millä tieto- ja viestintäteknologian välineillä tuetaan parhaiten etäul-
koistamisprosessia kokonaisuudessaan ja sen jokaista vaihetta erikseen? 

2. Kuinka ulkoistajan ja palveluntuottajan välisiä etäulkoistamissuhteita 
luodaan, harjoitetaan ja johdetaan kansainvälisessä ohjelmistokehitykses-
sä?

3. Miten ICT-SUPOO -mallin riskit hallitaan? 

4. Mitkä ovat ICT-SUPOO -mallin menestystekijät? 

Tutkimus koostuu kolmesta osasta: a) kirjallisuuskatsauksesta, joka kattaa etä-
ulkoistamisen, tietotekniikan etäulkoistamisen, ulkomaille etäulkoistamisen se-
kä teemaan läheisesti liittyvän globaalin ohjelmistokehityksen, hajautetun oh-
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jelmistokehityksen sekä tieto- ja viestintäteknologian aiemman tutkimuksen; b) 
vaihdantakustannusteorian soveltamisen  ulkomaille etäulkoistamisen ana-
lysointiin c) tapaustutkimusta neljästä huipputeknologian yrityksestä. Tulkitse-
valla tutkimusotteella tehdyt tapaustutkimukset on tehty tarkastelemalla tut-
kimuskysymyksiä sekä palveluntarjoajan että asiakkaan näkökulmista  

Artikkelissa I analysoidaan ICT-SUPOO -mallin tärkeimmät prosessit ja 
niiden toiminnot, suorituskyvyn mittoja ja toimitusta kirjallisuuskatsauksen pe-
rusteella.

Artikkelissa II ICT-SUPOO-malli validoidaan monimenetelmällistä, vertai-
leva tapaustutkimusta käyttäen sekä  palveluntuottajan että asiakkaan näkö-
kulmasta. Haastatteltavina on ohjelmistotuotannon ulkomaille etäulkoistamis-
prosessien johtamisessa vankan asiantuntemuksen hankkineita ammattilaisia.   

Artikkeleiden I ja II perusteella, ICT-SUPOO koostuu seuraavista vaiheis-
ta: a) strategisten kompetenssien analyysi, b) kansainvälisten markkinoiden 
kartoitus, c) palveluntarjoajien valinta, d) sopimusneuvottelut, e) projektin toi-
meksianto ja toteutus f) ja arviointi sekä sopimuksen lopettaminen.  Edellä ole-
vat vaiheet  toteutetaan samanaikaisesti riskienhallintaprosessien kanssa Vai-
heiden a-c jälkeen käynnistyy suhdetoiminta sopimusneuvottelulla. Suhdetoi-
minta jatkuu projektin päättymiseen saakka. Tutkimuksessa käy selvästi ilmi, 
etteivät suhdetoiminta ja riskienhallinta ole prosessin sisäisiä vaiheita kuten ai-
kaisemmissa tutkimuksissa on osoitettu (katso, esim. Momme, 2001; Yalaho & 
Wu, 2002; Momme & Hvolby, 2002; McIvor, 2000). Suhdetoiminta ja riskienhal-
linta ovat kehittyviä toimintoja, joita ei voi esittää erillisinä vaiheina ja jotka  ta-
pahtuvat ICT-SUPOO -mallin muiden vaiheiden yhteydessä. Tämä on tutki-
muksemme tuottama löydös, joka ei ole tullut esiin aiemmissa tutkimuksissa.
 Vaihdantakustannusteorian (”Transaction Cost- theory” -teorian avulla 
havaittiin seuraavaa:  

a) Palvelun tarjoajat käyttävät erityisiä toimenpiteitä   tavoittaakseen 
potentiaaliset asiakkaansa, esim.hakupalvelujen kautta, jolloin etsin-
tä- ja markkinointikustannuksetvähenevät (Artikkeli II, Phase 2, pal-
velun tarjoajan näkökulma).

b)  Ulkomaiset palveluntarjoajat keskittyvät tiettyihin strategisiin mai-
hin, joihin heillä on kustannusetu (halvempi kuin maassa toimivilla 
kilpailijoilla).  

c) Molemmilla tutkituilla ulkoistajilla on aikaisempaa kokemusta etä-
ulkoistamisesta ja ne ovat toimineet useita vuosia etäulkoistuspalve-
lun tarjoajan kotimaassa. Siten he tuntevat liiketoimintakäytänteet ja 
useimmat alan toimijat.  

d) Palveluntarjoajat valikoivat tarkkaan mihin palveluihin sitoutuvat. 
Palveluntarjoajan tietämys ja ulkoistamisesta karttunut kokemus aut-
taa oikeanlaisen valinnan tekemiseen sopimustilanteessa. 

e) Sopimukset vahvistetaan sosiaalisilla suhteilla. FinSoftAlfa ja sen 
partneri, IndiaSoftNet erityisesti ymmärsivät sopimuksen työkaluna, 
joka tarjoaa minimiehdot ja -turvan, mutta pitkäaikainen, terve ja 
kestävä yhteistyösuhde, edellyttää sosiaalisin suhtein vahvistettua 
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luottamussuhdetta. Asiakkaat ja palvelun tarjoajat valittavat usein 
opportunismista, vaihdantakustannusten kasvusta sekä kyvyttö-
myydestä vaikuttaa yhteistyösuhteeseen. Kuitenkin uskon monien 
näistä yritysten kokemista ongelmista olevan lievennettävissä.  

Artikkeli III käsittelee etäulkoistettuja yhteistyösuhteita asiakkaan ja palvelun 
tarjoajan välillä useiden tapaustutkimusten kautta. Tulokset on esitetty ulko-
maisten etäulkoistettujen järjestelmien kehittämistä käsittelevän aikaisemman 
IS -kirjallisuuden tapaan. 

Artikkelissa IV tutkitaan ja analysoidaan usemman tapauksen poikittais-
analyysin’perusteella riskitekijöitä, jotka saattavat vaikuttaa ICT-SUPOO:n toi-
mintaan, mikäli niihin ei ole varauduttu huolellisesti etukäteen ja mikäli sopivia 
vastatoimenpiteitä ei ole mietitty näiden negatiivisten vaikutusten minimoimi-
seksi. Tutkimuksen yritykset kohtasivat merkittäviä riskejä käyttäessään ICT-
SUPOO mallia ohjelmistotuotannossa. Muutamat ICT-SUPOO mallin riskeistä 
ovat yhteneviä aiempien tutkimusten kanssa, mutta uusia riskitekijöitä ovat, 
mm.: a) ulkoistetun liiketoiminnan ymmärryksen puute asiakkaan puolelta, b) 
täsmällisen riskianalyysin puute, c) valuuttakurssiriski, d) palveluntarjoajan 
opportunismi, e) maineen menetyksen riski, f) erilaiset tulkinnat projektin tar-
kasta määrittelystä, g) projektin pitkittämisen (epäonnistuneet) sanktiot, h) pai-
kallisen lain tulkinta konfliktitilanteessa, i) erilaiset projektinhallintakäytännöt, 
j) asiakkaan riittämättömät projektinhallintataidot k) asiakkaan riittämätön tek-
ninen ymmärrys, l) maksujen viivästyminen, m) asiakkaan liiallinen puuttumi-
nen yksityiskohtiin ja n) epäselvä strategia IT-tuen hyödyntämiseksi kommuni-
kaatiossa, koordinoinnissa ja yhteistyössä. Tämän lisäksi tämä tutkimus tuo 
esiin strategioita, jotka ovat tarpeellisia vastaantulevien riskien lieventämiseksi 
ja ICT-SUPOO mallin onnistumiseksi ohjelmistotuotannossa.

ICT-SUPOO -mallin tunnistamia riskejä ohjelmistotuotannossa ei voi kui-
tenkaan kokonaan välttää, sillä jotkut tekijät (kuten poliittinen epävakaus) eivät 
ole asiakkaan ja palvelun tarjoajan vaikutettavissa. Yritysten tulee olla valmis-
tautunut niiden varalta tehokkailla riskienhallintastrategioilla

Artikkelissa V ICT-SUPOO -mallin mukaisen ohjelmistoprojektin menes-
tystekijät tunnistetaan ja analysoidaan vertailevan tapaustutkimuksen avulla. 
Tässä tutkimuksessa monet ICT-SUPOO -mallin mukaiset ohjelmistotuotannon 
menestystekijät ovat samoilla linjoilla ulkomaille etäulkoistus kirjallisuuden 
kanssa (ks. Artikkeli V). Kuitenkin uusia onnistumistekijöitä tunnistettiin tässä 
tutkimuksessa seuraavasti: a) IS:n tarkan määrittelyn mukaan sovitut käytän-
teet, b) prosessin tehokas globaali koordinointi ja hallinta, c) henkilökohtaiset 
suhteet/kontaktit, d) yrityksen sopiva koko, e) soveltuvat ICT-työkalut ja nii-
den tehokas käyttö, ja f) yhdistetyt prosessit 

ICT-SUPOO -malli esittelee holistisen hallintaprosessin ulkomaille etäul-
koistamisen johtamiseen.  Tämä tutkimus myös tunnistaa tekijöitä, jotka johta-
vat onnistumiseen ja toisaalta tekijöitä, jotka aiheuttavat riskejä/esteitä IT-
tuetun yhtenäistetyn prosessin etäulkoistamiselle. Molemmat tekijät voivat aut-
taa sekä asiakkaita että palveluntarjoajia, jotka pyrkivät etäulkoistamaan toi-
mintaansa.
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On myös huomattava, että ulkomaille etäulkoistamisen malli tässä tutki-
muksessa käsittelee monia erityyppisiä informaatio- ja kommunikaatioteknolo-
gioita, eikä rajoitu pelkästään suosituimpiin teknologioihin kuten emailiin, 
chattiin, uutisryhmiin, web-teknologioihin ja tietokantoihin. Siten tämä tutki-
mus tarjoaa alan rikkaamman ymmärryksen ja lisää näkökulman ulkoistamisen 
ja ulkomaille etäulkoistamisen tieteenalan tietämykseen.  

Avainsanat: ulkoistaminen, ulkomaille etäulkoistaminen, ulkomainen järjes-
telmäkehitys, yhtenäistetty järjestelmäkehitys, yhteistyösuhteiden hallinta, ris-
kien hallinta, menestystekijät, informaatio- ja kommunikaatioteknologia, IT-
tuki, vaihdantakustannusteoria 
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