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Abstract

In this paper a basic model for integrating the success factors and synergies from the information technology (IT) outsourcing and strategic management literature is presented.   The model consists of: IT alignment, contracts, infrastructure and technology, culture, strategic partnership, management support, and governance.  This model is a tool for IT managers to better collaborate internally and externally in an effort achieving IT competencies and competitive advantage through IT outsourcing. The basic model is derived form the literature and its implications are discussed.   
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Introduction

Since the landmark decision in 1989 by Kodak to outsource its Information Technology services, large scale IT outsourcing became an accepted and viable alternative for IT managers.  Traditionally, IT and business managers made choices to outsource IT functions to reduce cost.  This was especially true with regard to offshore outsourcing for significantly lower wages.  More current research (Kern and Willcocks 2000, Ross and Westerman 2004, Kishore, Rao, Nam, Rajaopalan, and Chaudhury,  2003, Kaiser and Hawk 2004, Lander, Purvis, McCray, and Leigh, 2004, Smith and McKeen 2004) suggests that the motivation is now more strategic in nature with the goal of improving the business’ competitive advantage. The strategic partnership, or collaboration, is just one of the critical success factors for IT outsourcing, as cited by numerous industry and academic articles.  There is much literature suggesting several best practices to ensure IT outsourcing deliverables are met long after the contracts have been signed (i.e. Smith and McKeen 2004, Delmonte and McCarthy 2003, Carmel and Agarwal 2002).  However, there is no single documented overall strategy including components from various areas of IT outsourcing research and practices.   The motivation for this paper was to develop a basic model for managing IT outsourcing engagements.  These engagements can run from a small contract to develop a software application to total control of the IT operation. This model is a sliding model, by that we mean not every factor needs to be present for every outsourcing engagement. By utilizing the model, organizations can improve the success of IT outsourcing thereby achieving IT competencies and competitive advantage

The methodology used to create the proposed basic model consisted of a literature evaluation of IT outsourcing and strategic management articles in an effort to identify synergies and success factors.  The articles surveyed were from academic and industry publications.  Success was measured differently, and sometimes not quantitatively, in the various articles used for this research.  This is a limitation of the model. The collection of success factors became the integrated basic model useful to aid IT managers in decision making and ongoing strategic planning of IT outsourcing.   Managers can utilize this practical checklist based upon current literature.  The components of the proposed model are not distinguished by “offshore” or “traditional onshore” outsourcing, and that is purposeful.  The proposed model fits together and is meant to apply to either case.

Several definitions of Information Technology “outsourcing” were observed during the literature review.   A few of these definitions are outlined in Table 1.  Loh and Venkatraman (1992) defined outsourcing as the “contribution” of external providers to the internal IT/IS organization.  In subsequent definitions, outsourcing referred to the handling of IT services by an external, or third party, provider.  Kern and Willcocks (2002) specifically mentioned the contract of these services for fee and over a specified period of time.  Carmel and Agarwal (2002) extended the outsourcing definitions to include offshore in-sourcing to an internal group within a global corporation.   

________

Table 1

about here

For purposes of this paper, we chose a general definition that does not distinguish between offshore or near shore sourcing.  We define Information Technology Outsourcing (ITO) as the decision by an organization to contract an external provider in the delivery and/or support of IT and/or IS services and functions.  An assumption is that services are contracted for agreed upon pricing and specified period of time.  Our definition applies to some or all IT/IS services and functions.  Our definition purposefully does not differentiate between type of services (e.g. application development versus infrastructure hosting), nor does it distinguish between offshore and on shore outsourcing.  The rationale being that the success factors outlined in the basic model are not limited based upon IT/IS function or location of the outsourcing vendor. 

The paper is organized into six sections. First, we develop an explanation of the value of a basic model for IT outsourcing.  Second, we present the basic model and explain each of its components.  Third, we present a synopsis justifying the model. Fourth, we discuss future research and the methodology that we will use to validate this model. Fifth, we discuss the contributions of the basic model. Sixth, the paper closes with our conclusions 

The Value of a Basic Model for IT Outsourcing

A model for managing the IT function essential for maintaining IS and IT as “enablers” of the business.  The goal here is gaining competitive advantage for the business.  Through the collaboration with external business partners, organizations can reach new levels of IT competencies, allowing them to focus on their primary business mission.  For example, in Kimzey and Kurokawa’s (2002) study of U.S. and Japanese firms, IT outsourcing played a significant role in gaining competitive advantage.  Kimzey and Kurokawa  (2002) showed that through access to larger technology pools, providing the ability to develop products which couldn’t have been internally, shortening cycle times and reducing development costs, companies gained competitive advantage.   

There are other IS management models which could be applied to the current issues of IT outsourcing.  Gorry and Scott-Morton (1971) proposed an IT framework to assist information systems managers with decision making, problem solving, and determining technology benefits.  These visionaries in IS research, Gorry and Scott-Morton (1971) recognized the need for a “common framework” or model for organizations to plan MIS activities and allocate resources.   Through the surveys of 17 Indian firms, Khan, Currie and Guah (2003) present a model for IT outsourcing which was contributed greatly to the basic model in this paper.  The components in Khan et. al’s (2003) model included contracts, infrastructure, quality, confidentiality and culture.   Most recently, Smith and McKeen (2004) presented sourcing success factors based on their focus group studies with senior IT managers.  Smith and McKeen (2004) identified four key components of an outsourcing model as: sourcing strategy; risk management; governance and cost structures.  

A key characteristic of the proposed model for IT outsourcing is “strategic”.  Strategic partnerships are of primary importance, as IT is subject to scrutiny in providing value to organizations.  Carr (2003) sought to “devalue” IT when he wrote that organizations had limited opportunity to reap the advantages of IT.  IT was becoming a commodity, whose value was sure to decrease.   Hence, according to Carr (2003), management should be advised to spend less and be “followers” versus on the leading edge.  On the contrary, as Schrage (2003) rebuked Carr (2003) “capital is a commodity too and yet it matters….so does Information Technology!”  CIOs do have opportunity to reap competitive advantage through IT investment, but it warrants careful strategic planning.  Schrage (2003) showed the focus of IT should be on quality of management and the recognition that IT can “transform economics of innovation, segmentation and differentiation for most businesses."  The proposed IT outsourcing model provides a vehicle for managers to plan their outsourcing decisions in a strategic and thoughtful manner in an effort to gain competitive advantage.   

It is the intent of this research paper to complement and supplement earlier IS frameworks and models by identifying a basic model specifically for managing IT outsourcing.   The proposed basic model strives to provide common guidelines for IT and business managers, specifically as they evaluate and make decisions regarding IT outsourcing.  

The Basic Model for Information Technology Outsourcing

IT outsourcing and strategic management literature review

The IT outsourcing literature and classic IS management literature yielded many key success factors which are shown in Figure 1 and are listed Table 2 with the associated sources.

· Alignment to business strategy

· Management Support

· Culture

· Infrastructure

· Contracts

· Strategic Partnership

· Governance Committees

There is no single literature source which contains all of these elements in one comprehensive model.   The following sections explain why each factor was chosen for inclusion in the basic model.  
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Table 2
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Alignment to business strategy 
The articles by Kohli and Devaraj (2004) and Hefner (2003) were just two small examples on how current literature is strong for reminding practitioners about the importance of aligning IS to business strategies.  It is a key step for proving IT value.  Kohli and Devaraj (2004) utilized four key steps in measuring IT value contributions to business investments, the first of which is alignment (followed by involvement, analysis, and communication).   Carmel and Agarwal’s (2002) assessment of the maturation of IT outsourcing  designated business alignment as the basic element in IT outsourcing.     

Luftman, Papp and Brier (1999) provided support for the importance of business alignment through their extensive studies to identify the “enablers and inhibitors” of IT/business alignment.   Luftman’s 2000 empirical research highlighted the maturity levels and maturity criteria organizations could utilize to determine their current state of alignment maturity and the desired state.   Luftman’s (2000) work provided an excellent framework of alignment maturity levels, e.g. ad hoc, committed, process, improved process, and optimal process.  Complementary to Luftman’s (2000) work is that of Carmel and Agarwal (2002) who created categories expressing the stages of “outsourcing” maturity organizations that can exist in e.g. Bystander, Experimenter, Proactive Cost and Proactive Strategic.   Similar to levels of alignment maturity, it is suggested that the components of our basic model may be used in varying degrees depending upon the type of IT engagement, or perhaps maturity and experience, of managing IT engagements.  

Another classic article on the strategic alignment between business and IT is that of Henderson and Venkatraman  (1999).   The key word here is strategic.  Because, what these authors show, is that strategic alignment is different from traditional views of business and IT alignment.  Henderson and Venkatraman (1999) defined strategic alignment beyond mapping IT to business processes, or business process re-engineering.   They outlined a strategic choice model, aligning business strategy to several components including: IT strategy, organizational infrastructure and IT infrastructure and processes.  They conclude that the lack of IT value can be directly attributed to the lack of strategic alignment.   

To summarize Henderson and Venkatraman’s (1999) model, business strategy is the driver to organizational infrastructure and IT strategy, and both of these drive IS infrastructure.  Although this model is somewhat cyclical, IT strategy must always be the enabler.    From a competitive advantage standpoint IT strategy can also drive business strategy, IS strategy and organizational infrastructure.  Companies recognizing this model can leverage IT to transform the organization for competitive advantage.   Henderson and Venkatraman’s (1999) work is important to the development of a management model for IT outsourcing, because it supports the view that “strategic” must be a key characteristic.  It will drive an organization beyond traditional business process re-engineering and automation, both internally and with external providers of service.  A basic model for IT outsourcing would enable an organization to be motivated by business strategy, IT strategy and organizational infrastructure. 

In a more recent study by Luftman and McLean (2004) 301 Society of Information Management members (CIO level managers) were surveyed.  These managers identified alignment as the number one IT management concern.   Luftman and McLean’s (2004) research found that the number one inhibitor to alignment was executive level support and the number one enabler was the executive’s understanding of the firm’s business environment.

Specific examples of how business alignment played a critical part in ITO are that of Texas Health Resources (Stewart, 2001) and Xcel Energy (Havenstein, 2005).  Texas Health Resources outsourced their interface engine application development to Healthcare.com.  A key component to their success was a “sound business strategy”, with guidance from a steering committee in vendor selection and implementation (Stewart, 2001).  Xcel Energy’s CIO Raymond Gogel moved from conventional outsourcing approaches of “squeezing suppliers for the cheapest services”, to a strategic advisory board which consists of vendors, partners and internal management (Havenstein, 2005).  Xcel Energy fostered partnership through a continual transformation of business strategy which produces clear evidence of growth.  Xcel Energy credited their 17% year to date savings to this strategic partnership mindset. 

Management Support

In classic pieces of IS literature, like that of Keen (1981), management support is key to reducing resistance to change.  The same is true with IT outsourcing.  In many cases due to IT outsourcing, internal workers are displaced, which is cause for emotional concerns and frustration for staff.  Management support requires addressing the side effects of IT outsourcing, downsizings, employee dissatisfaction, and fostering a strategic relationship with new business partners.  Management support is needed to reduce resistance to implementation of new partnerships and to avoid information distortion and other counter implementation tactics (Ba, Stallaert, and Whinston, 2001; Keen, 1981).  

Management support requires management setting clear objectives and developing the maturity of teams and organization processes (Delmonte and McCarthy, 2003).    Carmel and Agarwal (2002) provided three key recommendations for IT Executives with regard to offshore outsourcing.  First was to give offshore outsourcing the same strategic importance as other strategic initiatives, whereby executive commitment and involvement is a must.  The second recommendation was to overcome fears employees of being displaced, as well as manager concerns about offshore management.  These inhibitions could “derail” offshore outsourcing initiatives.   To alleviate these fears, Carmel and Agarwal (2002) suggested that management issue broad-based communication programs to address the impact of outsourcing to employees.   Lastly, Carmel and Agarwal (2002) recommended that IT executives foster internationalization.  They also suggested ways to reduce the cultural differences between offshore workers and onshore workers, specifically by suggesting that organizations address internationalization through diversity of culture in the workplace, educational programs, and/or overseas sabbaticals for key staff.

Clemons and Row (1991) documented Rosenthal Travel’s growth through management vision and technology.  More recently, Rogers (2001) demonstrated the evidence of management support for new IT endeavors in the insurance industry.  In these case studies it was clear how utilizing information technology, in conjunction with business expertise, could move business goals forward.   The same concepts can be applied to IT outsourcing.  A supportive upper level management can foster the necessary cultural readiness, as well as strategic directions, which combines business expertise and technology resources.  The example of Texas Health Resources (Stewart, 2001) application development outsourcing agreement with Healthcare.com, demonstrated the strong management participation in governance and steering committees.  These two mechanisms were keys to the company’s successful ITO.

Management support has always been a key element of reducing resistance to change in IS management (Keen, 1981), so it is not surprising that this component be essential to the overall IT outsourcing model.  Based on the presence of management support in current and classic IS literature, it certainly needed to be a component of the basic model.  In addition to the recent work by Carmel and Agarwal (2002), management support was evident in classis literature like Clemens and Row (1991) study on Rosenthal Travel.  In this case, it was management support and vision that continually allowed an organization to make technology and systems decisions which enhanced the business, fostered differentiation, and ultimately competitive advantage.  

Recent industry publications citing companies like Texas Health Resources (Stewart, 2001) and Amtrak (George, 2002) demonstrated how management involvement positively impacts outsourcing success.  Texas Health Resource’s CIO incorporated steering committees, formalized processes, and a concern for effects on employees as enablers to success (Stewart, 2001).  Amtrak (George, 2002) cited management support as the impetus behind successful renegotiation of contracts with IBM a well as placing accountability for innovation in the hands of their vendor, IBM.   

Based on industry examples, and many of the referenced literature, management support is a key element to managing successful IT outsourcing and reducing resistance to change. 

Culture
The IT outsourcing literature recognize organizational maturity and cultural acceptance as key success factors (Zwass 2003, Carmel and Agarwal 2002, Khan, et al. 2003, Delmonte and McCarthy 2003, Sakaguchi and Raghavan 2003, El Sawy, Malhotra, Gosain and Young 1999, Davison 2004). Inclusive in these components were communication (written and verbal), work schedules, as well as political and social issues. 

Delmonte and McCarthy’s (2003) work provided much support for organizational maturity and cultural readiness in terms of  related risk factors such as language, cultural, communication as well as political.   Carmel and Agarwal (2002) created categories expressing the stages of “outsourcing” maturity organizations that can exist in e.g. Bystander, Experimenter, Proactive Cost and Proactive Strategic. Furthermore, they  (2002) described the challenges of offshore outsourcing centered around cultural differences e.g. time zone, communication, and work hours, domain knowledge, telecommunications infrastructure and security of data.  More recently, CIO magazine published a report by the Meta Group (Davison, 2004) outlining some of the pitfalls of IT outsourcing.  Culture was an issue highlighted as one which required immediate attention.  CIO magazine notes that many vendors must train their employees on language accents, differences in religion and social activities (Davison, 2004).  Davison (2004) warned CIOs not to assume that cultural education is trivial.

Khan et. al’s (2003) study of 13 Indian firms identified cultural differences as one of the key risk factors in IT outsourcing success, specifically pointing out the concerns about licensing and trade policies.   Delmonte and McCarthy (2003) also supported the notion that culture might be a key barrier. Carmel and Agarwal (2002) advised for training both the vendor and outsourcer organizations to overcome cultural barriers.  Carmel and Agarwal (2002) discussed the need for knowing the political state of offshore outsourcers as well.   Davison’s Meta report advised CIOs and other management to ensure their vendors are capable of understanding industry specific government requirements (e.g. Sarbanes Oxley or U.S. Patriot Act) (Davison, 2004).   

Lehman Brothers (Massaro, 2003) implemented an ITO plan of 100 applications as well as other back office functions, with offshore Indian vendors like Wipro, TCS and Infosys.  During implementation, they addressed the cultural aspects of their endeavor, communications and cultural differences in working offshore.  Charlie Cortese, Managing Director & Head of Outsourcing at Lehman Brothers indicated that communications of target dates and timelines needed more specificity with their offshore vendors due to the non-confrontational cultural nature (Massaro, 2003).   Cortese noted that it was difficult to distinguish whether their outsourcing partners were truly making commitments for, versus saying “yes” to “be polite and agree” (Massaro, 2003).  Lehman Brothers also reported about their specific efforts on training accents and phraseology for their Indian outsourcing partners.

For all of these important challenges, organizational maturity and cultural readiness are a key part of the strategic management of IT outsourcing.   Especially when considering offshore outsourcers, cultural differences are a key variable to be addressed.

Infrastructure

A discussion regarding success factors would not be complete without discussing infrastructure dependencies.   Numerous authors highlight the need for a sound, stable and integrated technological infrastructure.  Medjahed, Benatallah , Bouguettaya , Ngu , and Elmagarmid  (2003) focused on the infrastructure elements basic to the foundation for B2B interactions.   First the ability to define, manage and integrate business process, for example an Enterprise Resource Programs.   Second, to have standards in format, communications, business process conversations, and security.  Lastly, Medjahed et al. discussed the major technologies (e.g. EDI, OBI, XML), and the importance of interoperability and integration of internal and external applications, or between data and applications, must be addressed and managed. 

Furthermore, Weill and Vitale (2002) reported on key infrastructure capabilities necessary for e-business models, which also can be applied to IT outsourcing.  Weill and Vitale (2002) discussed the importance of “increased cooperation” and “externality” which are essential to a successful infrastructure.  For the purposes of this basic model, the elements identified by Medjahed et al. (2003) and Weill and Vitale (2002), were included as critical components.

The examples of Hasbro Far East (Chung, Yam , and Chan , 2003) and the government of Falls Church, VA (Communication News, 2004) provided good insight to the importance of infrastructure.  Hasbro Far East created an entirely new network business model to support the collaboration and strategic partnership with their global suppliers.  This infrastructure directly supported the supply chain management process and B2B relationships the toy company was reliant upon (Chung et al., 2003).  In the case of Falls Church, VA (Communication News, 2004) the government choose Reliable Integration Services to create a better network and management of their own infrastructure.  The main purpose was to allow Falls Church to focus on their mission of “government” and allow a technology partner to support the infrastructure (Anonymous, 2004). 

The literature discussed in this section demonstrates the fundamental importance of the physical infrastructure needed to support relationships between businesses and their outsourcing partners. 

Contracts
Contracts are necessary to define roles, responsibilities, requirements, as well as ongoing performance measurements.  However, in a true strategic partnership they will never be “complete”.    Ross and Westerman’s (2004) reported about “on-demand” computing and relationship management.  They agreed that the contract cannot predict all the changes and future needs that lie ahead.  The point being, that the “relationship” must be stronger and more strategic than the contract, much like a marriage.  

Utilizing the transaction cost theories, many authors show how the contract is dependent upon these key areas: asset specificity, measurements, and the frequency of the transactions (Aubert, Houde, Patry, and Rivard, 2003).  Aubert et al. (2003) surveyed 200 Canadian firms to test their theories, proving that high uncertainty and lesser abilities to measure lead to incomplete contracts.  Both Byson and Sullivan (2003), and Beulen and Ribbers (2003) reported that the consequence to such incompleteness will be, of course, negative impacts.  Aubert et.al. (2003) and Byson and Sullivan (2003) also discussed the need for safeguards, incentives, or contingencies to be written into contracts to reduce risks.  

Kern and Willcocks (2000) warned of potential problems where service level agreements do not show whether the customer was satisfied or not.  This leads to a misperception that goals are being met.  Therefore, according to Kern and Willcocks (2000), the suppliers need to understand the business, communicate honestly with key contact people and become vertically integrated in the client organization.

There are many industry examples demonstrating the critical importance of contracts as well as recommendations on the components of a successful contract.  NRG Victory (Tyler, 1997) cited the importance of flexible contracts and SLAs.  When NRG Victory transferred its mainframe workload to IBM, its contracts focused on high quality, flexible SLAs, and protection for key staff and knowledge.   Solutions Engineering (Ferranti, 2004a) also choose to have their offshore contracts focus on intellectual property, as well as service level requirements.   The importance of contracts was cited by CGI, Inc. (Downey, 2002) and Group One Software (Ferranti, 2004b).  CGI, Inc. specifically advised businesses not to set prices within the contract before it realizes what is needed.  Additionally, in CGI Inc.’s experience, clearly defined scopes and a focus on results, not penalties, are key (Downey, 2002).   Group One Software (Ferranti, 2004b) had to pull some of its outsourcing arrangements due to poor deliverables and knows that “no one contract fits all”.   Based on Group One Software’s experience, businesses should use contracts to outline payments at delivery, as well as code reviews on a regular basis. 

What is interesting in all of the literature, is that despite such attention given to contracts, many of the IT outsourcing arrangements fall short of their expectations.  The literature points to risk factors such as “mismatched resources”, lack of clear definitions, as well as in accurate measurements as potential reasons for failure.  Based upon the frequency and currency of the recent literature on outsourcing contracts, it was evident this formality still required its own place in our basic model.

Strategic Partnership
A strategic partnership is defined as the collaborative efforts of both a vendor and client in the attainment of a mutually beneficial goal. The notion of a “strategic partner” extends beyond the supplier/client operational relationship. With regard to IT outsourcing, the maintenance of a strategic partnership extends relationship (or vendor) management behind a “fee for service”.  A strategic partnership, is now an important criteria in the motivation to outsource as well as the management of the outsourcing.  The traditional motivator of IT outsourcing, that is cost reduction, is no longer a valid long term strategy (Smith and McKeen, 2004).   The new goals of IT outsourcing include: on demand and utility computing, agility, time to market, creativity, and strategic solution building  (Kimzey and  Kurokawa 2002, Ross and Westerman, 2004).   

Kern and Willcocks (2000) demonstrated how the client supplier relationship could be enhanced by several characteristics.  The first characteristic was a keen knowledge that a client has about the supplier’s business.  Second, was the commitment to high customer satisfaction.  Third was the longevity of the common objectives.  The attainment of a superior client/supplier relationship was described as “embeddedness”, which allowed suppliers (or vendors) to share business objectives, develop closer bonds, and foster better integration (Kern and Willcocks, 2000).  Kern and Willcocks (2002) further suggested that high integration and “embeddedness” in the relationship can be attained through the proper establishment of management infrastructure, a supplier account team, and post management support.   In addition, Kern and Willcocks (2002) identified clear interaction traits which lead to success, namely:  timeliness, value, regularity, content and flexibility.  

To understand the importance of a strategic partnership, many authors evaluate the conventional drivers for outsourcing decisions and compare them to the needs of current and future businesses.  Chen and Soliman (2002) explored other value factors: asset specificity, internal expertise, maturity of technology, and the value chain.  Chen and Soliman (2002) showed that the outsourcing relationship progressed from “support and reliance” to “alignment and alliance”, much like other authors have described the outsourcing maturity.  The IT outsourcing relationship hence becomes a strategic alliance and not just a fee for service.  

In Lee and Kim’s 2003 field study of 36 organizations in Korea, mutual benefit was found to be the most important determinant of maximum benefits to both the vendor and client (Lee and Kim, 2003).  Lee and Kim (2003) noted that the relationship becomes a dynamic one with “continual change”.  

More recently, Kaiser and Hawk (2004) defined perhaps the most mature phase of such a partnership in the term “co-sourcing”.  Co-sourcing is the close vendor and client collaboration such that the vendor can augment the client’s IT competencies (Kaiser and Hawk, 2004).  Kaiser and Hawk (2004) radically looked at co-sourcing beyond a “meshing of competencies” into a relationship where personnel substitutions are a norm.   Ross and Westerman (2004) supported this relationship as well, by suggesting that the combination of internal and outsourcing capabilities will provide the organization with optimal agility, a “plug n play” organization. 

It was evident in many reported industry examples, that a strategic partnership was an invaluable part of a long term successful relationship.  U.S. based CTG (Epstein, 2004) maintained a strategic partnership with the offshore development firm Polaris Software Labs in India.  It did so in an effort to manage outsourcing projects for mid sized US/EU banking and insurance companies.  The US/EU companies benefited from handing the responsibility of managing cultural and other ITO issues to CTG.  University Health Network (Anderson, 2004) placed emphasis on building the “trusted” relationship between client and vendors.  They found successful factors to include strategic priorities, communications, and teams with joint membership.  Their long standing relationship with outsourcing partner Hewlett Packard attests to their success.   University Health Network outsourced electronic mail, the help desk, desktop and network management support to Hewlett Packard since 1998.  As mentioned previously, Xcel Energy (Havenstein, 2005) fostered partnerships continually through transforming their business through the use of strategic advisory board of vendors, partners and internal management.  Lehman Brothers (Massaro, 2003) sought good relationships through a 6 month “courtship” evaluating vendors for specific types of projects.  The results were a 40% savings in costs, better quality, and quicker time to market (Massaro, 2003).   Specifically, Lehman Brothers outsourced 100 applications, call center functions, back office and corporate functions to multiple vendors including Wipro, TCS, and Infosys.
In light of the current literature focusing on the more “strategic” versus “tactical” approaches to IT outsourcing, it was clear that the achievement of a mutually beneficial relationship should remain within the basic model.

Governance Committees  

Very much in support of business alignment is the use of governance committees as a way to ensure IT decisions are in support of business strategies and approved by key decision makers in the organization.  Weill’s (2004) recent article “Don’t Just Lead, Govern” studied over 250 enterprises in 23 countries, linking governance positively to re-inforcing performance goals and other “enterprise assets and desired behaviors”. Although Weill’s study was not specific to IT outsourcing, the point is very clear.  IT governance ensures IT value through correct decision making, accountability, and encouraging the “right” behaviors through IT.  The trait is clearly transferable to IT outsourcing.

More specific to IT outsourcing was the work by Flannery and Heckathorn (2003) in building their business case for outsourcing.  Flannery and Heckathorn (2003) stressed the need for both tactical and strategic committees to govern decisions on IT outsourcing.  This recommendation was added to the model as it is a key to ensuring IT outsourcing engagements are evaluated and monitored properly.   This critical component was not present in all of the literature, yet clearly deserved more attention for ongoing IT outsourcing engagements to remain successful and future research.

Governance was one of the most frequent reported success factors in much of the industry literature.  Many of these citations were addressed in other components, such as strategic partnership and management support.  As mentioned earlier, Lehman Brothers (Massaro, 2003) utilized steering committees and strategic advisory boards in managing their ITO.  Texas Health Resources (Stewart, 2001) reported successful transitions through the use of governance through steering committees and formalized processes.   Texas Health Resources outsourced application development to Healthcare.com.  Group One Software (Ferranti, 2004b) put in place executive approvals for outsourced projects greater than $100K.  As another governance mechanism, Group One Software specified code reviews and payment upon delivery in their contracts.  Some companies utilize global insourcing as a method of employing governance as well.  Otis Elevators (Rao, 2004) was one such example.  Through global insourcing, Otis Elevators benefited from better controls over intellectual property and domain knowledge. 

Justifying the Basic Model

It is important to note, that the components of the basic model, might be used in varying degrees e.g. low, medium, high depending upon the current conditions and business environment.  Clearly this is a limitation of this current research, but can be addressed in future empirical studies.  The components (Table 2 and Figure 1) of the basic model are considerations for management, but are not intended to make the progress of an effort thwarted by bureaucracy.

Alignment to business strategy was evident in every article, and when further expanded through the use of our model, should ensure IT outsourcing is truly a strategic partnership.  An infrastructure evaluation will include hardware, software and network capabilities. Interoperability and integration assessments can prevent unnecessary inconsistencies and foster smoother transitions.  Cultural readiness must address maturity for both parties, organizational and vendor issues like time zones and work hours to the political environment.  Strategic partnerships, which address customer relationship management, must also include vendor management and the building of strategic coalitions.  Management support will always be critical to success, not only for momentum of implementation, but as a source of vision and innovation.  Lastly, and no less important, the use of governance committees should not only be in place for the decision making process tactical, but also to monitor measurements of success and determine additional strategic directions strategic.   

Future Research and Methodology

Future research is planned to validate the proposed basic model for IT outsourcing.  We will utilize a meta-analysis of secondary data found in industry and trade publications.  This methodology will validate or eliminate the components proposed in the model.   A meta-analysis of this nature will evaluate industry sources of reported companies’ success, or failure, factors with IT outsourcing.   

A meta-data analysis methodology was used by Fjermestad and Hiltz (1999-2000) in their assessment of empirical research on Group Support Systems (GSS).  Their literature review consisted of 200 empirical case studies, found in refereed journal and conference proceedings (excluding chapter books).  Adherence to strict conditions for article inclusion was a key to their successful research evaluation and analysis.  Such conditions included subject matter, publication date (e.g. prior to 2000), and articles written in English.  Additionally, Fjermestad and Hiltz (1999-2000) classified journals and conferences by year, type, and count thereby providing an understanding of the sample meta-data. The empirical case studies were then evaluated based upon a theoretical integrated framework applicable to GSS.  In this example, the framework components included: contextual or independent variables; intervening variables; group adaptation processes; and outcomes.  This type of analysis would apply well to the proposed basic model for IT outsourcing.  

Another example meta-data analysis of current empirical research is by Romano and Fjermestad (2001-2002) on the topic of electronic commerce customer relationship management (eCRM).  The authors conducted an exhaustive literature analysis of all articles about eCRM in IS research that were available at the time of their study.  A total of 400 articles were evaluated.  The articles were identified, analyzed, classified, coded, and recorded.  Much like the approach used Fjermestad and Hiltz (1999-2000), Romano and Fjermestad (2001-2002) described their procedures of: publication selection, article classification framework, article inclusion/exclusion procedure, and article classification.  Additionally, their research included conference proceedings to ensure the most recent research was analyzed.  Journal articles often do not get published until a few years after the research is completed, therefore conference proceedings were a good source of the most current, but not yet published, research. Their strategy provided an “unbiased set” of all the available articles on eCRM.   

Future research using meta-data to validate the basic IT outsourcing model will focus on industry and trade publications.  A sample search of such data from Business Source Premier between the years 1989 and 2005 on the terms “information technology outsourcing” yielded close to 20,000 hits.  It is proposed that the number of articles on the topic of IT outsourcing will be in the 200 range.  Our intent will be to identify and record data on company reference, industry, year, and publication.   Each data point, or company, will be evaluated based upon the seven proposed components of the basic model for IT outsourcing.  Data will only be included if it specifically cites a real life company example of IT outsourcing.  The intent is to align our proposed model to real industry examples.  Such an analysis would be supported by design-science research advocates of Hevner, March, Park, and Ram (2005).   Hevner et al. (2005) showed that design-science applied to IS research is valuable in proving IS theory’s applicability in the real world.  “In the design-science paradigm, knowledge and understanding of a problem domain and its solution are achieved in the building and application of the designed artifact” (Hevner et al., 2005).  Our future research will seek to employ the guidelines of design-science in conjunction with our meta-data analysis.

Contributions of the Basic Model
The main contribution from this research is to provide IT managers with a basic model for the management of IT outsourcing.  The model also provides managers with an understanding of the skills and staff necessary for the continued success of IT outsourcing.    Through the governance committees, IT managers can continually review the checklist and identify gaps. Lastly, this basic model intends to place “strategy” as the underlying goal of IT outsourcing. 

To summarize, the contributions to the Information Systems Management field as a result of this research include: 

· A basic model for successful Information Technology outsourcing.  It is predicated that each component can exist, perhaps in varying degrees, based upon the situation.  

· Identification of key IS management and staff skills necessary to successfully manage IT partners, as more IT responsibilities are moved outside of organizations.

· Academic reference for IS and Management majors to understand the dynamic and complex IT environments in which students will be entering.   This contribution will be most evident when the model or framework is validated with the proposed meta-data analysis.   The literature review will provide an academic basis of learning for students in IS or management of IS.
Conclusions 

The research in this paper is limited in several ways: 

· Measures of success vary across the literature examined. 

· The model does not address how the components might be affected by differences between offshore and near shore outsourcings.  

· The model does not address the type of IS/IT outsourcing (e.g. application versus infrastructure.)

· Due to restrictions in access of current industry research (e.g. Gartner studies), there is some empirical data that could not be examined for the benefit of this paper.   

Knowing the conditions of success, location of outsourcing firm, and type of transactions being outsourced will clarify the degree of usage for each component.  It is recommended that future empirical research be conducted, such that a measure of success can be realized.  We shall borrow the definition of a successful outsourcing engagement from Lee and Kim (2003) whereby strategic, economic and technology (e.g. IT competency) benefits have been achieved.  This success could be quantitatively measured through business and user satisfaction (Lee and Kim, 2003).  As discussed above, future research will include meta-data analysis to provide additional guidance on the use of the basic model.  Such an evaluation would validate the usefulness and practicality of the proposed model.     

The research of IT outsourcing and strategic management literature provided a collection of success factors that had not existed in one document before.  Each component could be used depending upon the nature of the IT outsourcing partnership and the maturity of the organization.  The components of the proposed model are not distinguished by “offshore” or “onshore” outsourcing, and that is purposeful.  The proposed model fits together and is meant to apply to either case.  Although the reader might be left with questions about what are the discretionary components, current practitioners can utilize the model as a checklist of considerations, ensuring that they have included all that is needed.   
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	Table 1

Outsourcing Definitions

	Author
	Outsourcing definition

	Loh and Venkataman (1992)
	The significant contribution of external suppliers in the physical and/or

human resources associated with the entire or specific component of the IT infrastructure in the user organization.

	Chaudhury, Nam  and Rao (1995) 
	Outsourcing is defined as the contracting of various information systems functions such as managing of data centers, operations, hardware support, software maintenance, network, and even application development to outside service providers.

	Lacity and Willcocks (1998), Willcocks, Fitzgerald and Feeny (1995)
	Outsourcing occurs when third party vendors are responsible for managing the Information Technology components on behalf of their clients.  IT Outsourcing means handing over the management of some or all of an organization’s information technology (IT), systems (IS) and related services to a third party.  

	Carmel and Agarwal (2002)
	Offshore sourcing includes both offshore outsourcing to a third-party provider as well as offshore in sourcing to an internal group within a global corporation.

	Kern and Willcocks (2002)


	Information technology (IT) outsourcing describes a process whereby an organization decides to contract-out or sell the firm’s IT assets, people and/or activities to a third party supplier, who in exchange provides and manages these assets and services for an agreed fee over an agreed time period.

	Aubert , Houde, Patry, and Rivard (2003)

	Outsourcing is the handover of an activity to an external supplier. It is an alternative to internal production.


	Table 2

Model Factors and Sources 

	Factor Definition
	Sources/Current Models and Frameworks

	Alignment to Business Strategy

The mapping of outsourcing decisions to business strategy.  Ensuring that IT aligns with strategies.  Business strategies can be re-defined, re-thought, and perhaps re-engineered with an understanding of the opportunities of IT.  Decoupling of processes and business abstraction
	· Medjahed, et al., 2003

· El Sawy, et al., 1999

· Ba, et al., 2001

· Zwass 2003 

· Carmel, 2002

· Ross and Westerman, 2004

· Kohli and Devaraj 2004 
· Hefner 2003
· Luftman and McLean 2004


	Management Support 

Includes not only management support of decisions on outsourcing, but also management communication to the organization with truthful and valuable information to the “masses”.   Addresses resistance.  Includes the vision for technology possibilities as well as supporting continual innovation for positive organizational transformations.


	· Carmel, 2002

· Ba, et al., 2001

· Clemons and Row, 1991

· Keen, 1981

	Culture

Cultural readiness by both the organization and proposed vendors.   Addresses issues of trade policies, tax, licenses, etc. 

Ensure proper communication among the partners.  Evaluate political climates where appropriate.
	· Zwass 2003

· Carmel 2002

· Khan, et al. 2003

· Delmonte and McCarthy 2003

· Sakaguchi and Raghavan, 2003

· El Sawy et al. 1999

· Davison 2004


	Infrastructure

The technical environment which must be in place for a successful IT engagement.  This includes network, hardware and software.  A solid infrastructure must address interoperability and integration of multiple components.

Technology standards and scalability are key elements to an effective infrastructure.  Also includes domain knowledge.


	· Zwass, 2003

· Khan et al.,  2003

· Sakaguchi and Raghavan, 2003 
· Medjahed et al., 2003
· Weill and Vitale, 2002



	Contracts

A formal document of the goals, requirements and commitments for the relationship.   The contract should include clear requirements and deliverables. 

Measurements and standards should be defined in the contract.    Interactions between the parties should be defined.  Understanding core competencies, goals, for all partners and a firm understanding that all parties share in the risk/benefit.


	· Khan, et al. 2003

· Delmonte and McCarthy, 2003

· Lee et al., 2003

· Aubert, Houde, Patry, and Rivard, 2003  
· Byson and Sullivan 2003

	Strategic Partnership 

The ability to form and maintain partnerships both internal and external to the organization.  Includes fostering the critical key relationships between IS management and Business leaders, as well as between the CEO and CIO/CTO.  Includes Customer Relationship Management as well as Vendor Management.  Includes the ability to form collaborative teams.  Requires flexibility, communications timeliness and mutually beneficial relationships.


	· Zwass 2003

· Lee, et al., 2003

· Rogers 2001

· Kern and Willcocks, 2000

· Sharma, et. al 2002

· Ross and Westerman, 2004

· Kaiser and Hawk 2004
· Lee and Kim 2003

	Governance Committees

Both tactical and strategic to determine which IT functions should be outsourced and to whom, as well as ongoing monitoring of expectations.   Includes risk analysis.  Includes security, privacy, and costs analyses.


	· Flannery and Heckathorn, 2003

· Ba, et al.,  2001

· Delmonte and McCarthy, 2003

· Sakaguchi and Raghavan, 2003

· Weill 2004
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