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Chapterll

Making Sense
of the Sourcing
and Shoring Maze:

Various Outsourcing and
Offshoring Alternatives

Subrata Chakrabarty
Texas A&M University, USA

Abstract

Many terminologies have grown out of the outsourcing and offshoring bandwagon.
While the corporate world continues to experience these phenonena, the acadenic
world continues to research the saine. An attempt has been inade to give an overview
of the various outsourcing and offshoring alternatives. We first discuss the basic
sourcing strategies (insourcing and outsourcing) and the shoring strategies (onshoring
and offshoring). We then inove deep and wide into the maze and unravel the multiple
alternatives that businesses exercise in order to get the best deal for their information
system (1S) needs. Approximately 50 terininologies that are related to this growing
maze have been discussed. The literature was scanned for various sourcing alternatives
and teriminologies. The purpose of this chapter is to compile and elucidate the various
Jfacets of domestic and global sourcing of IS needs. The reader will gain holistic
perspective of a phenomenon that is continuously changing the way business is carried
out globally.
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Introduction

“Outsourcing” and “offshoring” are two of the media-friendly terms being bandied about
in recent times. However, there are many other aspects to the phenomenon. These
terminologies are often confused and misunderstood.

The notion that jobs move out of some economically rich countries due tfsourcing”
may not be terminologically correct. For example, inohshore-outsourcing” (or “domes-
tic-outsourcing’) the jobs have simply been outsourced to a vendor in the same country.
The terminologically correct notion is that jobs move out from one country to another
country due to “offshoring.”

Similarlywhen programmers think that 8ffshoring” of software development implies that
their code will be written by people of a different company, they may not be terminologi-
cally correct. In “offshore-insourcing” (or “global-insourcing”), the task is still per-
formed by the same company, though in a different land.

Inbrief, work 1s Outsourcedto vendors’ and “offshored to another country” Outsourc-
ing of work 1s across organizational borders, while offshoring of work 1s across
geographical borders.

A large number of terminologies are already being used, and as the business world
explores and experiences new information system (IS) sourcing alternatives, newer
terminologies will be coined, and existing terminologies may be subjected to multiple
interpretations. This chapter will attempt to elucidate many the existing terminologies.
We broadly define aclient as anyone 1n need of services. For the purposes of maintaining
clarity, the terms “client”, “customer” and “buyer” have been treated synonymously to
imply a firm (or even an individual) that is seeking services, from either internal service
providers (like the client’s own internal department, or a subsidiary) or from external
service providers (a vendor/supplier ). The clientowns any “client-entity” such as the
client’s internal [S department or a subsidiary. In the same vein, the terms “vendor,”
“supplier,” “third party”, and external “consultant” have been treated synonymously

to 1mply an “ external service provider” or a non-client entity whose business is to
provide services to the client.

In this chapter, the term “nformation system” (IS) has been assumed to broadly refer to
not just information technology (IT), but also various types of information systems
whose functioning has been influenced by use of IT (e.g., financial, accounting, health
care, educational, human resource, customer service, logistics, management and other
information systems). This has been done as the concepts in this chapter can be applied
to a wide variety of industries and services that gather, process, store, transmit, display,
disseminate, and act on information. For example, the tern?.S department when under-
stood 1n the context of this chapter, can be considered asany department that engages
incollecting, processing, editing, storing, transmitting and supplying data or information
relating to a certain area of application.
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The Basic “Sourcing” Strategies

Insourcing and outsourcing are the two basic sourcing strategies. Simplistically, it 1s the
choice between either “walking the path alone” or “building on acquaintances along
the way” such that a firm’s business interests are best served.

Insourcing

J The service provider is a client entity

Often organizations have their own IS departments or IS subsidiaries from where they
insource their IS needs. The responsibility and delegation of tasks involved the firm’s
[S needs are handled internally {2-house). Hence, when the service provider to the client
1s a client-entity such as a subsidiary or the internal IS departinent , it is known as
Insourcing.

Insourcing has also been interpreted as being part ofiaulti-sourcing continuuin having
two possible insourcing strategies: (a) the “OK as is” strategy where the status quo of
insourcing IS activities is considered the best sourcing strategy, and (b) the “fix and
keep in-house” strategy where insourcing is again considered the best strategy but the
internal IS department needs to adopt better practices to become more efficient and
effective (Wibbelsman & Maiero, 1994, as cited in Dibbern, Goles, Hirschheim &
Jayatilaka, 2004, p. 11).

Outsourcing

s The service provider is a non-client entity

Due to various factors, organizations (clients) often need t@utsource work to external
entities. Hence, when the service provider is a non-client entity, such as a vendor/
supplier it is known asoutsourcing. Outsourcing has been defined in many interesting
ways in the literature, which are quoted below, further aid our understanding:

Outsourcing means selectively turning over to a vendor some or all of the IS functions,
ranging from simple data entry to software development and maintenance, data centre
operations and full system integration. (Apte, Sobol, Hanaoka, Shimada, Saarinen,
Salmela & Vepsalainen, 1997, p. 289)

Outsourcing is the contracting of various information systemns’ sub-functions by user
Jirins to outside information systems vendors.(Chaudhury, Nam & Rao, 1995, p. 131)
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...we define broadly outsourcing of IS functions as: the organizational decision to turn
over part or all of an organization’s IS functions to external service provider(s) in order
foran organization to be able to achieve its goallCheon, Grover & Teng, 1995, p. 209)

Information systems (IS) outsourcing is an increasingly comimon business practice in
which a company contracts all or part of its information systems operations to one or
more outside information service suppliers.(Hu, Saunders & Gebelt, 1997, p. 288)

The terin ‘outsourcing’, although not specific to IS in that it reflects the use of external
agents to perforin one or inore organizational activities (e.g., purchasing of a good or
service), is now in vogue in the IS domain and applies to everything from use of contract
programmners to third party facilities management{Lacity & Hirschheim, 1993b, p. 2)

IS outsourcing refers to the third party management of 1S assets, people, and or
activities required to meet pre-specified perforinance levels. (Lacity & Hirschheim,
1995,p. 4)

We define IT outsourcing as the significant contribution by external vendors in the
physical and/or human resources associated with the entire or specific components of
the IT infrastructure in the user organization{L.oh & Venkatraman, 1992, p. 9)

IT outsourcing ... a decision taken by an organization to contract-out or sell the
organizations IT assets, people, and/or activities to a third party vendor, who in return
provides the services for a certain time period and monetary fee. (Willcocks & Kemn,
1998,p. 2)

Table 1. Categorization of sourcing alternatives based on “Percentages of [S Budget
asa Differentiator Between Total and Selective Sourcing DecisionyZacity & Hirschheim,
1995, pp. 4, 223-224; see also Dibbern et al., 2004, p. 10)

# | Tenninelegy Definitien as queted in literature (Lacity and Hirschheim, 1995,
p- 4, pp. 223-224; see also Dibbern et al., 2004, p. 10)

1.| Tetal Outseurcing “... to refer to those organizations that decided to outsource at least
80% of their IS budgets to third party providers.™

2.| Tetal Inseurcing “...refers to those organizations that formally evaluated outsourcing

but selected their internal IS departments’ bid over external vendor
bids, thus keeping over 88% of the IS budget provided by the
intemal IS department.”

3.| Selective Seurcing “...refers to organizations that opted to use third party vendors for
certain IS functions which represents between 20 and 68% of the IS
budget (typically around 48%) while still retaining a substantial
intemal IS department.”
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Table 2. Categorization of sourcing alternatives based on “How Should We Source”
Instead of “Should We Outsource” (Wibbelsinan & Maiero, 1994, as cited in Dibbern
etal, 2004, p. 11)

Tenninelegy

Definitien as queted in literature (Wibbelsman & Maiero,
1994, as cited in Dibbern et al, 2004, p. 11)

multi-seurcing (centinuum)

“The multiple sourcing of IS services. More specifically, they
see multi-sourcing as a continuum. The end points of their

9

continuum span from ‘@K as is’ to ‘divest completely’.

Various strategies of the nudti-sourcing continuum de scribed
in the literature are:

Main Strate gy Sub-Strate gy

“@K asis”
“fix and keep in-house™

msourcing

“rehabilitation and retun”
“‘transition assistance’
“capability development”

co-sourcing

outsourcing “option to reverse”

“divest completely”

(madlti-sourcing c ontinuunt:)
inseurcing ->“OK as is”
strategy

“The ‘@K as 18’ pomt on the continuum relates to the belief
that the status quo is the best sourcing strategy; IS activities
are msourced.”

(nudlti-sourcing continuum.:)
inseurcing -> “fix and keep in-
heuse” strategy

“This strategy believes that msourcing is the best strategy but
the mternal IS department needs to adopt better practices to
become more efficient and effective.”

(nuelti-sourcing continuum:)
ce-seurcing -> “rehabilitatien

and return” strategy

“...the IS organization is reformed through the assistance of a
third party and then kept in-house.”

(nudlti-sourcing c ontinuumt:)
ce-seurcing > “transitien
assistance” strategy

“...a third party takes on certain IS activities while the mternal
IS group transitions itself to a new set of shills.”

(nudlti-sourcing continuum.:)
ce-seurcing -> “capability
develepment” arrangement

“...a third party takes on either permanently or temporarily IS
activities while the IS organization develops new capabilities.
This option allows the IS organization to focus on certain core
capabilities.”

(nadlti-sourcing continuum:)
eutseurcing > “eptien te
reverse” strategy

“...hereby IS is outsourced to a third party but there is a
specific plan which would allow the function to retum in-
house without undue hardship at a later time if the
management of the company deems this deswrable.”

(nuelti-sourcing continuuni:)
eutseurcing > “divest
cemple tely” strategy

“...the IS function is outsourced permanently. In such cases,
IS is perceived to be a non-core business function best handled
by an outsourcer.”

Outsourcing has also been interpreted as being part of a  multi-sourcing continuuin
having two possible outsourcing strategies: (a) the “option to reverse” strategy where
IS functions are outsourced to a vendor but there is a planned roadmap which would allow
the functions to return in-house without undue hardship at a later date if desired, and
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Table 3. Categorization of sourcing alternatives based onHow the Client Manages or
Utilizes the Suppliers (Currie & Willcocks, 1998, pp. 122-125)

# | Terminelegy Definitien as queted in literature (Currie & Willcocks, 1998, pp. 122-125)

1.| Tetal Outseurcing | “Total outsourcing is when an organization chooses to outsource as much as
70-80% of its IT facility, usually to a large single supplier. These contracts
are usually for between S and 10 years.”

2. | Multiple -supplie r “...entered mto IT sourcing arrangements with a variety of suppliers”
seurcing

3.| Jeint Venture / “An organization enters mto a jomt venture with a supplier on a shared
Strate gic alliance risk/reward basis. This may involve selecting an existing IT supplier or
seurcing helping to create a new company to which work can be outsourced.

Sometimes an organization may take share ownership in an existing IT
supplier or vice-versa.”

4.| Inseurcing *An organization opts to retain a large centralized IT department and
insource management and technical capabilities according to the peaks and
troughs of IT work. Contractors may be given employment contracts lasting
between 3 months and a year, although there are many examples of them
staying with an organization for several years.”

(b) the “divest completely” strategy where [S functions that are perceived to be non-core
business functions and that are thought to be best handled by a vendor are outsourced
permanently (Wibbelsman & Maiero, 1994, as cited in Dibbern et al.,, 2004, p. 11).

Categorization of Various Sourcing Alternatives in
Literature

Let us now understand how some sourcing alternatives are categorized in literature. At
this stage, we directly quote the literature, and then proceed in later sections to explain
these categorized sourcing alternatives along with many other sourcing alternatives.

Asshown in the following table, Lacity and Hirschheim (1995, pp. 4, 223-224) categorized
the sourcing alternatives into total outsourcing, total insourcing and selective sourc-
ing, by using the percentages of [S budget as a differentiator between total and selective
sourcing decisions (see Table 1).

Dibbern et al. (2004, p. 11) cited the categorization of sourcing alternatives by Wibbelsman
and Maiero (1994) where the focus is on “how should we source” instead of “should be
outsource”, and the entire sourcing scenario has been wreated as a continuum (see Table 2).

Currie and Willcocks (1998) have categorized the sourcing alternatives on how the client
manages or utilizes the vendors into total outsourcing, multiple-supplier sourcing,
joint venture/strategic alliance sourcing, and insourcing (see Table 3).
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Table 4. Categorization of outsourcing capturing the range of Outsourcing Options

(Lacity & Hirschheim, 1993a, pp. 17-18)

# | Termninelegy Definitien as queted in literature (Lacity & Hirschhein, 1993a, pp. 17-
1%)
1.| Bedy Shep “...management uses outsourcing as a way to meet short-term demand.
The most common type of body shop outsourcing is the use of contract
programmers/personnel that is managed by company employees.”
2.| Preject “...management outsources for a specific project or portion of IS work.”
Manage ment “...the vendor is responsible for managing and completing the work.”
3.| Tetal “...the vendor is in total charge of a significant piece of [S work.”
eutseurcing

Table 5. Categorization of outsourcing based on How the Client Manages or Utilizes the

Suppliers (Millar, 1994, as cited in Lacity & Hirschheim, 1995, pp. 4-5)

# | Ternninelegy De finitien as queted in literature (Millar, 1994, as cited in Lacity
& Hirschheimn, 1995, pp. 4-5)
1.| General sutseurcing “... encompasses three alternatives: (a) sele ctive outsourcing ...(b)
value-added outsourcing ... or (c) cooperative outsourcing ...”
2.| (General outsourcimng:) | «...where one particular area of IS activity is chosen to be tumed
selective eutseurcing | over to a third party, such as data center operations”
3.| (Generaloutsourcing:) | “...where some area of IS activity is tumed over to a third party who
value-added is thought to be able to provide a level of support or service which
eutseurcing adds value to the activity that could not be cost effectively provided
by the mtemalIS group”
4.\ (General outsourcing:) | *...where some targeted IS activity(ies) is (are) jomntly performed by
ceeperative a third party provider and the internal IS department”
eutseurcing
S.| Transitienal “...involves the migration from one technological platform to
eutseurcing another.”
6.| Business precess “...refers to an outsourcing relationship where a third party provider
eutseurcing is responsible for performing an entire business function for the
client organization.”
7.| Business bene fit “...contractual agreement that defines the vendor’s contribution to
centracting the client in terms of specific benefits to the business and defines the
payment the customer will make based upon the vendor’s ability to
deliver those benefits. The goal is to match actual costs with actual
benefits and to share the risks.”

Table 6. Categorization of outsourcing based on

(Gallivan & Oh, 1999, pp. 1-6; see also Dibbern et al., 2004, pp.12-13)

# | Terminelegy | Definitien as queted in literature (Gallivan & ®h, 1999, pp. 1-6; see also
Dibbem et al, 2004, pp.12-13)
1.| Dyadic “one client, one vendor”
eutseurcing “...presume that client firms seekmg IT services act independently of each
arrangement | other, while IT vendors do the same. Thus the assumed relationship between
client firm and IT vendor has been a simple ‘dyadic" one.”
2.| multi-vender | “one client, multiple vendors™
“A one-to-many relationship indicates that one client uses multiple
outsourcing vendors to achieve its objectives, and that division-of-labor is
jointly negotiated and understood by all parties to the agreement.”

Number of Clients and Vendors
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Table 6. cont.

3.| ceseurcing “many clients, one vendor™
“A many-to-one alliance where several clients contract with a single IT vendor
for services.”

4.| cemplex “many clients , many vendors™
eutseurcing “...combining multiple clients and multiple vendor firms into a single contract
or alliance”

Categorization of Outsourcing in Literature

Some of the categorizations of outsourcing terminologies in the literature are quoted. The
terins defined in these categorizations, have been explained independently in later
sections of this chapter.

Lacity and Hirschheim (1993a) categorized outsourcing intoBody Shop, Project Man-
agement and Total Outsourcing (see Table 4).

Lacity and Hirschheim (1995, pp. 4-5) have cited the work of Millar (1994), which
categorizes outsourcing on the basis of how the client manages or utilizes the suppliers,
and have described general, selective, value-added, cooperative, transitional, business
process outsourcing and business benefit contracting (see Table 5).

Gallivanand Oh (1999, pp. 1-6), categorized outsourcing on the basis of number of clients

and vendors into eyadic, multi-vendor, co-sourcing and complex outsourcing (see
Table6).

The “Shoring” Strategies

As described earlier, the client’s service provider can be either internal (its own IS
department or a subsidiary) or external (a vendor). In our shrinking world, where exactly
1s this service provider located?

. Onshoring: The service provider is located in the same country as the client. This
1s also known as domestic sourcing or onshore sourcing.

i Nearshoring: The service provider is located in a country which is geographically
close the client’s country. Hence, countries which share borders, or are neighbors
can be considered as “nearshore” countries. Ireland and Spain may be considered
as nearshore for the United Kingdom, whereas Mexico and Canada may be
considered as nearshore for U.S. This is also known as nearshore sourcing.

. Offshoring: The service provider is located in a country which is geographically
faraway from the client’s country. India and China may be considered as “offshore”
for both the United Kingdom and U.S This 1s also known asoffshore-sourcing.
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“Shore” in the words onshore, nearshore and offshore does not necessarily imply that
the respective country has land along the edge of a body of water. It only indicates a
different geographical location.

The geographical distance is a predominant classifier when comparing between on-
shore, nearshore and offshore locations. At the same time, thenezones of the locations
may also be considered. In the IS industry, as communication technology improves, the
exact geographical distance is a lesser barrier when compared to the time zones. [t may
not be wrong if we choose to classify between onshore, nearshore and offshore on the
basis of both time zones and geographical distance.

One may do away with the specific termAearshoring,” and generally use ‘offshoring”
instead. The term ‘offshoring” is often used to broadly 1mply Hearshoring” too. When
someone says, that work has been ‘0ffshored,” it may simply imply that work has been
sent away from onshore (1.€., tonearshore or offshore). Hence, we can adopt a simpler
binary logic of onshore versus offshore, where anything that is not “onshore” can be
simply called “offshore”. Offshoring may therefore be defined as a scenario where the
service provider 1s located in a country that is different from the client’s country; this
1s also known as “global sourcing”.

Basic Combinations of the Shoring
and Sourcing Strategies

The shoring strategy may be either an onshore, nearshore or offshore strategy. And the
basic sourcing strategy may be either insourcing or outsourcing. As illustrated by Figure
1 {(onshore-centric view of sourcing and shoring), the various combinations are onshore-
insourcing, onshore-outsourcing, nearshore-insourcing, nearshore-outsourcing, off-
shore-insourcing and offshore-outsourcing:

Domestic Sourcing or Onshore Sourcing or Onshoring Alternatives

. Onshore-Insourcing: Both the client and 1ts subsidiary or [S department that
provides the services are located in the same country. This 1s also termed as
domestic insourcing.

& Onshore-Outsourcing: Both the client and the vendor are located in the same

country. This is also termed as “domestic outsourcing”. This is also termed as
domestic outsourcing.

Global Sourcing Alternatives

. Nearshore-Insourcing: The client’s subsidiary or IS department that provides the
service 1s located in a country which is geographically close the client’s country.
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Figure 1. Seurcing and shering: Onshere centric view
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. Nearshore-Outsourcing: The vendor is located in a country that is geographically
close the client’s country.

. Offshore-Insourcing: The client’s subsidiary or IS department that provides the
service 1s located in a country that is geographically far away from the client’s
country.

s Offshore-Outsourcing: The vendor is located in a country that is geographically

far away from the client’s country.

Figure 2 illustrates an insourcing-centric view of sourcing and shoring; the various
combinationsshown are onshore-insourcing, nearshore-insourcing, offshore-insourcing,
onshore-oursourcing, nearshore-outsourcing, and offshore-outsourcing.

As discussed earlier, the term “offshore” is often used to imply “nearshore”, too, that

1s, anything that 1s not “ onshore” may simply be called * offshore”. While the term
“domestic” relates to “onshore”, the term “global” relates to “offshore”, where “off-
shore” encompasses “nearshore” too (Dibbern et al., 2004, p. 43). Hence, for the
purposes of simplification, one can narrow down the above classification to the following
four basic choices, where the earliemearshore sourcing options are now encompassed
within the offshore sourcing options.

Domestic sourcing or onshore sourcing or onshoring alternatives:

1.  onshore-insourcing or domestic-insourcing

2. onshore-outsourcing or domestic-outsourcing
Global sourcing or offshore sourcing or offshoring alternatives:

3. offshore-insourcing or global-insourcing

4. offshore-outsourcing or global-insourcing

Therefore, in offshore-insourcing, the subsidiary or IS department (of the client) which
provides the service is located in a country different from the client’s country; while in
offshore-outsourcing, the vendor is located in a country different from the client’s
country.

Overview of Various
Sourcing Alternatives

Let us now gain an understanding of the various sourcing alternatives.
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Table 7. List of sourcing alternatives

Terminelegy

Defi f ature

Basic seurcing

strategy:

o Inseurcing

o Outseurcing

Shering
strategy fecus:
o Onshere
o Ofishere

o Beth o Anywhere
o Any
Application Service Accessing remotely hosted IS @utsourcing Anywhere
Provision / Application applications ('Cloud Computing')
Service Providing / Net-
sourcing / @n-Demand
Backsourcin Insourcing what was outsourced Insourcing Anywhere
Benefit based Linking payments to realization of @utsourcing Anywhere
relationships / Business | benefits
benefit contracting
Body Shop OQutsourcing | Using contract personnel Outsourcing Anywhere
Business Process Vendor performs client’s entire @utsourcing Anywhere
@utsourcing business processes
Complex sourcing Multiple clients and multiple vendors | @utsourcing Anywhere
m a single contract or alliance
Cooperative Sourcing Client’s intemal IS department and Both Anywhere
the vendor perform IS activity
cooperatively
Co-sourcing Client’s performance determines @utsourcing Anywhere
vendor’s revenue
Helping the client’s IS department
mature
Multiple clients jointly seek services
from vendor
Creative Contracting Innovative contracts for better deals @utsourcing Anywhere
Distributed Consulting Vendor has teams both at onshore and | @utsourcing @ffshore
offshore
Dyadic outsourcing Independent client dealing with Qutsourcing Anywhere
arrangement mdependent vendor
Facilities Management Vendor maintams the client’s assets @utsourcing Anywhere
Facilities Sharing Sharing ownership of facilities Both Anywhere
needed by each
General outsourc ing Selective, value-added and @utsourcing Anywhere
cooperative outsourc ing /Both
Global Delivery Large vendor delivering services from | @utsourcing @ffshore
various global locations to clients at
various global locations
Managed @ftshore @utsourcing the process of settng up | @utsourcing @ffshore
Facilities facilities for offshore-msourcing
Multi-sourcing @1 contract with multiple vendors Outsourcing Anywhere
multiple sourcing strategies in a Both
continuum
Multi-vendor Client dealing with multiple @utsourcing Anywhere
outsourc mg / Multiple- mterdependent vendors
supplier sourcing / Dual
sourcing
Project Management Vendor manages a project @utsourcing Anywhere

@utsourcing




30 Chakrabarty

Table 7. cent.

Basic spourcing Shoring
strategy: strategy focus:
Terminology Definitive feature : I.“S;':::;:fﬂg : :il‘lt;ll:l:)::
o Both e Anywhere
o Any
Selective / Smart/ Right | Outsourcing and msourcing optimally | Both Amywhere
/ Flexible / Medu lar
Sourcing
Spin-offs An IS department that now sells to the | Any Anywhere
market
Strategic alliances / Sharing risks and rewards Outsourcing Anywhere
Partnerships / Jomt
Ventures / Equity
holdings / Strategic
sourcing
Tactical Outsowrcing / Outsourcing fer rapid s olution te Outsourcing Anywhere
Contracting-out / Out- preblems
tasking
Total Insourcing Insourcmg maximum % of IS budget | Inscurcing Anywhere
Total Outsourc g / Outsowrcing maximum % of IS Outsourcing Anywhere
Traditienal Outseurcing | budget
Vendor having complete charge of
significant IS work
Transformational Streamlinmg of client’s internal Outscurcing Amywhere
Outsourcng organization alongside outsourcing
Transitiona | Owutsourcing | Outsourcing during a major Outsourcing Anywhere
changeover
Vahie-added autseurcing | Combned strengths for the market Both Anmywhere
Vendor adding value to IS activity Outsourc ng Amywhere

Figure 3. Applicatien service previding (Cleud Cemputing)

ASP
Client
Office
remote
¢ virtual p ivate network (VPN)
¢ Internet (or extranet) Servers

¢ Dedicated line

Application Service Providing

(= Subrata Cherkratnayl

List of Sourcing Alternatives

The seurcing alternatives that will be eventually discussed are summarized and listed in
Table 7. The definitive feature of cach term is previded aleng with infermatien en the
pessible basic seurcing strategy (inseurcing, eutseurcing, beth er any) and the pessible

shering strategy (enshering, effshering er simply anywhere).

We will new briefly explain each ef the terms listed in the Table 7.
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Figure 4. Backseurcing

Client
Backsourcing
(insourcing
what was
Client outsourced)
Client’'s Subsidiary
{ Sttvata Ce\radeny)

Application Service Provision / Application Service
Providing / Net-Sourcing / @n-Demand / Cloud Computing

. Accessing remetely hested 1S applications

An applicatien service previder (ASP) is a vender that prevides access te remetely
hested [S-applicatiens ever a wide arca netwerk (WAN), a virtual private netwerk (VPN),
er ever the Internet (Susarla, Barua, & Whinsten, 2063, p. 183). Bennett and Timbrell
(2008, p. 196) define application service previsien as a ferm ef selective eutseurcing
where an erganizatien rents generally available packaged seftware applicatiens and
related services. Bewire (2008, p. 14) states that anep plicatien service previder (ASP)
prevides a centractual seftware-bascd service for hesting, managing, and previding
access to an application frem a centrally managed facility! Furthermere, clients have
remete web-access te the applicatiens that are running en the ASP’s servers. Figure 3
illustrates a client having remete access te applicatiens en servers hested and managed
by the vender (ASP), ever a wide area netwerk (WAN), virtual private netwerk (VPN),
internet/extranct or a dedicated line. Recently, it has been called 'cloud cemputing'.

[BC (Internatienal Wata Cerp.) explains the fellewing abeut ASP (as cited in Bewire, 2008,
p.14):

An end user accesses an application resident on & server, just as he or she weuld on a
LAN er in the enterprise data center. However, the server resides at the ASP’s third-
party deta center and is reached via a dedicated line or the internet (or extranet). The
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Figure 5. Benefit-based relationships / business benefit coentracting
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applicatiens can range frem loew-end, preductivity pregrams (e.g, werd precessing)
te high-end ERP medules. The service is previded on & subscription basis arnd can
bundiec a full range of hestcd applicatien services .

The Applicatien Service Previder Censertium defines an ASP as an erganizatien that
“manages and delivers applicatien capabilities te multiple entities frem a data center
acress a wide arca netwerk (WANJ” (as cited in Susarla et al., 2003, p. 92).

Hence, ASPs purchase/develep/custemize, install; and manage seftware applicatiens at
remete lecatiens and hest them fer clients ever the Internet (er maybe ever a VPN er
Extranet). Varieus flavers ef this kind seurcing have alse been termed as “Net-seurcing”
(Kern,Lacity & Willcecks, 2082), “en demand” service, “applicatien utilities”, “real-time
delivery” and “seftware-as-a-service” (SAAS), all of which enceurage the delivery ef

enline and externally managed infermatien systems (Pring & Ambrese, 2004).

Backsourcing

J Inseurcing whet was eutseurced

When the [S functiens that had previeusly been eutseurced are breught back in-heuse,
itis knewn asbackseurcing (Bibbern et al., 2004, p. 12)Backseurcingis the inseurcing



Making Sense of the Sourcing and Shoring Maze 33

Figure 7. Business precess eutseurcing
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ef previeusly eutseurced IS functiens. As illustrated by figure 4, the client decides te
inseurce its previeusly eutseurced IS needs frem either its ewn internal [S department
er its subsidiary.

Benefit-Based Relationships / Business Benefit
Contracting

. Linking payments te realization of benefits

In benefit-basedrelationships, beth the parties (custemer and external service previder)
make an upfient investment in a relatienship, and thereafter share beth the benefits and
the risks (Sparrew, 2003, p. 13). Sparrew (2083, pp. 13-14), has given the example of the
UK gevernment’s empleyment service which fermed a public-private, benefit-based
relatienship with EBS te deliver IS services, thus securing business benefits frem use

of [S, while establishing a payment methedelegy that links EBS’s reward te realizing
these benefits. As illustrated by this example, private secter cempanies invest up-frent
in develeping public secter services with payments based en eutcemes er benefits
gained fiem these services.

In business benefit centracting, a centractual agreement defines the vender’s centribu-
tien te the client in terms ef specific benefits te the business and defines the payment
the client will make based upen the vender’s ability te deliver these benefits, thereby
matching actual cests with actual benefits and sharing the risks (Millar, 1994, as cited in
Lacity & Hirschheim, 1995, pp. 4-5). As illustrated in Figure 5, the client makes its
payments te the vender depending en the specific benefits received.

Lacity and Hirschheim (1995), nete that theugh business benefit centracting is used
eften in the marketing of eutseurcing services by venders, it is typically net adepted due
te the difficulty asseciated with measuring benefits. Furthermere, in business benefit
centracting the vender’s revenue and margin petential is linked te the benchmarks, and
therefere it is net surprising that getting an agreement by beth parties en the benchmarks
preves te be preblematic.
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Figure 8. Cemplex seurcing
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Body Shop @utsourcing

J Using centract persennel

Bedy shep eutseurcing is a way fer firms te meet shert term demands, by the use of
centract persennel (such as pregrammers), whe are managed by the empleyces ef the
hiring firm (Lacity & Hirschheim, 1993a, pp. 17-18). As illustrated in Figure 6, the client
centracts skilled persennel fiem a vender: these centract persennel are the vender’s paid
empleyees whe werk at the client site, under the supervisien ef the client. The clentps

for skilled bedics fiem venders.

Business Process @utsourcing

J Vender performs client’s entire business precesses
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Figure 10. Co-seurcing: Client’s perfermance determines vender’s revenue
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Business precess eutseurcing refers te an eutseurcing relatienship where a vender is
respensible fer perferming an entire business functien fer the client (Millar, 1994, as cited
inLacity & Hirschheim, 1995, pp. 4-5). As shewn in Figure 7, the client transfers certain
business precesses te the vender, and the vender site is new the back effice fer the
client’s eutseurced business precesses.

In business precess eutseurcing, cempanies hire external service previders te manage
entire business precess functiens such as hetlines, helpdesks, claims management, call
centers, decument precessing and sterage, data management, payrell, financial services
(banks and insurance), acceunting, auditing, transpertatien, travel management sys-
tems, legistics and varieus [S services (Millar, 1994, as cited in Lacity & Hirschheim, 1995,
pp.-4-5. Sparrew, 2003, p. 11). Venders previde a range ef services spanning all arcas ef
business with the everall aim te impreve and allew seamless and censistent levels of
custemer service.

Complex Sourcing

. Multiple clients and multiple venders in a single centract or alliance

Asillustrated in Figure 8cemplex seurcingis a many-te-many relatienship that invelves
beth multiple clients and venders in the same eutseurcing centract er in an alliance
(Gallivan & @h, 1999, pp. 1-6: see alse Bibbern etal., 2084, pp. 12-13). Mercever, this can
be interpreted as a cembinatien ef beth thenulti-vender and ce-seurcing relatienships

as defined by Gallivan and ®h (1999).

Cooperative Sourcing

. Client’s internal IS department and the vender perferm IS activity cee peratively

When a targeted [S functien is perfermed jeintly by the client’s internal [S department
and the vender, it is lnewn asceeperative seurcing (Millar, 1994, as cited in Lacity &
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Figure 11. Co-seurcing: Helping the client’s 1S department mature
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Hirschheim, 1995, pp. 4-5). As shewn in the Figure 9, the client’s [S department werks
clesely with the vender as a single team, tewards the successful cempletien of the IS
activity.

Co-Sourcing

. Client’s perfermance determines vender’s revenue
. Helping the client’s 1S department mature

J Multiple clients jeintly seek services frem vender

Three interpretatiens of the ternce-seurcing exist. While the first interpretatien is based
en perfermance being linked te revenue, the secend interpretation is based en the rele
efthe vender in the grewth er maturatien ef the precesses in the client’s IS department,
and the third interpretatien is based en clients jeintly seeking IS services.

Whenthe vender’s revenue frem the client te which it is previding services is linked te
the perfermance ef the client, it is knewn ase-seurcing (Willcecks & Lacity, 1998, pp.
26,38-31). As shewn in Figure 18, the vender prevides services te the client with the
underlying centractual expectatien that it weuld pesitively affect the client’s perfer-
mance: the client evaluates the imprevement in its ewn perfermance due te the vender’s
centributien and pays the vender prepertienately.

As shewn in Figure 11, ce-seurcing has alse been interpreted as being part of amudti-
seurcing centinuum having three pessible ce-seurcing strategies: (a) the “rehabilita-
tien and return” strategy where the internal [S department is refermed threugh the
assistance ef a vender er censultant and the IS functiens are kept in-heuse, (b) the
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Figure 12. Co-seurcing: Multiple clients jeintly seek services frem vender
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“transitien assistance” strategy where a vender takes en certain IS activities while the
internal IS department transitiens itself te a new set of skills, and (¢) the “capability
develepment” strategy where the internal IS department develeps new capabilities and
fecuses en certain cere capabilities, while a vender either permanently er temperarily
takesen IS activities (Wibbelsman & Maicre, 1994, as cited in Bibbern et al., 2004, p. 11).

Geing by this interpretatien,ce-seurcing can be defined as a precess where the vender
assists in the grewth er maturatien ef the precesses in the client’s [S department, as
dictated by the needs of the client. The ‘fransitien assistance” part of ce-seurcing has
alse been termed as “ fransitional eutseurcing” (Millar, 1994, as cited in Lacity &
Hirschheim, 1995, pp. 4-5).

Finally, in anether interesting interpretatien as shewn in Figure 12, ce-seurcing is
defined as a many-te-ene relatienship where multiple clients ferm an alliance by peeling
their needs and reseurces, and centract with a single vender fer jeint delivery of [S
services (Gallivan & @h, 1999, pp. 1-6: see alse Bibbern ¢t al., 2084, pp. 12-13).
Furthermere, Gallivan and @®h (1999) state that in additien te [S eutseurcing such client
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Figure 14. Bistributed censulting
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Figure 15. Byadic eutseurcing arrangement
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alliances can alse be feund in business disciplines such as marketing (i.e., ce-marketing)
and management (i.c., R& censertia), and have advantages ef risk sharing and
reductien, increased bargaining pewer, and buyer ecenemics ef scale.

Creative Contracting

* Innevative centracts fer better deals

I[n creative centracting, the client is a teugher she pper and includes special clauses in
the centract in erder te satisfy its ewn needs and get better deals (Willcecks & Lacity,
1998, pp. 26, 32). The client examines varieus eptiens and is leeking fer the best deal.

As illustrated in Figure 13, the clients include ingenieus and faverable clauses in the
centract se that it can get the best deal. Willcecks and Lacity (1998, pp. 32-33), list the
fellewing feur creative centracting practices:
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J Inclusien ef a custemer-written centract with the request for prepesal.
\d Previde for cempetitive bidding ef services beyend the centract.
J Flexible pricing mechanisms.

e Beginning a leng term relatienship with a shert term centract.

Distributed Consulting

. Vender has tcams beth at enshere and effshere

[n the case of effsherc-eutseurcing, there is eften a need te have vender team beth at
enshere and effshere, where the enshere vender team ceerdinates face-te-face with
client and the bulk ef the eutseurced werk is carried eut by the effshere vender team,
this is knewn as distributed censulting (see Figure 14).

This is a widely accepted practice te ensure effective ceerdinatien between enshere-
based clients and effshere-based venders. Fer example, TCS (http//www.tcs.cem),
Infesys (http//www.infesys.cem), Wipre (http://www.wipre.cem) and Satyam (http://
www.satyam.cem),all large seftware service previders (primarily based in India), have
fer leng incerperated this cencept inte what they call the “  glebal delivery medel.”
Kebyashi-Hillary(2084, p. 153) calls this particular cencept ef having effshere/enshere
blends of vender teams as distributed censulting.

Dyadic @utsourcing Arrangement

. Independent client dealing with independent vender

A dyadic eutseurcing arrangement assumes a enc-te-enc relatienship between a client
and a vender, the presumptien being that the client firms seeking IS services act
independently ef each ether and that the vender firms previding the IS services act
independently of each ether (Gallivan & @h, 1999, pp. 1-6: see alse Bibbern et al.; 2004,
pp.12-13).

Figure 16. Facilities management

Manage
client’s
Chent infrastructure
Y °
Facilities/Asse®% = eccccccse * Vendor

Facilities Management

{- Subrate Criokralion v)



40 Chakrabarty

Figure 17. Facilities sharing

Facilities Sharing
(= Sidraty Chigkrebarty)

Asshewn in Figure 15, inyadic eutseurcing arrangements a client can engage multiple
venders fer varieus IS functiens, hewever its venders are independent ef each ether:
similarly,a vender can previde services te multiple clients, but its clients are independent
ef cach ether. There is a enc-te-ene relatienship between each client and each vender
previding services te that client.

Facilities Management

. Vender maintains the client’s assets

In ‘“Jacilities management” eutseurcing, the client ewns the technelegy assets but hires
a vender te take ever the eperatienal centrel of these assets (Bibbern et al,, 2004, p. 7.
Sparrew, 2003, pp. 6-7). As illustrated in Figure 16, the ewnership ef the technelegy

assets (which may reside at either the client’s premises er elsewhere) is net transferred

Figure 18. Glebal delivery
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Figure 19. Managed offshere facilities
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te the vender. The vender is expected te offer expertise and alse lewer the cests of
maintaining these technelegy assets. Fer example, a vender may be hired te manage the
cemputer hardware and alse regularly upgrade the seftware needs of the custemer mere
efficiently. The vender may invelve in eperatienal and systems pregramming tasks (fer
the technelegy assets being managed), but net in the develepment ef applicatiens
(which are eutside the scepe of “facilities management™).

Facilities Sharing

. Sharing ewnership of facilities necdecd by cach

Asshewn in the Figure 17, in theflicilitiessharing” form ef eutseurcing, a firm cheeses

te share ewnership of [S facilities with either a vender er ethers in the same industry
(Bibbernet. al., 2084, p. 7). This can be preve te be a cest effective appreach, where mere
than ene firm cheeses te share the ewnership ef the IS facilities required by each ef the
firms. The details regarding maintaining eperatienal centrel ever these shared facilities
will need te be werked eut.

®n enc¢ hand, a firm may cheese te share beth the ewnership and epecratienal centrel
effacilities with anether firm. @n the ether hand, a firmm may cheese te sharedlveership
ef the facilities with a vender, and in additien the vender is hired by the firm te assume
epcratienal centrel ever the shared facilities.

General @®utsourcing

. Selective, valuc-addcd and coeperative eutseurcing
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Figure 20. Multi-seurcing centinuum
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General eutseurcing encempasses the three alternatives of selective eutseurcing,
value-added eutseurcing, and ceeperative eutseurcing (Millar, 1994, as cited in Lacity
&Hirschheim, 1995, pp. 4-5).

Global Delivery

. Large vender delivering services frem various global lecations te clients at
varieus glebal lecatiens

Figure 21. Multi-vender eutseurcing
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In global delivery, a large vendor’s IS delivery centers are located worldwide and are
comprehensively networked with collaborative systems that allow seamless integration
of projects delivered from multiple locations and thereby providing economies of scale
and scope (Tata Consultancy Services, n.d.).

The “global delivery model’ 1s an offshore-outsourcing model that takes advantage of
the global talent pool to give the best value to the client in terms of cost and quality. As
1llustrated in Figure 18, the work 1s broken down into logical components, which are then
distributed to suitable global locations such that the client gets access to the vendor’s
global talent and also creates maximum value for the client in terms of cost and quality
(Infosys,n.d.). For example, in the case of software production, the onshore vendor team
can be involved in client interaction and co-ordination, systems planning and selection,
systems analysis, requirements determination, high level design, acceptance testing,
implementation, and rapid maintenance support; while the offshore vendor team can be
involved in project management, requirements analysis, detailed design, coding, testing
and integration, documentation, and maintenance.

Managed Offshore Facilities

e Outsourcing the process of setting up facilities for offshore-insourcing

Asillustrated in the Figure 19, in#lanaged offshore facilities’,the clientoutsourcesthe

process of creating its offshore subsidiary to a vendor; once the offshore facility is up
and running, the client can take full ownership and hence carry out its offshore-

insourcing operations. Also, vendors may be given the task offacilities management”

of the client’s offshore subsidiary.

Managed offshore facilitiesis a variant of thBuild-Operate-Transfermodel, where the
vendor manages the process of creating the offshore facility, and the client has the option
of taking full ownership by a specified date (1-Vantage, n.d.; Kobyashi-Hillary, 2004, p.
153). This outsourcing alternative has the potential to reduce many hassles for a firm that
decides to set up a subsidiary for offshore-insourcing.

Multi—Sourcing

. One contract with multiple vendors

J Multiple sourcing strategies in a continuum

The term multi-sourcing has been interpreted in two ways.

In one interpretation of multi-sourcing, the client has one outsourcing contract with
multiple suppliers (Willcocks & Lacity, 1998, pp. 26, 29-30). Willcocks and Lacity (1998)
note that in multi-sourcing, while the risks of being dependent on a single vendor are
reduced, additional time and resources are required to manage multiple vendors. This
interpretation of Multi-sourcing has also been termed asiftulti-vendor outsourcing” by
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Gallivanand Oh (1999) and asMulti-supplier sourcing” by Currie and Willcocks (1998).

In another interpretation as shown in Figure 20jnulti-sourcing has been defined as the
multiple sourcing of IS services, specifically seen as a continuum, where the end points
of the continuum span from ‘OK as is” to “divest completely” (Wibbelsman & Maiero,
1994, as cited in Dibbern et al., 2004, p. 11). Furthermore, the various strategies of the
multi-sourcing continuum have been given as:

(1a) Insourcing -> “OK as 1s”

(Ib) Insourcing -> “fix and keep in-house”
(2a) Co-sourcing -> “rehabilitation and return”
(2b) Co-sourcing -> “transition assistance”
(2c) Co-sourcing -> “capability development”
(3a) OQutsourcing -> “option to reverse”

(3b) Outsourcing -> “divest completely”

Multi-Vendor Outsourcing / Multiple-Supplier Sourcing /
Dual Sourcing

. Client dealing with multiple interdependent vendors

[nmulti-vendor outsourcing a one-to-many relationship exists, indicating that one client
uses multiple vendors and that division of labor is jointly negotiated and understood by
all parties to the agreement (Gallivan & Oh, 1999, pp. 1-6; see also Dibbern et al., 2004,
pp. 12-13).

As shown 1n figure 21 multi-vendor or multi-supplier outsourcing arrangements allow

a client to engage multiple vendors for various IS functions which are then jointly
performed by the multiple vendors through an agreed upon division of labor. This implies
thata cooperative and also competitive environment exists between the vendors working
together.

In multiple-supplier sourcing the client enters into IS sourcing arrangements with a
variety of suppliers/vendors (Currie & Willcocks, 1998, pp. 122-123). Currie and Willocks
(1998), state the following three advantages ofwltiple-suppliersourcing: (a) the client
can safeguard against being dependent upon a single vendor, and prevent a scenario
where a single vendor controls all its [S assets, (b) the client with short-term contracts
thatare and liable for renewal not necessarily with the same vendor (or combination of
vendors) encourages competition and innovation, and (c) the client can concentrate on
1ts core business while the suppliers manage and provide IS services.

The 1dentical concepts ofmulti-vendor outsourcing (Gallivan & Oh, 1999, pp. 1-6) and
multiple-supplier sourcing (Currie & Willcocks, 1998) have also been termed as simply
“multi-sourcing” by Willcocks and Lacity (1998).
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Figure 22. Selective / smart [ right / flexible / medular seurcing
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Kletz and Chatterjee (1995, p. 1317) have used the term ‘Wuaf seurcing” te indicate a
scenarie where a client seurces frem twe venders, which prevents the client frem being
held by hestage by a menepelistic vender ever time, and helps the client te derive cest
advantages duc te the cempetitien between the venders.

Project Management @utsourcing

J Vender manages a preject

In preject management eutseurcing, the client eutseurces a specific preject er pertien
of the [S werk, and the vender is respensible fer managing and cempleting the werk
(Lacity & Hirschheim, 1993a, pp. 17-18). Further, pre ject management eutseurcing may
invelve the use of venders fer develepment ef new systems, maintenance ef existing
systems, previding training, managing netwerks, and handle disaster recevery.

Selective / Smart / Right / Flexible / Modular Sourcing

J Outseurcing and inseurcing e ptimally

Selective seurcing or smartseurcing 1s the practice of eutseurcing select IS applicatiens
te venders, while retaining ether IS applicatiens in-heuse (Lacity, Willcecks & Feeny,
1996,pp. 13-14).Rightseurcing, flexible seurcingand medular seurcingare synenyms
of the same.

When ene particular area ef the client’s IS activity is chesen te be turned ever te a vender,
itis knewn asselectiveeutseurcing (Millar, 1994, as cited in Lacity & Hirschheim, 1995,

pp.4-5).
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Figure 23. Strategic alliances / partnerships / joint ventures / equity holdings

_—=-—-=t'sks and rewards

! Equity
holding:
Take
g sharefequity
‘ ownership

Vendor \;e.ndor

Strategic alliances / Partnerships / Joint Ventures / Equity holdings
(- Stlvala Chakrabasty)

Asillustrated in Figure 22, firms eften prefer te keep select IS functiens in-heuse based
en their ewn strengths and capabilities, andowtsource the IS functiens which they feel
can be better perfermed by a vender. This is a flexible and medular ferm ef eutseurcing
where all the IS functiens are breken dewn inte multiple medules, seme ef which are
eutseurced and seme are retained in-heuse based en cest analysis, technelegy and
reseurce needs.

Selective sourcing, which eschews the all-er-nething appreach in faver ef mere flexible,
medular eutseurcing, is characterized by shert-term centracts ef less that five years fer
specific activities, and hence meets the custemer’s needs while minimizing risks asse-
ciated with tetal eutseurcing appreaches (Lacity etal., 1996, pp. 13-14).

In selective sourcing, clients eutseurce between 20 te 60% ef the IS budget te venders
(typically areund 48%) while still retaining a substantial internal IS department (Lacity
&Hirschheim, 1995, pp. 4, 223-224; see alse Bibbern et al., 2004, p. 18). Furthermere, this
recemmended appreach is capitalizes en the respective strengths ef beth internal and
external service previders.

Spin-@ffs

. An IS department thet now sells to the market

A spin-off'is an entity, which was eriginally an internal IS department of a firm, and is new
selling its services te the market (Willcecks & Lacity, 1998, pp. 26, 31-32). The parent firm
cither tetally er selectively seurces IS functiens fiem the spin-eff (Bibbern et al., 2004,
p-12). A spin-effis aliententityas leng as its ewnership centrel remains with the client,
hewever if the client gives up the ewnership centrel (fer example by divesting its ma jerity
equity stake) it becemes anon-client entity. Se a client insources frem a spin-eff that

it ewns, but outsources te a spin-eff that it decs net ewn anymere.
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Strategic Alliances / Partnerships / Joint V entures /
Equity Holdings / Strategic Sour cing

& Sharing risks and rewards

As shown 1n the Figure 23, a client enters into astrategic alliance or partnership with

a vendor on a shared risk/reward basis which may involve (a) contracting with a vendor
to share risk/rewards, (b) helping to create a newoint venture company to which work
can be outsourced, or (c) take share/equity holding in each other (Currie & Willcocks,
1998,p. 124; Sparrow, 2003, p. 12; Willcocks & Lacity, 1998, pp. 26, 27-28). Furthermore,
by entering into a joint venture a client has greater control of the vendor’s activities.
Currie and Willcocks (1998) have treated the terms “ joint venture” and “strategic
alliance” synonymously.

Benefit-based relationships (Sparrow, 2003, p. 13) and business benefit contracting
(Millar, 1994, as cited in Lacity & Hirschheim, 1995, pp. 4-5) may be considered as
methodologies to share risk/reward on the basis of the contractual agreement.

The client and vendor can set up a separate ‘joint venture” organization which has its
ownmanagement team, and its IS staff can be provided by both the parties, thus enabling
the client to gain access to new technical skills and resources, reorganize IS functions
and processes and investigate new sources of revenue (Sparrow, 2003, p. 12).

In equity holding deals, the client takes an equity position in the vendor, and vendor may
also take an equity position in the client (Willcocks & Lacity, 1998, pp. 26, 27-28).

In strategic sourcing, a customer decides in a wider business context on what, when,
and how to outsource, and hence aiming to achieve a significant improvement in business
performance rather than a short-term cost saving alone; the customer and supplier work
towards mutual interests and are willing to share risk and rewards (Sparrow, 2003, p. 8).
Ideally, a partnership, joint venture or strategic alliance 1s best classified as an
arrangement for sharing risks and rewards between a client and a vendor. Dibbern et al.
(2004, p. 52) interestingly state the following:

It should be noted that the terins partnership, alliance, and relationship are loosely
defined in the outsourcing literature. For example, Grover et al. (1996) suggest a
connection between the presence of certain elements of ‘partnership’ and outsourcing
success. However, they go on to note that other researchers (Lacity & Hirschheim,
1993; Fitzgerald & Willcocks, 1994) believe the relationship between an outsourcing
vendor and its customer should not be characterized as a partnership unless there is

a true sharing of risks and rewards. In another example, Lacity and Willcocks (1998)
state that the terin “partnership” was commonly used by firins when referring to fee-for-
service contracts. The vague and inconsistent use of these terins contributes to the
difficulties in comparing results aimong studies.
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Tactical @utsourcing / Contracting-@ut / @ut-T asking

. Outseurcing fer rapid selutien te preblems

Tactical eutseurcingisadepted te selve a particular need or preblem rapidly ever a shert
peried of time: it is alse knewn avrentracting-eut er eut-tasking (Sparrew, 2003, p. 8).
When a firm finds itself shert ef in-heuse reseurces te cemplete a particular task in quick
time, the task can be centracted eut te cempetent firms er individuals thereby giving the
firm rapid access te new technical skills.

Total Insourcing

J Inseurcing maximum percentage of 1S bud get

In tetal inseurcing, theugh a firm fermally evaluates eutseurcing eptiens, it finally
selects its internal [S departments’ bid ever vender bids, thus keeping ever 88% of the
[S budget in-heuse (Lacity & Hirschheim, 1995, pp. 4, 223-224: see alse Bibbern et al,
2004 p. 18). Furthermeretotal inseurcing can semetimes be a peer IS strategy because
itmay fail te capitalize en the inherent cest advantages previded by venders, and may
create a pelitical envirenment of cemplacency.

Total @utsourcing / Traditional @utsourcing

. Outseurcing maximum percentage of 1S bud get

° Vender having cemplete charge of significant 1S werk

There are twe interpretations of fefal eutseurcing. @ne is based en the percentage of
[S budget eutseurced, and the ether is based en the tetality ef the werk er preject
eutseurced.

Figure 24. Trans fermational eutseurcing

Transform:
Reorganize
s Streamline

Transformational Outsourcing

{- Bidvata Chakradariy)
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Figure 25. Transitienal eutseurcing

Client

Vendor
migration from one outsource (one of more of}:
technological platform management of legacy systems

transition to new technology/systems
stabilization & management of new
platform

Transitional

£ SUbrals Chakranaity)

Inthe first interpretation efferal eutseurcing, clients eutseurce at least 80% ef there IS
budgets te venders (Lacity & Hirschheim, 1995, pp. 4, 223-224: see alse Bibbern et al.,
2004 p. 18). Furthermerc fotal eutseurcing can semetimes be a peer IS strategy because
itfails te capitalize en the petential inherent cest advantages ef internal IS departments.
Tetal eutseurcing has alse been referred te astraditional eutseurcing (Wibbern et al.,
2004, p. 12).

[n the secend interpretation of tefal eutseurcing, the vender is in cemplete charge of

a significant piece of IS werk, such as entire hardware eperatiens (¢.g., data center and/
eor teleccemmunicatiens) and seftware suppert (semetimes including applicatiens devel-
epment) (Lacity & Hirschheim, 1993a, pp. 17-18).

Transformational @utsourcing

. Streamlining ef client’s interrnal erganization alengside eutseurcing

In trans fermational eutseurcing, cempanies transferm by cemprehensive reerganiza-
tien and streamlining ef its business precesses and technelegy infrastructure and the
eutseurcing ef [S needs, in erder te reduce cests and impreve services (Sparrew, 2003,
p. 18). As shewn in Figure 24, a cempany (client) decides t@ansferm by reerganizing
and streamlining the way it eperates: and a cempenent ef such reerganizatien and
streamlining weuld be eutseurcing.

Figure 26. Valuc-addcd eutseurcing

Value-added outsourcing
- combined strengths for the market

{- Swdvuta Choshaly)
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Transitional OQutsourcing

s Outsourcing during a major changeover

When companies need to introduce a major transition, such as migration from one
technological platform to another involving the outsourcing of one or more of the
following three phases: (a) management of the legacy systems, (b) transition to the new
technology/systems, and (c) stabilization and management of the new platform, it is
known as “transitional outsourcing” (Millar, 1994, as cited in Lacity & Hirschheim, 1995,
pp-4-5), which is illustrated in figure 25.

Firms sometimes undertake transitions like infrastructure overhauls and IS consolidation
in order to bring in more efficiency, and make use of newer technologies. Conceptually,
transitional outsourcing has also been addressed as “transition assistance” in the co-
sourcing continuum ( Wibbelsman & Maiero, 1994, as cited in Dibbern et al.,, 2004, p. 11).

Value-Added Outsourcing

s Combined strengths for the inarket

. Vendor adding value to IS activity

There are two interpretations of the term Value-added outsourcing”. One interprets on
the basis of selling jointly developed products and services in the marketplace, and other
interprets on the basis of additional value added to a service by the vendor.

In the first interpretation of value-added outsourcing that is shown in Figure 26, both
the client and the vendor combine their strengths to jointly develop and market new
productsand services (Willcocks & Lacity, 1998, pp. 26-27). Willcocks and Lacity (1998)
argue that because each partner shares revenue from the external sales, the partnership
resulting from value-added outsourcing is an alliance with shared risks and rewards.

Asper the second interpretation, when some area of the client’s IS activity which could
not be cost effectively provided by the internal IS department, is turned over to a
vendor that can provide a level of support or service that adds value to the activity,

it is known asvalue-added outsourcing (Millar, 1994, as cited in Lacity & Hirschheim,
1995, pp. 4-95).

Future Trends

As the reader would gauge after reading this chapter, a large number of terminologies are
already being used in the world of IS sourcing. There are two highly noticeable aspects
that come to fore. The first is that most of the terminologies in literature deal with the
client’s perspective (for example, what is best for the client and how the client should
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handle vendors), and the vendor’s perspective 1s almost absent. The second 1s that most
of the terminologies in literature relate to the insourcing versus outsourcing line of
thought and relatively fewer terminologies relate to the lateral phenomenon of offshoring.

A large majority of available literature has analyzed issues from the perspective of the
client. The lack of literature giving the vendor perspective implies that this gap may be
filled in the future, leading to a greater understanding of the vendor’s methodologies.
This would 1mply more terminologies being added with the vendor’s perspective in mind
(like global delivery).

Though offshoring in the manufacturing and textile industries had taken place a long time
back, the offshoring of IS work 1s a relatively new phenomenon. Most the sourcing
alternatives that were discussed in this chapter are conceptually applicable to both
onshoring and offshoring. However, due to various advantages (like cost savings,
skilled labor pool, etc.) and disadvantages (like communication and coordination
problems, etc. ...), the offshore versions of insourcing and outsourcing are quite
distinctive from the conventional onshore versions. Hence, there is the possibility of a
more onshore versus of fshore line of research (for both insourcing and outsourcing).

Conclusions

This chapter compiled the maze of sourcing alternatives and terminologies that have
come into being in recent times. The sheer number of these alternatives justifies the need
forthis chapter. This pursuit for terminologies and concepts resulted in the understand-
ing of various sorts of insourcing, outsourcing, onshoring and offshoring of business
needs and therefore elucidated this behemoth of a phenomenon that is continuously
changing the way business is carried out globally.
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