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Global Services Outsourcing

Services outsourcing is an increasingly attractive option for firms seeking to reduce
costs and achieve service improvements. Many organisations now choose to transfer
responsibility for entire functions such as human resources, finance and information
technology services to both local and global vendors. Yet outsourcing such functions

is a complex process, one that is driven by factors that transcend cost considerations
alone. Issues such as service design, unbundling processes, managing work across
different cultures and time zones, and business process redesign have all become
important elements of managing services outsourcing arrangements. This book uses
tools and techniques from a variety of disciplines to show how to plan, implement and
manage services outsourcing arrangements successfully. Based on in-depth analysis of
large-scale outsourcing arrangements across a wide range of sectors, this is an excellent
resource for both academics and practitioners who wish to understand more about this

complex phenomenon.

RONAN MCIVOR is Professor of Operations Management at the University of Ulster.
He has carried out extensive research in the area of outsourcing and supply chain
management. He is the author of a number of books, including The Outsourcing

Process: Strategies for Evaluation and Management (Cambridge University Press, 2005).

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing
Ronan Mclvor

Frontmatter

More Information

GLOBAL SERVICES
OUTSOURCING

Ronan Mclvor

CAMBRIDGE
UNIVERSITY PRESS

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing
Ronan Mclvor

Frontmatter

More Information

CAMBRIDGE

UNIVERSITY PRESS

University Printing House, Cambridge CB2 8BS, United Kingdom

One Liberty Plaza, 20th Floor, New York, NY 10006, USA

477 Williamstown Road, Port Melbourne, VIC 3207, Australia

314-321, 3rd Floor, Plot 3, Splendor Forum, Jasola District Centre, New Delhi - 110025, India
103 Penang Road, #05-06/07, Visioncrest Commercial, Singapore 238467

Cambridge University Press is part of the University of Cambridge.

It furthers the University’s mission by disseminating knowledge in the pursuit of
education, learning and research at the highest international levels of excellence.

www.cambridge.org
Information on this title: www.cambridge.org/9780521765466

© Ronan Mclvor 2010

This publication is in copyright. Subject to statutory exception
and to the provisions of relevant collective licensing agreements,
no reproduction of any part may take place without the written
permission of Cambridge University Press.

First published 2010
A catalogue record for this publication is available from the British Library
ISBN 978-0-521-76546-6 Hardback

Cambridge University Press has no responsibility for the persistence or
accuracy of URLs for external or third-party internet websites referred to in
this publication, and does not guarantee that any content on such websites is,
or will remain, accurate or appropriate.

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing
Ronan Mclvor

Frontmatter

More Information

Contents

List of figures page viii

List of tables ix

List of illustrations xi

Acknowledgements xiii

1 Introduction 1
I

2 Global services outsourcing overview 7
I

2.1 Introduction 7

2.2 The services revolution 7

2.3 Services outsourcing 10

2.4 Types of services outsourcing arrangements 13

2.5 Stages in the services outsourcing process 16

2.6 Drivers of services outsourcing 17

2.7 The arguments for services outsourcing 28

2.8 The arguments against services outsourcing 30

2.9 Influences on the mobility of service processes 31

2.10 How service characteristics create outsourcing challenges 36

2.11 Summary implications 40

3 Making the services outsourcing decision 45
I

3.1 Introduction 45

3.2 Transaction cost economics and the resource-based view 46

3.3 The logic of integrating transaction cost economics

and the resource-based view 48

3.4 An overview of the outsourcing methodology 48

3.5 The sourcing strategies 56

3.6 The outsourcing relationship 66

3.7 Summary implications 76

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing
Ronan Mclvor

Frontmatter

More Information

vi Contents

4 Location and sourcing model choice in
global services outsourcing

I
4.1 Introduction
4.2 Location choice
4.3 Sourcing model choice
4.4 How service attributes influence sourcing model choice
4.5 Strategies for disaggregating services
4.6 Summary implications

5 Managing global services outsourcing
arrangements

I
5.1 Introduction
5.2 Software development outsourcing
5.3 Strategies for managing global software development
outsourcing projects
5.4 Pre-contractual strategies
5.5 Post-contractual strategies
5.6 Summary implications

6 Creating shared services arrangements

I
6.1 Introduction
6.2 Structured project management approach
6.3 Business case development
6.4 Vendor engagement
6.5 Contracting
6.6 Change management
6.7 Stakeholder management
6.8 Business process redesign
6.9 Strategic partnership development
6.10 Summary implications

7 Services outsourcing and performance
management

I
7.1 Introduction
7.2 Services outsourcing and performance management
7.3 Integrating performance management into the
outsourcing process

79

79
80
92
98
104
109

114

114
115

117
119
125
145

149

149
154
156
159
161
167
169
175
177
178

182

182
183

186

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing

Ronan Mclvor
Frontmatter
More Information

vii

Contents

7.4 Challenges and benefits of performance management in the

outsourcing process 209
7.5 Summary implications 210
Services outsourcing and the spin-off
arrangement 214
8.1 Introduction 214
8.2 Background to the spin-off 218
8.3 Motives for establishing the spin-off arrangement 219
8.4 The structure of the spin-off arrangement 220
8.5 The development of the spin-off arrangement 222
8.6 Difficulties in the spin-off arrangement 224
8.7 Relationship difficulties 226
8.8 The turnround strategy 227
8.9 Summary implications 234
Learning from failure and strategies for
recovery in business process outsourcing 239
9.1 Introduction 239
9.2 Business process outsourcing: a case of failure 240
9.3 Strategies for recovery 248
9.4 Effective sourcing strategy 248
9.5 Business process analysis and redesign 253
9.6 Knowledge management 255
9.7 Employing contracting and collaboration as complements 261
9.8 Summary implications 263
Conclusion 267
10.1 Introduction 267
10.2 Challenges of services outsourcing 267
10.3 Key aspects of effective services outsourcing 270
Glossary 276
Index 281

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing
Ronan Mclvor

Frontmatter

More Information

Figures
2.1 Categories of business services page 8
2.2 The relationship between competitive advantage and

increasing vendor capabilities in BPO 11
2.3 Typology of sourcing configurations 14
2.4 Shared services arrangement 15
2.5 Cross-functional process examples 20
2.6 How ICTs drive outsourcing in radiology services 22
2.7 Influences on the mobility of service processes 35
3.1 How capability attributes influence outsourcing 47
3.2 The sourcing strategies 49

3.3 Complementary and contradictory prescriptions of
transaction cost economics and the resource-based

view in outsourcing decisions 75
4.1 Summary of sourcing models 92
42 Knowledge intensity spectrum for financial services 104
4.3 Contacts in equity analysis 108
5.1 Software development outsourcing phases 115
5.2 The funnel interface structure 126
5.3 The mirrored design interface structure 127
6.1 Stages in creating outsourced shared services arrangements 154
6.2  Structure of the new HR arrangement 166
6.3  Stakeholder power/interest matrix 171
6.4 Key stakeholder category communication approach 175
7.1 Integrating performance management into the

outsourcing process 187
7.2 Sample workflow chart for the mortgages process 194
7.3 Mortgage processing analysis summary 196
7.4 Benchmarking at the strategic, operational and

sub-process levels 198
9.1 Structure of the BPO arrangement 241
9.2 Poorly understood and informal interdependencies 242
9.3  Sample order entry workflow map 254
9.4 Knowledge management strategy 258

viii

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing
Ronan Mclvor

Frontmatter

More Information

ix

Tables

2.1
2.2
2.3

3.1

Examples of process deficiencies

Typical outsourced service processes

The impact of product and service characteristics
on outsourcing

Contribution to competitive advantage factors

3.2 Relative capability position factors
3.3 Opportunism potential factors
34

3.5
3.6

Indicators of difficulties of replicating a superior
performance position

Transaction cost variables and the outsourcing relationships
How location factors impact transaction costs

4.1 Summary of location factors

4.2 The relationship between culture, language and
geographic distance and the location distance option

4.3 Sources and impacts of political risk

4.4 Sample of knowledge-intensive processes

4.5 Impact of information technology on disaggregating
service processes

5.1 Risk factors in offshore software development outsourcing

5.2 Key elements of global contracts

5.3 Key activities in the CMM

5.4 Communication media and global software teams

5.5 Activities for supporting socialisation

5.6 Strategies for overcoming the challenges of time zone
differences

6.1 Technical and organisational motivations

6.2 Business issues and performance impacts

6.3 Project objectives

6.4 Key benefits messages to line managers

7.1 Mortgage processing cost analysis

7.2 Key performance indicators for debit in-clearing

sub-process

page 9
19

38
50
53
55

63
71
72
82

86
88
103

110
118
124
129
131
134

145
152
157
158
174
190

204

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

CAMBRIDGE

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing

Ronan Mclvor
Frontmatter
More Information

_ List of tables

8.1
9.1

9.2
9.3

Departments and staff breakdowns

How problems in the BPO arrangement impacted
transaction costs

Twelve vendor capabilities

How continuous improvement tools can reduce
transaction costs in BPO

221

244
251

265

@© in this web service Cambridge University Press & Assessment

www.cambridge.org


www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing

Ronan Mclvor
Frontmatter
More Information

lllustrations
2.1 A brief historical perspective on outsourcing page 11
2.2 The business process perspective 19
2.3 Economic arguments for and against global services

outsourcing 23
2.4 Specialisation and the vendor advantage 28
2.5 The mobility of information technology services in the

global economy 36
3.1 Process improvement at an insurance company 57
3.2 How outsourcing improves internal performance 59
3.3 Protecting and building knowledge through insourcing 60
3.4 Reducing opportunism potential via process redesign 64
3.5 Fundamentals of contracting 66
3.6 Relational contracting in logistics services outsourcing 69
3.7 Critical aspects of transaction cost economics and the

resource-based view in outsourcing decisions 73
4.1 Leveraging the innovation potential of a location 90
4.2 Theoretical perspectives on global services outsourcing 96
4.3 Legal services offshoring 101
4.4 The limits of modularity in equity analysis in financial

services outsourcing 107
5.1 The Capability Maturity Model 128
5.2 Creating socialisation in global software development

projects 132
5.3 How Tata Consultancy Services manages knowledge 136
5.4 How Indian software vendors compete on capabilities 142
6.1 Enterprise systems 151
6.2 Service level agreements and outsourcing 161
6.3 Stakeholder management 170
7.1 Cost analysis in outsourcing 188
7.2 Process analysis in outsourcing 193
7.3 Benchmarking and outsourcing 197
7.4  Performance management and outsourcing implementation 202

xi

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing

Ronan Mclvor
Frontmatter
More Information

Xii List of illustrations

7.5 Performance management and managing the outsourcing
relationship

8.1 Transforming back-office performance through
spin-off arrangements

8.2 Six Sigma

8.3 Theoretical perspectives on outsourcing and the
spin-off arrangement

9.1 The influence of process interdependence and
complexity in BPO

9.2 Causes of outsourcing failure

9.3 Vendor capability analysis in BPO

9.4 Transitioning in BPO

9.5 Knowledge management and outsourcing

207

216
229

232

242
245
250
255
259

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

Cambridge University Press & Assessment
978-0-521-76546-6 — Global Services Outsourcing

Ronan Mclvor
Frontmatter
More Information

Acknowledgements

I would like to thank the many people who have helped in the writing of
this book. A significant part of the book is based on in-depth analysis of
services outsourcing in a range of organisations. This analysis involved car-
rying out interviews with a range of individuals in these organisations. I
would like to thank the individuals in these organisations who facilitated the
interviews and who participated in the interview process. These interviews
were an important influence on the structure and analysis presented in the
book. I would also like to thank a number of colleagues who contributed
support to the book. In particular, I would like to thank Paul Humphreys,
Alan McKittrick and Tony Wall for their contribution to the collection and
analysis of data in the financial services organisation presented in Chapter 7.
Martina Gerbl provided valuable feedback on the structure and content of
certain chapters of the book. I would also like to thank the following col-
leagues for providing both direct and indirect support throughout the writ-
ing process: Paul Humphreys, Marie McHugh, Jim Bell and Liam Maguire.
I would like to thank those academics and researchers whose work I have
cited. Students at the University of Ulster provided valuable feedback on
various ideas and concepts in the book, and also contributed to its devel-
opment. Also, Paula Parish at Cambridge University Press provided helpful
advice on the structure of the book, and useful comments at various stages
in the writing process. The three anonymous reviewers of the proposal for
the book provided valuable guidance and suggestions for improvement.
Finally, I would like to thank my family, in particular Deirdre and Nathan,
who contributed support and encouragement throughout the preparation
of this book.

xiii

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9780521765466
www.cambridge.org

