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Abstract:

Managers in developed countries are increasingly interested in outsourcing as a potc
source of competitiveness and value creation. Outsourcing has also attracted more
attention in the complex field of New Service Development in order to simplify this
process. One of the most useful outsourcing activities in service sector is IT/IS
outsourcing. Despite the considerable growth of information system/technology
outsourcing in recent years, this trend is the object of strong criticism. In order to analyze
the customer — supplier relationship in IT/IS market, several subjects should be clarified.
This research is going to determine the customers perceived risks of IT/IS outsourcing
and also the rate of awareness about potential of IT/IS outsourcing while the customers
are Iranian Internet service providers (ISPs) and the suppliers are third parties who
provide different I'T/IS services for their customers. The research is performed through a
structured interview from 20% of ISPs managers in Tehran. The results show that the
concerns for any IT/IS outsourcing decision is mainly due to “An excessive dependence
on the provider”, “Security issues”, “Strategic alliance failure”, “Hidden costs in the
contract” and “Not achieving to desired customization”. While 93.3% of respondents are
aware at least from one advantage of I'T/IS outsourcing. The major advantages of IT/IS
outsourcing from ISP managers point of view were “Reducing/Controlling the general
cost”, “Overcoming lack of internal resources” , “Shortened time to market”, “Focus on
core competence”, “General risk reduction”, “Improving service quality” and “Strategic
repositioning”. Nevertheless, there were some characteristics of ISPs (mainly their size)
which determine their perceived risks and benefits.
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Chapter 1- Introduction

1.1. Introduction to B2B marketing

1.1.1. The nature of business markets

Let us start our analysis with the example of a single company that is thinking of buying a
major software package. This potential customer will try to evaluate the offerings of a
number of potential suppliers. Each is likely to be different from the others. Even if the
functionality of their software is similar, each may offer a different level of service, or
more immediate availability. These differences in offerings will occur because the
suppliers have different abilities, or want different types of customers, or want to gain
different things from each sale that they make. The customer will also evaluate the
suppliers themselves, as well as their offerings, to find out if they will tailor their
offerings to its particular requirements, or if they just provide the same to everyone.
Because the purchase is important, the customer will also want to check if the suppliers
are likely to be a source of future development and whether each supplier is likely to
“stand behind” its offer and sort out any problems that may arise. (Ford, 2002)

1.1.2. The Relationship

Managing customer relationship is important for the business marketers for at least two
reasons. First, making a single sale can involve considerable time and costs for both
customer and supplier, even before the sale takes place. In order to recover these costs,
both companies may have to deal with each other for a number of transactions over a
period of time.



Second, a business marketer may only have a few potential customers for its offerings
and the marketer may have no choice but to invest time and effort in these over the long
term. Even if a company has thousands of customers, a small minority may contribute the
majority of its sales or profit.

The importance of relationship leads to the third task of business marketing:

Task3 — The business marketer must select, build and manage his company’s
relationships throughout their life, rather than simply make sales, or run a territory.

1.1.3. Portfolios of relationships

No single relationship exists in isolation. Both supplier and customer will have other
customers and suppliers. Each relationship will differ in the problems it solves and the
contribution it makes to the customer and supplier that are involved. Some relationships
might be useful for both companies for the regular sale and purchase of standard
offerings. They will contribute to the supplier’s cash flow and to the basic operations of
the customer. They may account for a major portion of each company’s activities. These
relationships may be safe and reassuring, like a marriage. The fifth task of business
marketing is about managing portfolios:

Task 5- The business marketer must manage his portfolio of relationships as a totality,
according to the respective contributions of each one to its corporate success, the risk
that each _involves, the demands that each makes on his resources and the effects that
each has on his relationships.

1.1.4. The components of risk model

Based on the fifth task of B2B marketing, clients should manage the portfolio of their
relationship according to several items. One of these items includes the risk that each
partner involves. Therefore assessing the risk model plays a vital role in each client-
vendor relationship.

a. Nature of the risks:
1. Technical risk
2. Availability of products and services risk
3. Financial risks

4. Relationship risks

b. Type of risks:
1. Incurred risks

2. perceived risks

1.1.5 .The rise of information technology outsourcing (Background)

Information systems (IS) outsourcing can be defined as the significant contribution made
by external providers of physical and/or human resources, associated either with all
components or with IT infrastructure specific components in the user’s organization (Loh
and Venkatraman, 1992). Such a contribution is confined to a contractual agreement that
can even entail the assumption of managerial responsibilities linked with the provision of



information technology (IT) services by the supplier (Clark et al., 1995). [Using IT
infrastructure as an inseparable part of the most recent IS outsourcing contracts, has
guided us to use the concepts of IS outsourcing and IT outsourcing interchangeably].

Nowadays, it is the nature of outsourcing that has changed: while small firms frequently
resorted to these services seeking to obtain capacities that were internally unavailable or
impossible, at present, even the largest firms with mature IS/IT departments have
outsourced (Grover et al., 1994; Teng et al., 1995). What is more, whereas in the past
outsourcing was relegated to non-information-intensive sectors where the IS could not
play a central role in terms of firm competitiveness, nowadays it is possible to find
outsourcing agreements in high-information-content sectors (Alpar and Saharia, 1995;
Ang and Cummings, 1997; Hurst and Hanessian, 1995; Lonsdale and Cox, 2000;
McLellan et al., 1995).

IS/IT outsourcing has experienced a considerable growth in recent years, so much so that
some authors suggest we find ourselves in the outsourcing era (King, 2001).

Judging by the forecast figures offered by some computer market analysts, this growth
also seems to be guaranteed at least in the near future (The Yankee Group, 2003). It can
also be observed that these services are spreading geographically, from North America,
the UK and Australia to Western Europe, South America and some countries in South
East Asia, among them Japan (Moran, 1999). Besides, the scope and range of services
being outsourced are also growing (Currie, 1998), as is illustrated by the promotion of the
following:

®  Business process outsourcing (BPO), a relatively new concept that implies
combining IS outsourcing with support or consulting for the business functions
outsourcing refers to (Currie, 1998).

®  Applications service providers (ASP) (Smith, 2002) ASPs are third-party
service firms that deploy manage and remotely host software applications
through centrally located services under a rental or lease agreement — (Currie
and Seltsikas, 2001; Fulford and Love, 2004; Kearney, 2000; Yang and Huang,
2000).

®  Web and e-business outsourcing, where vendors are contracted to provide web-
based applications that enable a firm to enter the e-business era, is another
growing area within IS outsourcing (Hirschheim and Dibbern, 2002).

®  Global outsourcing: consists in developing software in foreign countries with
highly-trained computer staff and comparatively very low salaries. India is the
world’s leader in the field of global outsourcing (Chen and Lin, 1998; Heecks et
al., 2001).




1.2. Justification

The momentum for IT outsourcing is becoming almost unstoppable, and the stakes are
high. This appears to be an inevitable trend as user firms are increasingly viewing IT not
so much as a direct competitive weapon but rather a mere tool for enabling and
supporting core business activities. A successful IT outsourcing relationship can help the
outsourcing customer to achieve major benefits such as cost-savings, increased
flexibility, better quality of services and access to new technology. On the other hand, a
poorly assembled arrangement may turn out to be very costly to the outsourcing customer
in terms of higher than expected outsourcing bills, loss of control over quality and level
of services, compromised information security and poor staff morale. The potential
dangers are particularly acute for long-term outsourcing contracts. As the outsourcing
contract represents a key mechanism for ensuring a successful contractual relationship
between the vendor and the customer, it is important for management to be aware of the
main issues involved. Issues such as service level, transfer of assets, staffing, pricing and
payment, warranty and liability, dispute resolution mechanism, termination, intellectual
property matters, information security together with customers’ perceived risks and
advantages of IT outsourcing help up to gain a better understanding of these contractual
relationship issues. (Lee, 1996)

1.3. Research problem

One of the most important concepts in the filed of B2B industrial marketing and E-
commerce, is to know the buying behavior of the customers and model their decision
making process. The new service development process has a lot of complexities. These
complexities in new e-services can be simplified by the outsourcing decisions.

Managers in developed countries are increasingly interested in outsourcing as a potential
source of competitiveness and value creation. There has been a growing awareness of the
potential of outsourcing to support a range of strategies beyond that of lower cost (Leavy,
2004).

Nowadays, it is the nature of outsourcing that has changed: while small firms frequently
resorted to these services seeking to obtain capacities that were internally unavailable or
impossible, at present, even the largest firms with mature IS/IT departments have
outsourced (Grover et al., 1994; Teng et al., 1995).

As we mention in chapter 3, the internet service providers of Iran can be potential target
market for IT outsourcing (since they need to be a one-stop shopping service for their
strategic customers).

The main research problem is to find a better understanding about the ISP managers’
behaviour about IT/IS outsourcing contract decisions. We will present the research
questions in chapter 3.

1.4. The outline of thesis

This thesis is divided to five chapters listing as follows: Introduction, IT Outsourcing in
the Literature, Research Method, Data analysis, Discussion and conclusion.



In chapter one, we presented a brief introduction on the research area and stated the
research problem. In chapter two, we demonstrate the theories relevant to our research
problem. In chapter three, we start with another review of research problem, going on
with research questions and hypothesis and finally clarifying the research method. In
chapter four, we present the analysis of our empirical data answering the research
questions and testing hypothesizes. And the final chapter, chapter five makes a

conclusion of our study and a recommendation to further study and management (see
table 1.1).

Chapter one Introduction
Chapter two IT outsourcing in the literature

Chapter three Research Method

Chapter four Data analysis

Chapter five Discussion and conclusion

Table 1.1- Outline of the thesis



Chapter 2- IT outsourcing in literature

2-1- Introduction

Managers in developed countries are increasingly interested in outsourcing as potential
source of competitiveness and value creation. There has been a growing awareness of the
potential of outsourcing to support a range of strategies beyond that of lower cost (Leavy,
2004). The term “outsourcing” appeared not long ago, in the 1990s (Tayntor, 2001).
However, externally contracted computer services are nothing new. Shared-time services,
for example, were a common practice in firms during the 1960s and 1970s (Grover and
Teng, 1993, p. 34; Ketler and Walstrom, 1993).

Outsourcing - as a key solution - has attracted more attention in the complex field of New
Service Development (NSD). Comparing to its counterpart -New Product Development-
our current understanding about NSD process (especially in new e-services) is still in its
infancy. (Menor et al, 2002). Since every new service is a series of interaction between
participants, processes and physical elements, Menor and his colleagues have found
outsourcing as a way to simplify this complicated process.

2-2- General outsourcing advantages

“A characteristic of corporate strategy in developed countries in the last 20 years has
been an increasing interest in outsourcing as a potential source of competitiveness and
value creation. The earliest outsourcing strategies were largely driven by the desire to
lower costs in the face of intensifying global competition, typically by moving low-
skilled, labor-intensive, activities offshore to South-East Asia and other low cost
locations. In more recent years, there has been a growing awareness of the potential of
outsourcing to support a range of strategies beyond that of lower cost. Corporate
strategists may not be fully familiar with four of the most promising opportunities for
using outsourcing strategies - focus, scale without mass, disruptive innovation, and
strategic repositioning” (Leavy, 2004):

®  Focus: The strategy of focusing corporate resources mainly on those activities
where clear differentiation can be developed and outsourcing much of the rest,



has also served many other companies well. The key often lies in knowing which
of the main value drivers to concentrate on - customer intimacy, product
leadership or operational excellence. All three are the keys to delivering value to
customers, but the organizational capabilities and cultures that promote them are
not the same, and often tend to pull in different directions (Traeacy, M. and
Wiersema, F., 1993). So, for example, Nike has tended to focus primarily on
product leadership and Dell on operational excellence and customer relationship
management, and both rely on the competencies of others to help them deliver
value in other areas.

Scale without mass: Another attractive feature of outsourcing is that it offers
companies the opportunity to grow in market presence without a corresponding
expansion in organizational size or bureaucracy. Strategic outsourcing can help a
rapidly growing company avoid a premature internal transition from its informal
entrepreneurial phase to a more bureaucratic mode of operation. In this way,
outsourcing allows firms to retain their entrepreneurial speed and agility, which
they would otherwise sacrifice in order to become efficient as they greatly
expanded (Leavy, 2004).

Disruptive innovation: The primary aim of most disruptive innovation is to
create a whole new segment at a price point well below the bottom of the current
market and then to dominate this segment as it grows. This usually requires the
development of an innovative business model capable of producing overall
returns at least as good as those of the leading incumbents, but doing it at
significantly lower cost through much higher asset productivity (Christensen,
C.M. and Raynor, M.E., 2003). IKEA, Canon and Ryanair were all late entrants
into their respective industries, but all succeeded in building substantial market
positions through such a strategy, and outsourcing was a common element in the
development of a distinctive lower-cost/higher-asset-productivity formula in all
three cases (Leavy, 2004).

Strategic repositioning: Strategic repositioning is rarely easy, especially when
you are a long-time industry leader like IBM. Yet, one of the biggest strategic
bets that Lou Gerstner made as part of the turnaround at IBM in the mid-1990s
was that services, not technology, would be the major growth area going
forward, particularly in the corporate computing market. As he saw it then: "If
customers were going to look to an integrator to help them envision, design, and
build end-to-end solutions, then the companies playing that role would exert
tremendous influence over the full range of technology decisions - from
architecture and applications to hardware and software choices (Gerstner, L.V.,



2003)." Traditionally IBM's strategy had always stressed service as a
distinguishing feature of its value proposition, but this was service tied to
products. What Gerstner had in mind was consultancy and solutions integration
services as a major business driver in its own right. In 1992, service was a $9.2
billion business at IBM - within ten years IBM Global Services had grown into a
$30 billion business, employing half the corporation's human resources.
Recently, IBM has intensified its commitment to this strategic repositioning, as
part of CEO Sam Palmisano's e-business "on-demand" vision (Leavy, 2004).

2-3- ASP vs. traditional IT outsourcing

In looking at the phenomenon, we find it useful to understand the fundamental
differences between the ASP model and traditional outsourcing. The differences lie in
two main areas. First, the allocation of ASP revenues shows a clear demand for e-
commerce, CRM, and ERP applications (Dilger, 2000). Traditional IT outsourcing often
focuses on the areas of software development and IT operational activities (McFarlan and
Nolan, 1995). Previous research has warned IS managers that functions with high
strategic implications to organizations are poor candidates for outsourcing. However, e-
commerce, CRM, and ERP, all of which are strategically important to an organization,
are the major areas in which the expertise of ASP vendors is solicited. Some of the
reasons for this phenomenon are the dynamic nature of the IT landscape in the last few
years, the requirements for rapid deployment of mission-critical systems, and the need to
minimize risks in making large IT investments. Second, in traditional outsourcing,
applications are installed on the client's in-house servers; in an ASP arrangement, the
products and services of ASP vendors are delivered over the Internet or dedicated
communication networks. Thus a seamless integration between the services and the
functions of the client organization is required to achieve a fast speed of service (Chen
and Soliman, 2002).

The growth of outsourcing in Western Europe has also been very significant since the
early 1990s. A 1998 International Data Corporation (IDC) survey revealed that
outsourcing expenses had passed from US$22.666 billion in 1996 to $33.616 billion in
2001. Among the factors that may have caused this growth, and apart from human capital
shortages and the growing competitiveness in European firms, we should also mention
the process of adaptation to the European Monetary Union firms have had to go through
(Baldwing et al., 2001).

We could suggest another set of diverse reasons that account for the growth of computer
outsourcing; for instance, the top management’s scepticism about the value of
information systems (Lacity and Hirschheim, 1993) and the uncertainty that surrounds
them, making it difficult to anticipate whether a specific technology will or will not prove
profitable (Loh and Venkatraman, 1992); the fashion effect (Lacity and Hirschheim,
1993; Udo, 2000). Another reason is that firms tend to abandon their diversification
strategies and have started to focus on their critical competences (Chen and Lin, 1998;
Zhang and Cao, 2002). IT cost control is another common justification (Ching et al.,



1996; Clark et al., 1995), as outsourcing makes it possible to reduce the IS/IT
department’s size and transform fixed costs into variable ones.

However, according to Lacity and Willcocks (1995), the unique, different nature of IT
usually places customers in a disadvantageous position with respect to IS outsourcing
providers, due to the following reasons:

® IT evolves so fast that the degree of uncertainty accompanying every
outsourcing decision is very high;

® IT is involved in every business function, which is why an idiosyncratic
knowledge of the organization is required to carry out many IT activities; and

®  The costs derived from replacing one IT provider for another are very high,
which is why fostering competition to discourage providers’ opportunism is
complicated.

Organizations are likely to outsource IT functions that require the deployment of new
technologies for the following two reasons:

(1) The internal IT staff lacks the expertise in the new technologies; and

(2) The firm prefers to wait until the technology matures before making sizable
investment to acquire the expertise internally (Chen and Soliman, 2002).

Customers often lack experience in the signature of outsourcing contracts. This is not the
case for providers (Ketler and Walstrom, 1993). Due to this information asymmetry,
providers can favour their own position much better.

For this reason, and despite the growth of IS/IT outsourcing and the multiple reasons
justifying it, this trend is still the object of strong criticism sometimes. This is why this
research seeks to identify the risks perceived to be the most relevant in IS/IT outsourcing
in the sector of Iranian internet service providers (ISPs) —while simultaneously evaluating
the rate of awareness about a/m advantages, from the customer’s point of view.

2-4- Outsourcing risks in IT/IS literature

IS/IT outsourcing is a managerial decision that entails various risks and problems, so
much so that numerous authors have identified an associated risk for each advantage
suggested. Firstly, we can encounter problems derived from the dependence this service
generates. The dependence results from the fact that, in practice, firms find it difficult to
quantify and define the information services they need, and besides, those services tend to
evolve over time. Therefore, if these services had not been agreed in the original contract,
they would have to be charged with an additional rate, thus increasing the total costs
(Fowler and Jeffs, 1998); or internal improvements in the customer firm’s IS/IT might be
neglected (Glass, 1996). This is why Lacity and Hirschheim (1993) state that external
providers are not strategic partners, as the interest in profits is not shared. In other words,



when the customer’s costs increase, the same happens to the provider’s profits. Along the
same lines, Guterl (1996) suggests that providers would rather customers had more
additional costs, not fewer. The loss of critical skills and competences is another relevant
problem. When a service is outsourced, the customer loses his understanding of the
service over time. Even though the provider supplies innovative services to the customer,
a large part of the new knowledge required remains in the hands of the provider and
cannot be transferred to the customer. Worse than that, the firm can lose its capacity to be
up to date with technological breakthroughs (Clark et al., 1995). Therefore, the customer
needs to retain certain know-how and internal capacities in both technical and managerial
areas if he wants to handle the outsourcing relationship properly (Willcocks and Lacity,
1999). Retaining these capacities is the best way to identify and evaluate potential
outsourcing risks and also to perform practices that can mitigate those risks (Willcocks et
al., 1999).

An additional difficulty has to do with the qualification of the provider’s staff. Although
in theory outsourcing provides access to technical knowledge and IS/IT specialists’
expertise, what very often happens in practice is that the outsourcing firm is supported by
the same staff as before (Fowler and Jeffs, 1998; Glass, 1996), as these staff have been
transferred from the customer firm to the service-providing firm. Lacity and Hirschheim
(1993) warn that many of the outsourcing firms feel they have suffered losses in business
knowledge and experience because providers send their most qualified workers to get
new customers from other firms in the sector once they have achieved the contract.
Besides, providers hardly ever take the initiative when it comes to business strategies;
they prefer to follow specific instructions instead.

The provider’s lack of compliance with the contract is another possible risk. This
problem is inherent to any contract: whenever an agent performs tasks for a principal, the
principal always runs the risk of the agent not completing the task as expected or of being
less vigilant than the principal would be (Clark et al., 1995). Besides, in the case of IS/IT
outsourcing, customers’ needs may not be properly met, and an inadequate task priority
may be established, above all because the provider does not fully understand what the
business is all about (Martinsons, 1993; Glass, 1996).

What is more, an unclear cost-benefit relationship might exist within IS/IT outsourcing;
after all, performing a cost/benefit analysis for outsourcing is no easy matter. Taking into
account all relevant factors and translating them into monetary values is not easy either.
For example, some issues include determining how to compare and translate the
potentially better service of an outsourcing vendor with the service provided by the
internal IS/IT department, and deciding how to measure in economic terms the
consequences of an outsourcing vendor failing to deliver products or delivering
unacceptable products (Gupta and Gupta, 1992). Before these difficulties, many firms
admit that their decision to outsource is only based on the costs of outsourcing, and not
on its benefits (Clark et al., 1995), seeing as costs exclusively those fixed in the contract.

Although one of the main theoretical objectives of outsourcing is to control IS/IT costs or

flexibilise them by making them become variable, outsourcing may have hidden costs,
such as those derived from dismissing or transferring staff, the transfer of licenses by
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software vendors, etc. These costs are mainly due to ambiguities in the contract, e.g.
failing to define present and future IT requirements; applying poor recruitment practices;
not allowing providers to obtain reasonable profits and being unable to create
mechanisms that protect prices in contingency cases (Willcocks et al., 1995). Summing
up, the hidden costs of outsourcing could be the following (Barthe'lemy, 2001):

®  Vendor search and contracting — many enterprises underestimate the expense
associated with identifying and evaluating suitable IT vendors, selecting a
finalist, and negotiating as well as drafting the contract;

®  Transitioning to the vendor — it can take months before the vendor knows as
much as the internal IT department;

®  Costs related to provider management — which imply, amongst other things,
verifying that IT vendors fulfill their contractual obligations, bargaining with
them, and finally, negotiating any contract changes required; and

®  Transition costs after outsourcing — these costs come from switching vendors or
resuming IT activities internally.

We should mention possible security issues, above all when a provider has to serve
several direct competitors, which means having to keep confidentiality about the
information corresponding to all of them (Grover et al., 1994; Lacity and Hirschheim,
1993). The security of the IS/IT services outsourced will depend on the providing firm,
which is why policies and procedures must be negotiated during the outsourcing contract
signature process to ensure that IS/IT security objectives (effectiveness, efficiency,
adequacy, integrity, validity, authorization, privacy) continue to be fulfilled (Fink, 1994).

Another risk is the often-mentioned irreversibility of the outsourcing decision (Fink,
1994), especially if the user has got rid of the technical and human infrastructure needed
to reconstruct his IS/IT in house (Barthelemy, 2001; Fowler and Jeffs, 1998). There are
three main reasons for this irreversibility: the high costs involved in reconstructing the
IS/IT department, the difficulty to attract the necessary staff, and the amount of time
required (Clark et al., 1995).

Outsourcing generates various staff-related problems. Therefore, the customer firm will
face the possible opposition of the IS/IT staff, who see outsourcing as a threat to their
working position. IS/IT staff may find themselves before a dismissal, a retraining period,
or a transfer to the service-providing firm (Grover et al., 1994). This uncertain situation
creates anxiety and a feeling of insecurity that may lead to a decrease in employee
productivity during the period prior to the signature of the contract or even after the
contract has been signed (Palvia, 1995).

When only some staff members are transferred from the customer firm to the provider
firm, it has been checked that problems related to lack of motivation arise among those
staying in the customer firm. These professionals probably feel offended because they
think they are not good enough to belong to a specialist firm like the computer service
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provider (Willcocks and Fitzgerald, 1996). On the other hand, those who are transferred
from one firm to another may suffer various changes that can go from keeping their
seniority or any other favourable condition to the need to adapt to a new corporate
culture. The status of the IT executives who remain in the customer firm usually
improves (Martinsons, 1993), but they must reorient their competence (Corbett, 1994),
focusing on external relationships management and dedicating much less time to
operations management.

Another type of IT outsourcing risk lies in application service providers (ASPs). Some
critics of the ASP model claim that ASP vendors cannot deliver customized, high quality
and secured service (HRFocus, 2000). While this statement may not be true for all ASP
vendors, it does caution IS managers to evaluate carefully the viability of using ASP as
an outsourcing method, especially for the mission-critical IT functions. While each
organization may have its own list of criteria for making the make or buy decision, the
critical function-specific criteria include production cost advantages, transaction costs,
asset specificity, internal expertise, maturity/newness of technology, and application
media fit (Chen and Soliman, 2002).

Finally, we can refer to the inability to adapt to new technologies. In theory, access to
leading-edge technology is a persuasive argument in support of IS/IT outsourcing, as a
firm can enjoy the latest technology without the lead time that is customarily required for
in-house development (Palvia, 1995). Outsourcing vendors can quickly adapt to machine
upgrades and new software releases (Lacity and Hirschheim, 1993). In practice, though,
if providers do not find benefits in the adoption of new technologies, they could become
reluctant to adopt them, in an attempt to make the service they offer as profitable as
possible. What is more, if the outsourcing contract does not include a clause relative to
the future technological evolution, then that evolution will not be completed (Glass,
1996).

All these risks will become greater if customers opt for total outsourcing. Therefore,
IS/IT managers should consider other alternatives such as resorting to selective
outsourcing or outsourcing with multiple providers (Currie, 1998). With selective
outsourcing, firms can retain the internal knowledge required to handle the outsourcing
provider or even to revert the outsourcing process. With the option of multiple providers,
the customer firm can negotiate outsourcing contracts with multiple providers
differentiated by competence, experience and market position (Cross, 1995), thus making
the different providers’ skills complementary. However, even these strategies entail some
risks. Cross (1995), for instance, points out that it is difficult to manage and coordinate
the work of several providers. In turn, Loh and Venkatraman (1992) suggest that it is not
easy to specify each provider’s responsibilities either, especially when the outsourced
processes are interdependent. Finally, Currie and Willcocks (1998) remind us that
managing and coordinating multiple contracts is very time-consuming.

Other practices that would surely help to reduce risks require a full understanding of the

nature of the work being outsourced, signing short-term contracts, demanding up-to-date
documentation about those contracts, and also have to do with the customer’s ability to
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retain the skills and competences needed to ensure that contracts add value to profits
(Earl, 1996; Currie, 1998; Hurst and Hanessian, 1995).

Gonzalez, Gasco and Llopid (2005) who I owe them for gathering the IS/IT risks to a
great extent, believe that the main activities related to IS or IT departments which may be
outsourced are: application analysis, support to end users, staff and/or user training,
systems implementation, hardware maintenance, software maintenance, systems
operation, programming, network security, network service and e-business solutions (EC,
CRM, SCM, etc).

Based of a/m literature the main advantages (benefits) of IS/IT outsourcing are:
reducing/controlling the general cost, shortened time — to — market (flexibility),
overcoming lack of internal expertise, achieving to needed scalability without mass,
general risk reduction, focus on core competence, disruptive innovation and strategic
repositioning.

We also found that the possible risky conditions which customers may encounter include:
hidden costs in the contract, qualification of provider’s staff, not achieving desired
customization, a great dependence on the provider, the provider’s unreliability, the
provider does not comply with the contract, the provider’s inability to quickly adapt to
new technology, irreversibility of the outsourcing decision, loss of critical skills and
competences, unclear cost-benefit relationship, a possible opposition/resistance of IT/IS
staff and security issues.

We will go on the next chapter with the frame of references and research design.
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Chapter 3- Research methodoloqy

3.1- Introduction

I this chapter, we will design the research by justifying the selected research method.

For this purpose, we should first determine the series of steps to be followed in our
research. Figure 3.1 shows the steps for providing a valid and reliable research design:

Validity & Reliability

Research Research Research Data Sample Data
Purpose Approach Strategy Collection Selection Analysis

Figure 3.1- Schematic presentation of the methodology
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3.2- Research purpose

There are many ways to carry out research. Most types of research can be classified
according to how much the researcher knows about the problem before starting the
investigation. According to Yin (1994), there are three classifications of research
available when dealing with a research problem: exploratory, descriptive, or explanatory.

Exploratory research: Exploratory research is often used when a problem is not well
known, or the knowledge is not available. Hence, this research is designed to allow an
investigator to just, ‘look around’ with respect to some phenomenon, with the aim being
to develop suggestive ideas (Yin, 1994). Although this study should be designed by
stating a purpose (yin, 1994) but it is of a flexible and adaptable nature, which means that
researchers using it must be ready to alter their research direction as new data or insights
arise (Saunders et al. 2000). At times researcher finds it impossible to formulate a basic
statement of the research problem, exploratory research can be used to develop a better
understanding. The technique that is best suited for information gathering when
performing exploratory research is interviews (Yin, 1994).

Descriptive research: Descriptive research could be in direct connection to exploratory
research, since researchers might have started by wanting to gain insights to a problem,
and after having stated it, their research becomes descriptive (saunders et al., 2000). The
objective of this kind of research is to provide a description of various phenomena
connected to individuals, situations, or events that occur. The descriptive research may
also be used when developing empirical generalizations. Once such generalizations
begins to appear, they are worth explaining, which leads to theory development (ibid).

Explanatory research:  Explanatory research seeks to find cause/effect relationships
between given variables. In order to accomplish that, besides having to come up with
well-defined research problem, hypotheses need to be stated (Jonsson & Sanders, 2000).
According to Miles and Huberman (1994) with reference to Bernard (1988) explanation
means “making complicated things understandable by showing how their component
parts fit together according to some rules, that is, theory.”

As mentioned before, we are trying to discover the main advantages and risks in the
complex process of “IT Outsourcing” from Iranian ISP’s point of view. This is a field
that has not been analyzed before. Therefore we had to gather all the benefits and risks
that different clients may encounter after they decide to outsource their I'T/IS departments
from previous researches (Chapter 2). Then we interviewed with 5 known ISPs to see
whether we need to add some items in our questionnaire or not.

So it was obvious that we a vague picture about respondents perceived benefit & risks.
Therefore our research is an exploratory research and since we will state some factors
after the data analysis, it is also descriptive. A part of the research that will seek to find
the relationship between variables such as “size, annual sale and age” with “ISPs’
perceived benefits & risks” is going to be explanatory.
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3.3- Research approach

In this part, we will present and give the reasons for the way I have chosen to approach
my study. First, deductive versus inductive research approaches will be discussed and
next we will look at qualitative versus quantitative researches.

3.3.1- Deductive versus inductive research

Conclusions can be drawn through either inductive or deductive research. These two
approaches represent two different philosophies. The inductive way to draw conclusions
is founded on empirical data. The researcher establishes theories and models that are
based on different phenomena in reality. If the researcher on the other hand has a
deductive approach then he/she uses existing theories, and investigates these empirically,
with different methods. Existing theories is the base for deciding what information that
should be selected, how it should be understood, and, finally, how to relate the results to
the theory (Jonsson & Sanders, 2000).

Since a significant share of benefits & risks that we will investigate empirically, is based
previous theories, we can state that our research will be deductive. Note that most of the
benefits & risks which clients added to my list seem to be a consequence of original
items. The reason for inserting those benefit & risks lies to ISPs General Managers point
of view who believed to some difference in new items.

3.3.2- Qualitative or quantitative?

In this research we will firstly define some variables for indicating the required
parameters which will further be discussed in this chapter. Then we will perform some
statistical analysis to determine:
a. What is the rate of awareness about IT/IS outsourcing advantages in ISP’s of
Tehran?
b. What are the perceived benefits & risks that ISPs face more frequently during
an IT outsourcing decision?
c. Is there any relationship between the demographic properties of ISPs (size,
annual sale and age) with the previous defined variables (such as outsourcing
level and outsourcing perceived benefits and risks)?

As can be seen we will have a quantitative research to answer a/m questions.

3.4- Research strategy

Yin (1994) believes that selection of research strategy depends on: : the type of the
research questions asked, the extent of control that a researcher has over actual behavioral
events, and the degree of focus on contemporary events compared to behavioral events.
Based on these three conditions five research strategies are possible to conduct:
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1- Experiment:
This strategy is usually selected when the research questions start with “How
many and why”. In an experimental research you should have control on
behavioral events and the research focuses on contemporary events.

2- Survey:
This strategy will be selected when the relevant RQ is selected with the phrases
such as “who, what, where, how many and how much”. You won’t need to
control behavioral events, but the research will focus on contemporary events.

Survey strategy is a popular and common strategy in business research that is usually
associated with the collection of data from a sizeable population in highly economical
way. We seldom learn much about attitudes, opinions, expectations and intentions
except by surveying, because survey techniques help to inquire about subjects that are
exclusively internal to the participant. Furthermore, Information about past events is
often available only through surveying people who remember the events (Cooper and
Schindler, 2003). Surveys are used when the researcher involves collecting
information from a large sample of individuals (Hair et al., 2003).

3- Archival Analysis:
The RQ may start with “Who, what, where, how many, how much” and you don’t
need to control the behavioral analysis.

Archival analysis is based on literature reviews, and according to Fink (1998), it is a
systematic, explicit and reproducible method for identifying, evaluating and
interpreting the existing body of recorded work produced by researchers, scholars and
practitioners.

Since our research is associated with the collection of data from a sizeable population
(Iranian internet service providers), we selected the survey strategy. The information
about the possible advantages & risks of I'T/IS outsourcing is only available through
surveying general managers or IT/IS department Head because of their personal
experiments or the good or bad word of mouth about IT outsourcing in Iran.

3.5- Data collection method

This classification distinguishes between monitoring and interrogation/communication
processes. The former includes studies in which the researcher inspects the activities of a
subject or the nature of some material without attempting to elicit responses from anyone.
Traffic counts at an intersection, license plates recorded in a restaurant parking lot, a
search of the library collection, an observation of the action of a group of decision
makers, the state Farm Dangerous Intersection Study- all are examples of monitoring.
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In the interrogation/communication study, the researcher questions the subjects and
collects their responses by personal or impersonal means. The collected data may result
from (1) interview or telephone conversations, (2) self administrated or self reported
instruments sent through the mail, left inconvenient locations, or transmitted
electronically or by other means, (3) instruments presented before and/or after a treatment
or stimulus condition in an experiment. Myra and Jason proposed a communication
study, using a response card interested in the packaging of laptops returned after
complete care servicing.

Although the e-mails of all Iranian ISPs were available for me, I decided to select the
interview instead of sending the questionnaires through the email, for the following
reasons:

I- It was necessary to ask their idea about benefits of IT outsourcing before we
indicate some proved advantages.

2- As we’ll see in further session, I had to ask them some demographic attributes
about their company. There is always a probability of unreal answers in these
conditions (especially when asking about the annual sale). I had to assure them
about the confidentiality of the information and the reason for asking these
attributes (face to face).

3.5.1- Variables:

Different types of data are explained in section 3.7. However there are some points to
review:

1- Selecting the type of data depends to several choices. For instance variables such
as staff and sales are not necessarily ordinal ones. But if we select ratio type, then
we have to ask the respondents to mention the exact numbers of staff Nos. and
sales. This usually faces the interviewer with a certain resistance from the
respondents.

2- The variable investment which is asked in the last question is omitted from
calculations and data analysis for two reasons:

a. There were some companies whose main activity was not ISP. Companies
like IRANARGHAM were huge IT groups with more than 300 billion Rials
primary investment. Only a small portion of that company activity was
assigned to their ISP and the portion of investment for their ISP was not
clear or at least they didn’t let us know about that. In the other side there
were ISPs with 5 person staff and about 100 million Rials investment.
Therefore the variance for this variable was extremely high.

b. A lot of ISPs did not tell the true total investment number. Some really felt
reluctant to tell and it seemed that some of them liked to tell approximate
numbers.
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irems Variables Type of Coding Remarks
Data
. . 1-Yes
1 Awareness of IT/IS outsourcing advantages Nominal - No
It will be the Total
percentages of Outsourced
IT activities. For example a
respondent selects 30% for
. . staff training, 20% for
2 Outsourcing Level Ratio - Network sec ugr ity and 90%
for E-business solutions.
The value of outsourcing
level will be: 0.3+0.2+0.9
=14
1- Application analysis
2- Support to end users The activity which has the
3- Staff and/or user training | highest level of outsourcing
4- Systems implementation | will be selected.
5- Hardware maintenance
6- Software maintenance
3 The highest Outsourcing level activity Nominal 7= Systems Operation
8- Programming
9- Network Security
10- Network Service
11- E-business solutions
(EC, CRM, SCM, BPR,
etc)
12- Others
It will be yes if outsourcing
4 Outsourcing Nominal 1- Yes level is more than zero and
2-No it will be No if outsourcing
level is zero
This and the next 11
variables show two
parameters:
5 Application analysis % Ratio 1- Does the ISP outsource
this activity or not?
2- What percentage of this
activity is outsourced?
6 Support to end user % Ratio
7 Staff and / or user training % Ratio
8 Systems implementation % Ratio
9 Hardware maintenance % Ratio
10 Software maintenance % Ratio
11 Systems Operation % Ratio
12 Programming % Ratio
13 Network security % Ratio
14 Network service % Ratio
15 E-business solutions % Ratio
16 Other activities % Ratio
1- reducing / controlling the
general cost
2- Shortened time to market
(Flex1b111ty)' The 11" choice will be
3- Overcoming lack of .
internal expertise considered ~ when . the
. respondent has mentioned
Outsourcing most important Perceived . 4 Achlgvmg. to needed some benefits in the first
17 Nominal scalability without mass

benefit

5- General risk reduction

6- Focus on core
competence

7- Disruptive innovation

8- Strategic repositioning

9- Improving service quality
10- Increasing productivity

question  of  interview
questionnaire which is not
in our prepared list of
advantages.

19



11- Other

18 Cost Reduction & control benefit Nominal ;: ;ZS
. . 1-  Yes
19 Shortened time to market benefit Nominal 2- No
20 Overcpmmg lack of internal expertise & Nominal 1-  Yes
capacity benefit 2- No
21 Achieving to needed scalability benefit Nominal ;: ;\(I(e)s
. . . 1-  Yes
22 General risk reduction benefit Nominal 2 No
. I-  Yes
23 Focus on core competence benefit Nominal 2 No
. . . . 1-  Yes
24 Disruptive innovation benefit Nominal 2- No
. S . I-  Yes
25 Strategic repositioning benefit Nominal 2 No
. . . . 1-  Yes
26 Improving service quality benefit Nominal 20 No
. .. . 1-  Yes
27 Increasing productivity benefit Nominal 2 No
The Yes choice will be
considered  when  the
respondent has mentioned
8 Other benefits Nominal 1- Yes some benefits in .the f"lrst
2- No question  of  interview
questionnaire which is not
in our prepared list of
advantages.
1- Hidden costs in contracts
2- Qualification of
provider’s staff
3- Not achieving to desired
customization
4- A great dependence on
the provider
5- The provider
unreliability
6- The provider does not
comply with the contract
7- The provider’s inability
29 Outsourcing most important Perceived risk Nominal to quickly adapt to new
technology
8- Irreversibility of the
outsourcing decision
9- Loss of critical skills and
competences
10- Unclear cost-benefit
relationship
11- A possible opposition /
resistance of internal IT
staff (Decreasing the
loyalty)
12- Other
30 Hidden costs risk Nominal 1= Yes
2-  No
. . . . . 1-  Yes
31 Qualification of provider risk Nominal 2 No
. . L . . 1-  Yes
32 Not achieving desired customization risk Nominal 2 No
. . . 1I-  Yes
33 A great dependence on the provider risk Nominal 2~ No
o e . 1-  Yes
34 The provider’s unreliability risk Nominal 2 No
35 The prov1_der does not comply with the Nominal 1-  Yes
contract risk 2- No
36 The provider’s lnftlblllty to quickly adapt to Nominal I-  Yes
new technology risk 2-  No
37 Irreversibility of the outsourcing decision Nominal 1-  Yes
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risk 2-  No

1-  Yes

38 Loss of critical skills and competences risk Nominal 2 No

1-  Yes

39 Unclear cost-benefit relationship Nominal 2 No

1-  Yes

40 Strategic alliance failure Nominal 2 No

1-  Yes

41 Security Issues Nominal 2- No

A possible opposition/resistance of IT/IS Nominal I-  Yes

42 staff risk 2-  No

1-  Yes

43 Other risk Nominal 2 No

Very small (0-5)

Small (6-10)

44 Staff Ordinal Medium (11-20)

Large (21-50)

Very Large (more than 50)

Very poor (Until 50)

Poor (more than 50 and less
than 100)

Medium (more than 100 and

45 | Sales Ordinal 10 than 500)

millions of Rials

Rich (more than 500 and
less than 1000)

Very Rich (more than 1000)

Will be calculated based on

46 | Age of the company Ratio - creation date

The respondents are asked
47 Investment Ratio to state the present value of
their investment.

Table 3.1- List of variables and types of data

The structure of the interview questionnaire was opted from Gonzales, Gasco and Llopis
(2005). After preparation of primary interview questionnaire we had a pilot test with 3
ISPs and also 2 IT service providers in Tehran. Based on their responses we added some
items and revised the questionnaire. The appendix shows final interview questionnaire.

3.6- Scope, target population and sample selection

The scope of the study is Islamic Republic of Iran. The target population was decided to
be the Internet service providers. Although the ISPs are a kind of IT service providers
themselves, one may ask about the reason for selecting the a/m target population. For
clarifying this issue, have a look at figure 3.2:
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Why ISPs?

Regular internet
services such as
dialup connections,
ADSL ...)

End User (Business)

Internet Service
Provider

Figure 3.2 — The relationship between ISPs and their customers

Now, suppose the end user decides to outsource a new IT service such as CRM, SCM,
Software maintenance, etc. It is obvious that the general tendency for having one strategic
IT service provider (rather to outsource to a new unknown service provider) always exist.
Therefore the ISP has to play the role of one-stop shopping for its customer. So it is time
to decide whether to develop and maintain the new application in house and then present
it to the customer or: entering to a new partnership and outsource the new IT service to
another IT service provider. Otherwise the ISP may lose its strategic customer.

The need for outsourcing does not appear only in a/m case. An ISP may decide to offer e-
commerce application (provided by another IT service provider) for its customers as a
new value proposition in the new rigorous competitive area of Iranian ISPs market. This
will also let the ISP organizations to focus on their previous core competence.

0 '

&"/i

\)\\

o9

IT Service Provider ISP
(Third Party)

Figure 3.3- The relationship between ISP and IT service provider
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It was personally interesting for me to know whether the ISPs can be new applicants of
IT outsourcing or they prefer to develop and maintain the application in house.

There are a variety of researches concentrating on make or buy decision models. .... As a
primary step of clarifying this behavior I decided to highlight the ISPs’ perceived risks
and benefits of IT outsourcing.

3.7- Sampling method

Since the Data collection method is interview and interviewing from a sample of all
Iranian ISPs was too costly and time consuming, I decided to select my sample from
Tehran ISPs. The information of the authorized ISPs of Iran was available in the
following webpage:

http://www.itc.ir/data5.asp#isp

Thus the total number of Tehran ISPs is 190. We decided to select 20% of the total
population of ISPs randomly which is approximately 40 numbers. Therefore we made a
random sample of 40 numbers among integers of 1-190. The result is:

n Random Name of selected ISP Website
Number
1 6 Toseae Ettelaate Arvin Zeitoon www.xeytoon.com
2 134 Gorouhe Bahman www.bahmanproup.com
3 94 Ertebatate Mahtab wwww.mahnet.com
4 11 Borjnet www.borj.net
5 70 Mojtamae Amoozeshie Sam www.fullinternetservice.com
6 74 Iran Argham www.iranargham.com
7 117 Pejvak Hamie Rayane www.contactiran.com
8 109 Asre DaneshAfzar www.asredanesh.com
9 165 Tarashe Sabz Tehran www.tstonline.com
10 22 Kanoone Anformatic www.Kanoon.net
11 151 Yavarane Sam -
12 45 Vistanet www.vista.net
13 Fanni Mohabdesi Gostareye Ertebatat
19 Arta www.artatelecom.com
14 170 Atinegar W W W.atinegar.com
15 79 Ocean Rayaneh Pardaz wwwocean-net.com
16 50 Toseae Ertebatate Novin Aria www.callwithme.com
17 15 Mohandesi Tarh & Toseae Payesh Gostar -
18 84 Rayane Pardaze Asia (Shargh) www.asianetwork.info
19 75 Sazehaye Ettelaatie Rassa www.rassa.net
20 61 Karjin Sazeh www.santele.com
21 173 Ertebatat Va Fannavarie Aftab www.aftab-net.net
22 41 Mehrgan Danesh Pajooh www.sepanta.net
23 72 Armaghan Rahe Talayee www.gwsir.net
24 152 Shabakeye Mehr www.mehrnet.com
25 88 Nadimehrgan www.nadimehrgan.com
26 138 Parvareshe Dadeha -
27 125 Eedeh Negar Farda -
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http://www.contactiran.com
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28 180 Rayane Pishro Zamin www.pishrozarin.com
29 44 Toseae Fanavarie Etelaate NavidFarda www.navid.net

30 34 Sazin Rayane www.sazin.com

31 122 Azadnet Rasaneh www.azadnet.net

32 95 Ettela rasanie Hamkaran system www.sgnetway.com
33 129 Ertebatte Farhange Azma -

34 144 Shabake Ertebatat Boostan www.boostan.net

35 73 Amoozeshgahe Amiran www.amirannet.com
36 120 Dade Pardazie Iran www.dpi.net.ir

37 175 Ekbatan Ertebat Gostar www.iranweb.net

38 4 Persiasat www.persiasat.com
39 116 Andisheh Sazane Parandak www.parandak.com
40 137 Padide Part Negin --

Table 3.2- List of sample ISP.

3.8- Data analysis

3.8-1- Nominal data

Since the only quantification in these Data is the number count of cases in each category
(the frequency distribution), the researcher is restricted to the use of mode as the measure
of central tendency. You can conclude which category has the most members, but that is
all. There is no generally used measure of dispersion for nominal scales. Several tests for
statistical significance may be utilized; the most common is the chi-square test. For
measures of association, phi, lambda or other measures may be appropriate. While
nominal data are weak but they are still useful. If no other scale can be used, one can
almost always clarify one set of properties into a set of equivalent classes. Nominal
measures are especially valuable in exploratory work where the objective is to uncover
relationships rather than secure precise measurements (Cooper and Schindler, 2003).

3.8-2- Ordinal Data

Include the characteristics of the nominal scale plus an indicator of order. Because the
number of each scale has only a rank meaning, an appropriate measure of central
tendency is median. A percentile or quartile measure reveals the dispersion. Correlation
is restricted to various rank-order methods. Measures of statistical significance are
technically confined to that body of methods known as nonparametric methods

3.8-3- Interval Data

The power of nominal and ordinal data plus one additional strength: They incorporate the
concept of equality of interval. (Since we don’t have any interval variables I ignore more
explanation)
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3.8-4- Ratio
All statistical techniques mentioned up to this point are useable with ratio scales.
Coefficient of variation may also be calculated.

We have 30 nominal, 2 ordinal and 15 ratio variables in our research. As a first step of
data analysis we will find the mode for each of nominal data, going on with drawing the
relevant histograms for the variables before test of independence. The median for ordinal
data and mean for ratio variable shall also be calculated.

We will then clarify the relationships between some of these variables in the research as

followings:

- The chi-square test between outsourcing level variable and outsourcing perceived

benefits variable

- The chi-square test between outsourcing level variable and outsourcing perceived
risks variable

- The chi-square test between outsourcing level variable and staff variable

- The chi-square test between outsourcing level variable and sales variable

- The chi-square test between outsourcing level variable and age variable

- The chi-square test between staff variable and outsourcing perceived benefits
variable

- The chi-square test between staff variable and outsourcing perceived risks
variable

- The chi-square test between sales variable and outsourcing perceived benefits
variable

- The chi-square test between sales variable and outsourcing perceived risks
variable

- The chi-square test between age variable and outsourcing perceived benefits
variable

- The chi-square test between age variable and outsourcing perceived risks
variable
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3.9- Quality standards

To improve the quality of results we used several ways:

a.

Since some of the respondents needed some times to think about their outsourcing
perceived benefits & risks, giving the primary explanation, we had to ask them to
fax or email the after filling the questionnaire.

The ISPs were generally reluctant about the interview. Therefore I had to give
them some incentives such as: presenting the e-published thesis report, promising
some free IT services such as CRM, Staff training, etc.

Although I assured the confidentiality of responses, there was still some resistance
about answering the demographic attributes. For minimizing their concern, I
clarified the exact reasons for asking those questions. Nevertheless it is suggested
to other researchers who are using these data to face the results related to sales
variables very cautiously.

The ISPs which had not ever outsourced any IT activities found the interview
useless for their business. Therefore, despite the clarification and insistence, they
denied the interview. That’s why we could only gain 30 filled questionnaires. This
was the only problem which had no remedy.
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Chapter 4- Data analysis

I this chapter, we will present the data analysis which is mostly based on statistical
calculations. We will first have an overview of problem definition and RQs:

4.1- Overview

Managers in developed countries are increasingly interested in outsourcing as a potential
source of competitiveness and value creation. There has been a growing awareness of the
potential of outsourcing to support a range of strategies beyond that of lower cost (Leavy,
2004).

Nowadays, it is the nature of outsourcing that has changed: while small firms frequently
resorted to these services seeking to obtain capacities that were internally unavailable or
impossible, at present, even the largest firms with mature IS/IT departments have
outsourced (Grover et al., 1994; Teng et al.).

As mentioned in chapter 3, the internet service providers of Iran can be potential target
market for IT outsourcing (since they need to be a one-stop shopping service for their
strategic customers).

Therefore the ISPs population of Tehran was selected for this research in which a sample
of 40 (20% of 190 authorized ISPs) was taken to be interviewed using a questionnaire.
The purpose is to answer the following RQs:

4.2- Research questions

RQ1: What is the rate of awareness about IT/IS outsourcing advantages (benefits)
among the ISPs of Tehran?

RQ2: What are the perceived risks of IT/IS outsourcing from the Tehran ISP
managers’ point of view?

RQ3: Is there any relationships between the demographic characteristics of ISPs
(Size, age, etc) and “outsourcing perceived benefits and risks or outsourcing level”?

The following variables measured by the a/m questionnaire:
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4.3- Variables:

1- Awareness:

We first asked the respondents whether they believe to any advantages (benefits) of IT/IS
outsourcing. The answer will be saved in a nominal variable called “Awareness”. For
testing the honesty of the answer we ask them to mention some of the advantages.

4- Outsourcing
This nominal variable will be yes if the respondents outsource at least one IT activity in
the second question.

2- Outsourcing level

It will be the Total percentages of Outsourced IT activities. For example a respondent
selects 30% for staff training, 20% for Network security and 90% for E-business
solutions. The value of outsourcing level will be: 0.3+0.2+0.9=1.4

3- The highest Outsourcing level activity
The IT/IS activity which has the highest level of outsourcing will be selected.

4- Outsourcing
This nominal variable will be yes if the respondents outsource at least one IT activity in
the second question.

5-16: activity percentages:
These ratio variables will all be stated in percentage format:

Application analysis Systems operation

Support to end users Programming

Staff and/or user training | Network security

Systems implementation | Network service

Hardware maintenance E-business solutions (EC, CRM, SCM, BPR, etc)

Software maintenance Others

Table 4.1- List of IT activities

17- Outsourcing most important perceived benefit

The respondents are asked to select one of the 10 advantages prepared in the third
question of questionnaire. The 11™ choice will be considered when the respondent has
mentioned some benefits in the first question which is not in our prepared list of
advantages.
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18-28: perceived benefits of IT outsourcing
If each of these nominal variables is selected by the interviewees then the value of them
will be “yes”. Else the value is “No”.

Reducing/Controlling the General Cost Disruptive innovation

Shortened time — to — market (Flexibility) Strategic repositioning
Overcoming lack of internal expertise & capacity | Improving service quality
Achieving to needed scalability without mass Increasing the productivity
General risk reduction Other benefits (from 1% question)
Focus on core competence

Table 4.2- List of IT outsourcing advantages

29- Outsourcing most important perceived risk
Similar to “most important benefit”, the respondents will select one of 14 listed risks of
IT/IS outsourcing.

30-43: Perceived risks of IT outsourcing
Again, if each of these nominal variables is selected by the interviewees then the value of
them will be “yes”. Else the value is “No”.

Hidden costs in the contract Loss of critical skills and competences

Qualification of provider’s staff Unclear cost-benefit relationship

Not achieving desired customization Strategic alliance failure

A great dependence on the provider Security issues

The provider unreliability A possible opposition/resistance of IT/IS
staff (Decreasing the Loyalty)

The provider does not comply with the Other (Please indicate)

contract

The provider’s inability to quickly adapt
to new technology

Irreversibility of the outsourcing decision

Table 4.3- List of IT outsourcing risks
44-46: Demographic variables
These are the demographic variables of ISPs in the sample. The relationship between
these variables and a/m variables will be tested in this chapter

44- Staff
45- Sales
46- Age
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4.4- Demographic Attributes

We will first show some demographic information about the ISPs.
The age is an important demographic variable.

Descriptive Statistics

Variable: Age

Anderson-Darling Normality Test

A-Squared: 0.671
P-Value: 0.072

Mean 8.96667

StDev 5.10229

Variance 26.0333

Skewness 0.351157
‘ | | ‘ | Kurtosis -1.01458
2 6 10 14 18 ¥ A
! ' ' ‘ ' Minimum 20000
Median 8.5000

3rd Quartile 14.0000

90% Confidence Interval for Mu Maximum 20.0000

90% Confidence Interval for Mu

7.3839 10.5495

| | | | | [
8 7 8 9 10 1 90% Confidence Interval for Sigma
I I I

90% Confid Inferval for Medi 90% Confidence Interval for Median
o Confidence Interval for Median - -

Figure 4.1- Interpreting Age variable
As illustrated in figure 4.1, the mean age of ISPs in the sample was approximately 9

years. The ISPs with more than 10 years were mostly established as software companies
primarily and little by little they switched to ISPs and other IT fields.
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Staff:

Pie Chart of Staff Nos.

Large (23.3%)

Small (13.3%) Average (13.3%)

Very small (0-5)

Small (6-10)

Medium (11-20)

Large (21-50)

Very Large (more than 50)

Very small (23.3%)
Very large (26.7%)

Figure 4.2- Pie chart for size of ISPs

The interesting point in figure 4.2 is that about 50% of ISPs are confined to categories of

“very small” and “very large”.

13.3% were in the “average sizes”, 23.3% were “large” and 13.3% were “Small”.

Sales:

Pie Chart of Sales

Rich (10.0%) Poor (13.3%)

Medium  (13.3%)

Very poor (23.3%)

Very poor (Until 50)

Poor (more than 50 and less than 100)
Medium (more than 100 and less than 500)
Rich (more than 500 and less than 1000)
Very rich (more than 1000)

Very rich (40.0%)

Figure 4.3- Pie chart for annual sales of ISPs
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For answering the first RQ the following pie-chart seems to be enough:

Pie Chart of Awareness

0(6.7%)
1(93.3%)

1= Yes, 0= No
Figure 4.4- Awareness of at least one IT outsourcing advantage

4.5- Interpreting other variables
Now let’s see the conditions of IT outsourcing level in Tehran ISPs:

Descriptive Statistics

Variable: Outsourcing Level

Anderson-Darling Normality Test
A-Squared- 0371
P-Value: 0.400
Mean 1.91867
StDev 1.33935
Variance 1.79385
Skewness 0.530251

: : : | ‘ ; Kurtosis -1.3E-02
0] 1 2 3 4 5 N 30
' ' ' ' ‘ ' Minimum 0.00000
—_ 1st Quartile 0.97500
Median 1.75000

3rd Quartile 3.10000

90% Confidence Interval for Mu Maximum 5.45000

_ 90% Confidence Interval for Mu
1.50118 2.33215

I I
1.0 1.5 20 25 90% Confidence Interval for Sigma
I I

- ] i e

90% Confidence Interval for Median
- =
90% Confidence Interval for Median 1.10106 230788

Figure 4.5- Outsourcing level (the sum of outsourced IT activities percentages)



Dotplot of Outsourcing Level

o000 O O @ O 00 O OO0 O O 4 O o o

Figure 4.6- Dot plot for outsourcing level variable

As you can see the most frequent outsourcing level values are between 1 and 4.We also
selected the highest outsourcing level activity from each record. The following histogram
shows the sample results:

0: Application analysis
8: Programming

10 — 10: Network service
11: E-solutions

12: Other activities

.| mm |

| | T | |
12

Count of Highest OS Level Activity

.8 10 "
Highest outsourcing Level Activity

Figure 4.7- The highest outsourcing level activities from the ISP managers’ point of view
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Descriptive Statistics of IT activities percentages are summarized in table 4.4:

Activities

Application analysis
Support to end users
Staff and/or user training
Systems implementation
Hardware maintenance
Software maintenance
Systems Operation
Programming

Network Security
Network service
E-business solutions

Others activities

N Minimum Maximum

30
30
30
30
30
30
30
30
30
30
30
30

.00
.00
.00
.00
.00
.00
.00
.00
.00
.00
.00
.00

Sum  Mean
30.00 195.00 6.5000
65.00 390.00 13.0000
80.00 380.00 12.6667
80.00 505.00 16.8333
60.00 265.00 8.8333
60.00 385.00 12.8333
30.00 50.00 1.6667
100.00 1095.00 36.5000
50.00 150.00 5.0000
80.00  330.00 11.0000
100.00 1270.00 42.3333

100.00 630.00 21.0000

Std.
Deviation

9.57277
20.53592
16.28059
23.24841
14.72058
18.92286

6.06478
32.00620
13.32615
18.81855
44.46489
30.43931

Table 4.4- Descriptive statistics of IT activities outsourcing percentages

Therefore the summary of analysis of IT activities is presented in the table 4.5:

IT Activity Total Mean % Rank
E-business solutions 1270 42.33 1
Programming 1095 36.50 2
Other activities 630 21.00 3
Systems implementation 505 16.83 4
Support to end users 390 13.00 5
Software maintenance 385 12.83 6
Staff and/or user training 380 12.67 7
Network service 330 11.00 8
Hardware maintenance 265 8.83 9
Application analysis 195 6.50 10
Network security 150 5.00 11
Systems operation 50 1.67 12

Table 4.5- Summery of outsourcing IT activities analysis



The good news for E-commerce experts is that ISPs tend to outsource 42.3% of their E-
business solutions (e.g. EC, CRM, SCM, BPR, etc).

They outsource 36.5% of their programming activities and 21% of “other activities”
which are mainly the “Web page design”.

Each of the other 9 activities is outsourced less than 20% in Iranian ISPs.

The Following table illustrates an overall glance:

n= 30 %
Awareness
No 2 6.67
Yes 28 93.33
Outsourcing
No 1 3.33
Yes 29 96.67
Outsourcing level
Below the mean 16 53.33
Above the mean 14 46.67
Staff
0-5 7 23.33
6-10 4 13.33
11-20 4 13.33
21-50 7 23.33
More than 50 8 26.67
Sales (millions of Rials)
until 50 7 23.33
More than 50 and less than 100 4 13.33
More than 100 and less than
500 4 13.33
More than 500 and less than 1000 3 10.00
More than 1000 12 40.00

Table 4.6- General characteristics of the sample ISPs

35



The frequency of most important selected perceived benefit for IT outsourcing is

presented in figure 4.8:

10 —

1: Reducing/controlling the cost

2: Shortened time 2 market

3: Overcoming lack of expertise

5: General risk reduction

6: Focus on core competence
11: Other benefits

Count of OS most important Benefit
(&)]

I . [
T I I
]

2 o S .5 5 i
Outsourcing most important Benefit

Figure 4.8- outsourcing most important benefits from managers’ point of view

This shows that most of the ISP managers have selected “overcoming lack of internal
expertise & capacity” as the most important advantage of IT/IS outsourcing. However

counting the frequency selected benefits does not indicate this order:

The results about ISPs perceived benefits are indicated in following lists:

%
Advantages n valid Rank
Reducing/controlling the general cost 30 100.00 1
Overcoming Lack of internal expertise 24 80.00 2
Shortened time to market (flexibility) 23 76.67 3
Focus on core competence 22 73.33 4
General risk reduction 20 66.67 5
Improving Service quality 18 60.00 6
Strategic repositioning 16 53.33 7
Achieving to needed scalability without mass 10 33.33 8
Increasing the productivity 8 26.67 9
Disruptive innovation 5 16.67 10
Others 5 16.67 11

Table 4.7- Ranking of IT outsourcing benefits based on selection frequencies
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As illustrated in above table, all the 30 respondents have selected the choice of
“reducing/controlling the general cost” as an advantage of IT outsourcing.

The next main perceived advantages of IT/IS outsourcing are “overcoming lack of
expertise”, “shortened time to market”, “focus on core competence”, “general risk

9% <¢

reduction”, “improving service quality” and “‘strategic repositioning”.

We also asked the interviewees to select the most important risk. The following bar chart
shows their choice for “most important risk”:

10 —

1: Hidden costs in the contract
4: A great dependence to the provider
5: The provider’s Unreliability
6: Lack of compliance with the contract
8: Irreversibility of outsourcing decision
9: Loss of critical skills and competences
10: Unclear cost-benefit relationship
12: Security Issues
o _ Il B B E Bl
I I I I I I

1

Count of OS most important Risk
|

T
4 5 6 8 9 10 12
Outsourcing most important Risk

Figure 4.9- outsourcing most important risks from managers’ point of view

It means that “Security issues” seems to be the most important risk.
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Now let’s count the frequency of each selected risk to see the result:

%
Risks N valid  Rank
A great dependence on the provider 26 86.67 1
Security issues 22 73.33 2
Strategic alliance failure 20 66.67 3
Hidden costs in the contract 19 63.33 4
Not achieving to desired customization 17 56.67 5
Qualification of the provider's staff 13 43.33 6
The provider's inability to quickly adapt to new technology 13 43.33 7
Irreversibility of the outsourcing decision 13 43.33 8
Unclear cost-benefit relationship 13 43.33 9
Others 13 43.33 10
A Possible opposition/resistance of IT/IS staff 11 36.67 11
The provider's unreliability 11 36.67 12
Loss of critical skills and competences 11 36.67 13
The provider does not comply with the contract 9 30.00 14

Table 4.8- Ranking of IT outsourcing risks based on selection frequencies

The above table shows that “A great dependence to the provider” is more considered as a
potential risk for IT outsourcing (comparing to “Security issues” and other risks). The
“Strategic alliance failure”, “Hidden costs in the contract” and “Not achieving to desired
customization” are in turn the next perceived risks.

4-6- Relationships between variables
All the above analysis was information about each single variable of the research.

Nevertheless, some authors believe that there are some characteristics of the firms
(mainly their size) that determine to some extent what risks are the most relevant
(Gonzalez, Gasco and Llopis, 2005).

This may also be true for selecting the advantages. Gonzalez and his colleagues have also
proved that:
1- The firms that outsource the most are also the ones that most fear the
dependence on the provider
2- The firms that outsource the most are also the ones that most fear the staff’s
possible opposition.
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3- They are equally more concerned about the potential security problems.

Since we want to test the relationships between a/m variables (size, outsourcing level,
outsourcing benefits and risks ...) we have done some statistical dependence
relationships. So we will use the Chi-square (x°) tests.

The null and alternative hypotheses for the tests of dependence are similar for all the
tests:

Hy: The variable x and y are independent
H;: The variable x and y are dependent

All the statistical analysis is performed through the Minitab software. Remember that in a
chi-square test, we have to manually count the numbers of each cell in a contingency
table and then use the software. This process should be repeated for about seventy five
chi-square test. Therefore the total analysis process was very time consuming.

Another point is that the smaller P-value, the more confident we could reject the null
hypothesis.

Failing to accept the null hypothesis will result to accepting the alternative hypothesis.
For example if the y=outsourcing level and x= staff No. and we fail to accept Hy, then we
can state that the variable “staff No.” which is a characteristic of size, can determine the
outsourcing level of the target population (ISPs).

Now let’s have a look at some relationships between variables.

39



Chi Square Test between “Outsourcing level” and “cost Reduction benefit” doesn’t
make sense. The reason is that all the respondents have selected this advantage and
we will have one zero row in the y2 table.

Since showing every chi-square calculations in the report will make it extremely
long, I try to present only one or two test as representative of each test category.
However, the results will be illustrated completely in tables.

4.6.1- Outsourcing level and outsourcing perceived benefits

Chi-Square Test between “Outsourcing level” and “Shortened time to market
benefit”:

Hy: The variables “Outsourcing level” and “Shortened time to market” are independent
H;: The variables “Outsourcing level” and “Shortened time to market” are dependent

Shortened time 2 market—

Yes No

Outsourcing level {
Below the mean 12 4
Above the mean 11 3

Expected counts are printed below observed counts

C51 C52 Total

1 12 4 16
12.27 3.73

2 11 3 14
10.73 3.27

Total 23 7 30

Chi-Sg = 0.006 + 0.019 +

0.007 + 0.022 = 0.053

DF = 1, P-Value = 0.818

The P-value is greater than any conventional o.. Therefore we fail to reject HO and state
that with 10% significant level, selecting the “Shortened time to market” variable is not
related to “Outsourcing level”.
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Chi-Square Test: outsourcing level and selecting “overcoming lack of internal
expertise & capacity” benefit:

HO: outsourcing level and overcoming lack of internal capacity benefit are independent
H1: outsourcing level and overcoming lack of internal capacity benefit are dependent

Overcoming ... -

Yes No
Outsourcing level ¥
Below the mean 11 5
Above the mean 13 1

Expected counts are printed below observed counts

C51 C52 Total

1 11 5 16
12.80 3.20

2 13 1 14
11.20 2.80

Total 24 6 30

Chi-Sg = 0.253 + 1.012 +

0.289 + 1.157 = 2.712

DF = 1, P-Value = 0.100

For any a > 0.1 the null hypothesis fails to be accepted. Therefore we can state that for
any o > 0.1 outsourcing level and selecting the "overcoming lack of internal expertise &
capacity" are dependent.
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The summary of chi-square test for the outsourcing level and outsourcing perceived
benefits are illustrated in the following table:

Outsourcing level — Below Above Chi-

Outsourcing perceived benefits 4 met:s % the g/r:ean Square Prvalue

Shortened time to market (flexibility) Yes 52.17 47.83 0.053 0.818
No 57.14 42.86

Overcoming lack of internal capacity Yes 45.83 54.17 2.712 0.1
No 83.33 16.67

Achieving to needed scalability without mass  Yes 90.00 10.00 8.103 0.004
No 35.00 65.00

General risk reduction Yes 50.00 50.00 0.268 0.605
No 60.00 40.00

Focus on core competence Yes 54.55 45.45 0.049 0.825
No 50.00 50.00

Disruptive Innovation Yes 80.00 20.00 1.714 0.19*
No 48.00 52.00

Strategic repositioning Yes 87.50 12.50 16.081 0
No 14.29 85.71

Improving Service quality Yes 50.00 50.00 0.201 0.654
No 58.33 41.67

Increasing the productivity Yes 50.00 50.00 0.049 0.825
No 54.55 45.45

Others Yes 100.00 0.00 5.25 0.022
No 44.00 56.00

Table 4.9- Relationship between outsourcing level and outsourcing perceived benefits.
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The above table can lead us to the following conclusions for ISPs in the sample:

The ISPs which outsource their IT activities more than others also care more

about the “overcoming lack of internal expertise & capacity”.

The ISPs which outsource their IT activities less than others also care more

about the “achieving to needed scalability without mass”.

The ISPs which outsource their IT activities less than others also care more

about the “strategic repositioning”.

The ISPs which outsource their IT activities less than others care more about
the “other benefits”. These benefits are mostly “dealing with the mandatory
factors”. The mandatory factors are those factors which forces the ISPs to
outsource one or more of their IT activities. For example:

e Legal rules and authorities: When an ISP does not have the
authority to offer a particular IT activity (e.g. VOIP) then
the ISP manager has to decide about outsourcing this
activity for his/her customers to retain their strategic
relationship.

e Tenders, customer expectations, etc: Suppose a customer
needs 5 different IT service and the ISP can offer only 4 of
them, then ISP managers often outsource this remaining

activity even if they feel reluctant about it.
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4.6.2- Outsourcing level and outsourcing perceived risks

Chi-Square Test: “outsourcing level” and selecting “hidden costs in the contract”
risk:

HO: “outsourcing level” and selecting “hidden costs in the contract” risk are independent

H1: “outsourcing level” and selecting “hidden costs in the contract” risk are dependent

Hidden ... —» Yes No

Outsourcing level {

Below the mean 13 3
Above the mean 6 8

Chi-Square Test: C51, C52

Expected counts are printed below observed counts

C51 C52 Total
1 6 13 19
8.87 10.13

2 8 3 11
5.13 5.87
Total 14 16 30
Chi-Sq = 0.927 + 0.811 +
1.601 + 1.401 = 4.739
DF = 1, P-Value = 0.029

The Null hypothesis fails to be accepted for any o > 0.029. Therefore we can state that

outsourcing level and selecting the “hidden costs in the contract” risk are dependent.
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Chi-Square Test: “outsourcing level” and selecting “service provider qualification”
risk:

HO: “outsourcing level” and selecting “service provider qualification” risk are
independent

HI: “outsourcing level” and selecting “service provider qualification” risk are dependent

Qualification ... >  Yes No

Outsourcing level ¥

Below the mean 7
Above the mean 6 8

\e]

Chi-Square Test: C51, C52

Expected counts are printed below observed counts

C51 C52 Total
1 7 9 16
6.93 9.07
2 6 8 14
6.07 7.93
Total 13 17 30
Chi-Sg = 0.001 + 0.000 +
0.001 + 0.001 = 0.002
DF = 1, P-Value = 0.961

The Null hypothesis fails to be rejected for any o < 0.961. Therefore we can state that

outsourcing level and selecting the “service provider qualification” risk are independent.
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The summary of chi-square test for the outsourcing level and Outsourcing perceived risks

are illustrated in the following table:

Summary of chi-square test outsourcing level and outsourcing perceived risks

Outsourcing level — Below Above Chi- P-

the the square value
Outsourcing perceived Risks mean % mean %

Hidden costs in the contract Yes 68.42 31.58 4.739 0.029
No 27.27 72.73

Qualification of provider’s staff Yes 53.85 46.15 0.002 0.961
No 52.94 47.06

Not achieving desired customization Yes 52.94 47.06 0.002 0.961
No 53.85 46.15

A great dependence on the provider Yes 50.00 50.00 0.871 0.351
No 75.00 25.00

The provider unreliability Yes 54.55 45.45 0.01 0.919
No 52.63 47.37

The provider does not comply with the contract Yes 66.67 33.33 0.918 0.338
No 47.62 52.38

Provider’s inability to quickly adapt to new Tech. Yes 15.38 84.62 13.274 0
No 82.35 17.65

Irreversibility of the outsourcing decision Yes 84.62 15.38 9.02 0.003
No 29.41 70.59

Loss of critical skills and competences Yes 36.36 63.64 2  0.156
No 63.16 36.84

Unclear cost-benefit relationship Yes 38.46 61.54 2.039 0.153
No 64.71 35.29

Strategic alliance failure Yes 63.16 36.84 0.889 0.346
No 45.45 54.55

Security issues Yes 40.91 59.09 5.117 0.024
No 87.50 12.50

A possible opposition/resistance of IT/IS staff Yes 36.36 63.64 2.01 0.156
No 63.16 36.84

Other risks Yes 46.15 53.85 0.475 0.491
No 58.82 41.18

n= 30

Table 4.10- Relationship between outsourcing level and outsourcing perceived risks

46



Conclusions:
The research indicates that:

®  The ISPs which outsource their IT activities less than others fear more from
“hidden costs in the contracts” and “irreversibility of outsourcing decision”

risks.

®  The ISPs which outsource their IT activities more than others fear more from
“provider’s inability to quickly adapt to new technology”, “losing critical
skills and competences”, “unclear cost-benefit relationship”, “Security

issues”, and “Possible IT/IS staff resistance”.

4.6.3 Outsourcing level and “staff, sales and age”

Summary of chi-square test outsourcing Level and
staff, sales and age
statistical test —» Chi- P-value
square
Outsourcing perceived benefits |
Staff 20.539 0
Sales 12.254 0.016
Age 13.393 0

Table 4.11- Relationship between outsourcing level
and "size, sales and age”.

Therefore we can conclude that the ISPs which have bigger sizes, higher sales or more
experience (older ones), tend to have more IT/IS outsourcing.
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4.6.4 Staff and outsourcing perceived benefits

Chi-Square Test between “Staff” and selecting “Achieving to needed scalability”
benefit:

Hy: The variables “Staff” and selecting “Achieving to needed scalability” are independent

H;: The variables “Staff” and selecting “Achieving to needed scalability” are dependent

Staff — Very Small Average Large Very
Achieving to ...J small Large
Yes 2 1 0 0

No 5 3 4 7 1

Chi-Square Test: C51, C52, C53, C54, C55

Expected counts are printed below observed counts

C51 C52 C53 C54 C55 Total
1 2 1 0 0 7 10
2.33 1.33 1.33 2.33 2.67
2 5 3 4 7 1 20
4.67 2.67 2.67 4.67 5.33
Total 7 4 4 7 8 30
Chi-Sqg = 0.048 + 0.083 + 1.333 + 2.333 + 7.042 +
0.024 + 0.042 + 0.667 + 1.167 + 3.521 = 16.259
DF = 4, P-Value = 0.003

48



Chi-Square Test between “staff” and selecting “general risk reduction” benefit:

Hy: The variables “staff” and selecting “general risk reduction” are independent

H;: The variables “staff” and selecting “general risk reduction” are dependent

Staff — Very Small Average Large Very
Lar
General risk reduction small arge
Yes 5 3 4 4 4
No 2 1 0 3 4
Chi-Square Test: C51, C52, C53, C54, C55
Expected counts are printed below observed counts
C51 C52 C53 C54 C55 Total
1 5 3 4 4 4 20
4.67 2.67 2.67 4.67 5.33
2 2 1 0 3 4 10
2.33 1.33 1.33 2.33 2.67
Total 7 4 4 7 8 30
Chi-Sg = 0.024 + 0.042 + 0.667 + 0.095 + 0.333 +
0.048 + 0.083 + 1.333 + 0.190 + 0.667 = 3.482
DF = 4, P-Value = 0.481
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The summary of chi-square tests for Staff and I'T/IS outsourcing benefits are illustrated in

table 4.21:

Summary of Chi-square test Staff and Outsourcing Perceived benefits

statistical test — Chi-square | P-value
Outsourcing perceived benefits ¢
Shortened time to market (flexibility) 12.032
Overcoming lack of internal capacity 7.567
Achieving to needed scalability without mass 16.259 0.003
General risk reduction 3.482 0.481
Focus on core competence 2.697 0.61
Disruptive Innovation 9.429
Strategic repositioning 14.287 0.006
Improving Service quality 13.929 0.008
Increasing the productivity 4.249 0.373
Others 16.5
n= 30

Table 4.12- Relationship between staff and outsourcing perceived benefits

Results

From the above Chi-square tables we can conclude:

e The bigger Iranian ISPs care more about “shortened time to market

29 (13

2 (13

achieving

to needed scalability”, “disruptive innovation”, “improving service quality” and

other risks.

e The smaller Iranian ISPs care more about “strategic repositioning”.
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4.6.5 Staff and outsourcing perceived risks

Chi-Square Test between “staff” and selecting “The provider does not comply with
the contract” risk:

Hp: The variables “staff” and “the provider does not comply with the contract” are
independent.

H;: The variables “staff” and “The provider does not comply with the contract” are
dependent.

Staff — Very Small Average Large Very
The provider ... 1 small rarge
Yes 2 2 2 0 4
No 5 2 2 / >

Chi-square Test: C51, C52, C53, C54, C55

Expected counts are printed below observed counts

C51 C52 C53 C54 C55 Total

1 2 2 2 0 4 10
2.26 1.29 1.29 2.26 2.90

2 5 2 2 7 5 21
4.74 2.71 2.71 4.74 6.10

Total 7 4 4 7 9 31

Chi-Sg = 0.029
0.014
DF = 4, P-Value

0.390 + 0.390 + 2.258 + 0.414 +
0.186 + 0.186 + 1.075 + 0.197 = 5.141
0.273

m + +
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Chi-Square test between “staff” and selecting “the provider’s inability to quickly

adapt to new technology” risk:

Hp: The variables “staff” and “the provider’s inability to quickly adapt to new

technology” risk are independent

H;: The variables “staff” and “The provider’s inability to quickly adapt to new

technology” risk are dependent

Staff — Very Small Average Large Very
The provider ... 4 small Large
Yes 1 1 4 7 0
No 6 3 0 0 8
Chi-Square Test: C51, C52, C53, C54, C55
Expected counts are printed below observed counts
C51 C52 C53 C54 C55 Total
1 1 1 4 7 0 13
3.03 1.73 1.73 3.03 3.47
2 6 3 0 0 8 17
3.97 2.27 2.27 3.97 4.53
Total 7 4 4 7 8 30
Chi-Sq = 1.363 + 0.310 + 2.964 + 5.187 + 3.467 +
1.042 + 0.237 + 2.267 + 3.967 + 2.651 = 23.455
DF = 4, P-Value = 0.000
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The summary of chi-square tests for Staff and IT/IS outsourcing perceived risks are

illustrated in table 4.13:

Summary of Chi-square test Staff and Outsourcing Perceived risks
statistical test — Chi-square | P-value
Outsourcing perceived risks 4
Hidden costs in the contract 19.388 0.001
Qualification of provider's staff 8.736 0.068
Not achieving desired customization 9.839 0.043
A great dependence on the provider 14.583
The provider unreliability 4.624 0.328
The provider does not comply with the contract 5.141 0.273
Provider’s inability to quickly adapt to new Tech. | 23.455 0.00
Irreversibility of the outsourcing decision 15.383 0.004
Loss of critical skills and competences 11.545 0.021
Unclear cost-benefit relationship 9.347 0.053
Strategic alliance failure 9.589 0.048
Security issues 3.610 0.461
A possible opposition/resistance of IT/IS staff 12.544 0.014
Other risks 5.223 0.265
n= 30

Table 4.13- Relationship between Staff and Outsourcing perceived risks

Results
From the Chi-square tables we can conclude:

The bigger Iranian ISPs fear more from “qualification of service provider”, “the
provider’s inability to quickly adapt to new technology”, “loss of critical skills
and competences”, “unclear cost-benefit relationship”, “strategic alliance failure”
and “a possible opposition/resistance of I'T/IS staff”.

2 (13

The smaller Iranian ISPs fear more from “hidden costs in the contracts”, “not

achieving to desired customization”, “irreversibility of outsourcing decisions” and
“a great dependence to the provider”.
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4.6.6 Sales and outsourcing perceived benefits

Chi-square test between “Sales” and selecting “Strategic repositioning” Benefit:

Hy: The variables “sales” and “strategic repositioning” benefit are independent.

H;i: The variables “sales” and “‘strategic repositioning” benefit are dependent.

Sales — Very  Poor Medium Rich Very
Strategic ... ¥ Poor Rich
Yes 7 1 2 1 5
No 0 3 2 2 7

Chi-Square Test: C51, C52, C53, C54, C55

Expected counts are printed below observed counts

C51 C52 C53 C54 C55 Total

1 7 1 2 1 5 16
3.73 2.13 2.13 1.60 6.40

2 0 3 2 2 7 14
3.27 1.87 1.87 1.40 5.60

Total 7 4 4 3 12 30

Chi-Sgq = 2.858
3.267
DF = 4, P-Value

0.602 + 0.008 + 0.225 + 0.306 +
0.688 + 0.010 + 0.257 + 0.350 = 8.571
0.073

h+ +
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Chi-square test between “sales” and selecting “Improving service quality” Benefit:

Hy: The variables “Sales” and “Improving service quality” benefit are independent.

H;: The variables “Sales” and “Improving service quality” benefit are dependent.

Sales — Very Poor Medium  Rich Very
. Poor Rich

Improving ... ¥

Yes 2 2 8

No 5 2 1 1 4

Chi-Square Test: C51, C52, C53, C54, C55

Expected counts are printed below observed counts

C51 C52 C53 C54 C55 Total
1 2 2 3 2 8 17
3.97 2.27 2.27 1.70 6.80
2 5 2 1 1 4 13
3.03 1.73 1.73 1.30 5.20
Total 7 4 4 3 12 30
Chi-Sgqg = 0.975 + 0.031 + 0.237 + 0.053 + 0.212 +
1.275 + 0.041 + 0.310 + 0.069 + 0.277 = 3.481
DF = 4, P-Value = 0.481
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The summary of chi-square tests for Sales and IT/IS outsourcing perceived benefits are

illustrated in table 4.14:

Summary of chi-square test Sales and Outsourcing Perceived benefits

statistical test — Chi-square | P-value
Outsourcing perceived benefits ¢

Shortened time — to — market 3.381

Overcoming lack of internal expertise & capacity | 10.655

Achieving to needed scalability without mass 2.786 0.594
General risk reduction 2.143 0.710
Focus on core competence 1.753

Disruptive innovation 2.829

Strategic repositioning 8.571 0.073
Improving service quality 3.481 0.481
Increasing the productivity 3.032

Other 5.400

n= 30

Table 4.14- Relationship between Sales and Outsourcing perceived Benefits

Results:

From the chi-square table for “sales” variables and outsourcing perceived advantages we

can conclude that:

e The Iranian ISPs which sell more than others care more about “overcoming lack

of internal expertise & capacity”.

e The Iranian ISPs which sell less than others care more about “strategic

repositioning”.
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4.6.7 Sales and outsourcing perceived risks

Chi-Square Test between “sales” and selecting “qualification of provider’s staff”
risk:

Hy: The variables “sales” and “qualification of provider’s staff” risk are independent.

H;: The variables “sales” and “qualification of provider’s staff” risk are dependent.

Sales — Very Poor Medium  Rich Very
Qualification ... ¥ Poor Rich
Yes 3 0 2 1 7
No 4 4 2 2 6

Chi-Square Test: C51, C52, C53, C54, C55

Expected counts are printed below observed counts

C51 C52 C53 C54 C55 Total

1 3 0 2 1 7 13
2.94 1.68 1.68 1.26 5.45

2 4 4 2 2 6 18
4.06 2.32 2.32 1.74 7.55

Total 7 4 4 3 13 31

1.677 + 0.062 + 0.053 + 0.440 +
1.211 + 0.045 + 0.038 + 0.318 = 3.847
0.427

Chi-Sg = 0.001
0.001
DF = 4, P-Value

m+ +
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Chi-Square test between “sales” and selecting “not achieving desired customization”
risk:

Hy: The variables “sales” and “not achieving desired customization” risk are independent.

H,: The variables “sales” and “not achieving desired customization™ risk are dependent.

Sales - Very Poor Medium Rich  Very
Not achieving ... ¥ Poor Rich
Yes 7 1 2 1 6
No 0 3 2 2 6

Chi-Square Test: C51, C52, C53, C54, C55

Expected counts are printed below observed counts

C51 C52 C53 C54 C55 Total

1 7 1 2 1 6 17
3.97 2.27 2.27 1.70 6.80

2 0 3 2 2 6 13
3.03 1.73 1.73 1.30 5.20

Total 7 4 4 3 12 30

Chi-Sq = 2.320
3.033
DF = 4, P-Value

0.708 + 0.031 + 0.288 + 0.094 +
0.926 + 0.041 + 0.377 + 0.123 = 7.941
0.094

I+ +
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Chi-square tests for sales and IT outsourcing perceived risks are illustrated in table 4.15:

Summary of Chi-square test Sales and Outsourcing Perceived risks
statistical test — Chi-square | P-value
Outsourcing perceived risks 4

Hidden costs in the contract 0.635 0.959
Qualification of provider’s staff 3.847 0.427
Not achieving desired customization 7.941 0.094
A great dependence on the provider 4.038

The provider unreliability 5.393 0.249
The provider does not comply with the contract 3.583

Provider’s inability to quickly adapt to new Tech. | 5.469 0.242
Irreversibility of the outsourcing decision 9.105 0.059
Loss of critical skills and competences 3.342 0.502
Unclear cost-benefit relationship 3.772 0.438
Strategic alliance failure 6.000 0.199
Security issues 3.718 0.445
A possible opposition/resistance of IT/IS staff 9.832

Other risks 11.884 0.018

Table 4.15- Relationship between sales and outsourcing perceived risks

Results:

From the Chi-square table for “sales” variables and outsourcing perceived risks we can

conclude that:

e The Iranian ISPs which sell less than others fear more from “not achieving to

desired customization” and other risks (e.g. vendor bypassing by customer).

e The Iranian ISPs which sell more than others fear more from “a possible
opposition/resistance of IT/IS staff (decreasing the loyalty)”.
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4.6.8. Age and outsourcing perceived benefits
Chi-Square Test between “age” and “focus on core competence” advantage:

Hy: The variables “age” and “focus on core competence” advantage are independent

H;: The variables “age” and “focus on core competence” advantage are dependent

Focus on core ... >

Yes No
Age !
Below the mean 12 10
Above the mean 3

Chi-Square Test: C51, C52

Expected counts are printed below observed counts

C51 C52 Total
1 12 10 22
11.00 11.00

2 3 5 8
4.00 4.00
Total 15 15 30
Chi-Sg = 0.091 + 0.091 +
0.250 + 0.250 = 0.682
DF = 1, P-Value = 0.409
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Chi-Square Test between “age” and “disruptive innovation” advantage:

Hy: The variables “age” and “disruptive innovation” advantage are independent

H;: The variables “age” and “disruptive innovation” advantage are dependent

Disruptive ... —»

Yes No
Age |

Below the mean 1 4
Above the mean 14 11

Chi-Square Test: C51, C52

Expected counts are printed below observed counts

C51 C52 Total
1 1 4 5
2.50 2.50
2 14 11 25

12.50 12.50

Total 15 15 30
Chi-Sg = 0.900 + 0.900 +

0.180 + 0.180 = 2.160
DF = 1, P-Value = 0.142



Chi-square tests for age and IT/IS outsourcing perceived benefits are illustrated in table

4.16:

Summary of chi-square test age and outsourcing perceived benefits

statistical test — Chi-square | P-value
Outsourcing perceived benefits ¢
Shortened time — to — market 1.677 0.195
Overcoming lack of internal expertise & capacity | 3.333 0.068
Achieving to needed scalability without mass 0.600 0.439
General risk reduction 0.000 1.000
Focus on core competence 0.682 0.409
Disruptive innovation 2.160 0.142
Strategic repositioning 4.821 0.028
Improving service quality 0.556 0.456
Increasing the productivity 2.727 0.099
Other 0.240 0.624
n= 30

Table 4.16- Relationship between age and outsourcing perceived Benefits

Results:
From the chi-square tables we conclude:

e The older Iranian ISPs care more about “overcoming lack of internal expertise &

9% ¢

capacity”, “disruptive innovation” and “Increasing productivity”.

e The younger Iranian ISPs care more about “strategic repositioning”.
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4.6.9 Age and outsourcing perceived risks

Chi-Square Test between “age” and selecting “irreversibility of the outsourcing
decision” risk:

Hp: The variables “age”
independent.

H;: The variables ‘“age
dependent.

and “irreversibility of the outsourcing decision” risk are

29

and “irreversibility of the outsourcing decision” risk are

Irreversibility ... »

Yes No
Age |

Below the mean 11 2
Above the mean 4 13

Chi-Square Test: C51, C52

Expected counts are printed below observed counts

C51 C52 Total
1 11 2 13
6.50 6.50
2 4 13 17
8.50 8.50
Total 15 15 30
Chi-Sgq = 3.115 + 3.115 +
2.382 + 2.382 = 10.995
DF = 1, P-Value = 0.001
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Chi-Square Test between “age” and selecting “loss of critical skills and
competences” risk:

Hp: The variables ‘“age” and “loss of critical skills and competences” risk are
independent.
H,: The variables “age” and “loss of critical skills and competences” risk are dependent.

Loss of critical ... —»

Yes No
Age |

Below the mean 5 5
Above the mean 10 10

Chi-Square Test: C51, C52

Expected counts are printed below observed counts

C51 C52 Total
1 5 5 10
5.00 5.00
2 10 10 20

10.00 10.00

Total 15 15 30
Chi-Sgq = 0.000 + 0.000 +

0.000 + 0.000 = 0.000
DF = 1, P-Value = 1.000
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Chi-square tests for age and IT outsourcing perceived risks are illustrated in table 4.17:

Summary of Chi-square test Age and Outsourcing Perceived risks
statistical test — Chi-square | P-value
Outsourcing perceived risks 4
Hidden costs in the contract 3.589 0.058
Qualification of provider’s staff 0.136 0.713
Not achieving desired customization 0.136 0.713
A great dependence on the provider 1.154 0.283
The provider unreliability 0.144 0.705
The provider does not comply with the contract 0.159 0.690
Provider’s inability to quickly adapt to new Tech. | 6.652 0.010
Irreversibility of the outsourcing decision 10.995 0.001
Loss of critical skills and competences 0.000 1.000
Unclear cost-benefit relationship 1.222 0.269
Strategic alliance failure 0.600 0.439
Security issues 0.682 0.409
A possible opposition/resistance of IT/IS staff 1.292 0.256
Other risks 0.136 0.713

Table 4.17- Relationship between age and outsourcing perceived risks

Results:
From the chi-square tables we conclude:
e The older Iranian ISPs fear more from “the provider’s inability to quickly adapt to
new technology”.

e The younger Iranian ISPs fear more from ‘“hidden costs in the contract” and
“irreversibility of outsourcing decision”.

In chapter 5 we will present the whole conclusions and suggest some further research
areas.
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Chapter 5- Conclusions & discussions

In this chapter, we will first present the conclusions of our data analysis and then
suggest some further research areas

5-1- Overview

First of all we investigated which and what percentages of IT activities are outsourced in
the sample.

The summary of analysis of IT activities in sample ISPs was presented in table 4.5.

The good news for E-commerce experts is that ISPs tend to outsource 42.3% of their e-
business solutions (e.g. EC, CRM, SCM, BPR, etc).

They outsource 36.5% of their programming activities and 21% of “other activities”
which are mainly the “web page design”.

Each of the other 9 activities is outsourced less than 20% in Iranian ISPs.

We found that about 93.3% of the ISPs are at least aware about one IT outsourcing
benefits.
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The results about Iranian ISPs perceived benefits are indicated in following lists:

%
Advantages n valid Rank
Reducing/Controlling the General cost 30 100.00 1
Overcoming Lack of internal expertise 24 80.00 2
Shortened time to market (Flexibility) 23 76.67 3
Focus on core competence 22 73.33 4
General risk reduction 20 66.67 5
Improving Service quality 18 60.00 6
Strategic repositioning 16 53.33 7
Achieving to needed scalability without mass 10 33.33 8
Increasing the productivity 8 26.67 9
Disruptive Innovation 5 16.67 10
Others 5 16.67 11

Table 5.1- Ranking of IT outsourcing advantages in Iranian ISPs

As illustrated in above table, all the 30 respondents have selected the choice of
“reducing/controlling the general cost” as an advantage of IT outsourcing.

The next main perceived advantages of IT/IS outsourcing are “overcoming lack of
expertise”, “shortened time to market”, “focus on core competence”, “general risk

9% <¢

reduction”, “improving service quality” and “‘strategic repositioning”.
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5-2- Conclusions

We can summarize the result of the relationships between variables as followings:

a- QOutsourcing level and perceived benefits & risks:
The research indicates that for Iranian ISPs:

ISPs that outsource

ISPs that outsource

the most the Least
Overcoming lack of internal | 1- Achieving to needed
expertise & resources. scalability without mass
2- Strategic repositioning
Advantages: 3- Other benefits (e.g. ease
of dealing with legal rules and
authorities, tenders and customer
expectations.
1- Provider’s inability to | 1- Hidden costs in the
quickly adapt to new technology | contract
2- Losing critical skills and | 2- Irreversibility of
competences outsourcing decisions
Risks: 3- Unclear cost-benefit
relationship
4- Security issues
5- Possible  IT/IS  staff
resistance

Table 5.2- Outsourcing level and outsourcing perceived benefits & risks

b- Staff and perceived benefits & risks
The research indicates that for Iranian ISPs:

Large ISPs

Small to medium ISPs

1- Shortened time to market
(business process flexibility)
2-  Achieving to  needed

1- strategic repositioning

Advantages: scalability without mass
3- Disruptive innovation
4- Improving service quality
5- Other benefits
1- dubious qualification of | 1- Hidden costs in the
provider staff contracts
2- Provider’s inability to | 2- Not achieving desired
quickly adapt to new technology | customization
3- Loss of critical skills & | 3- Irreversibility of
Risks: competences outsourcing decision
4- Unclear cost-benefit | 4- A great dependence to
relationship the provider
5- Strategic alliance failure
6- A possible resistance of

internal IT/IS staff

Table 5.3- Staff and outsourcing perceived benefits & risks
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c- Sales and perceived benefits & risks
The research indicates that for Iranian ISPs:

Higher annual sales Lower annual sales

Overcoming lack of internal | Strategic repositioning

Advantages: expertise & resources
A possible opposition/resistance | Not  achieving to  desired
Risks: of IT/IS staff (decreasing the | customization

loyalty)
Table 5.4- Sales and outsourcing perceived benefits & risks

d- Age and perceived benefits & risk:
The research indicates that for Iranian ISPs:

Older ISPs Younger ISPs

1- Overcoming lack of | Strategic repositioning
internal expertise & resources

Advantages: 2- Disruptive innovation
3- Increasing productivity
The provider’s inability to | 1- Hidden costs in the contracts
Risks: quickly adapt to new technology | 2- Irreversibility of outsourcing

decision
Table 5.5- Age and outsourcing perceived benefits & risks

So, for example if you are an IT service provider manager who wants to sign a contract
with a small ISP (in terms of Staff No.), you’d better know that the ISP manager fears
from following risks (table 5.3): “hidden costs in the contracts, not achieving desired
customization, irreversibility of outsourcing decision and A great dependence to the
provider.” However the advantage of “strategic repositioning” is the most important one
for him/her.

Taking another look to table 4.11 in previous chapter leads us to the fact that ISPs with
bigger sizes (in terms of staff No. and sales) and more experience (older ones) tend to
outsource their IT/IS activities more than others.

Comparing the findings with a similar study of Spanish large firms

1- Outsourcing variable (shows the firms that outsourced at least one IT
activity):
Iranian ISPs: 96.7%
Spanish large firms: 85.7%
It shows that Iranian ISPs have outsourced about 11% more than Spanish large firms.
This can be related to several reasons:

- Rate of awareness about potential of IT/IS outsourcing: We know that 93.3%
of Iranian ISP managers were aware about at least one advantage of IT/IS
outsourcing. However, since we don’t have any reliable statistics about rate of
awareness among Spanish large firms’ managers, it is not easy to have a clear
judgment about this aspect. Therefore two research areas seem to be useful:

69



a- Assessing the rate of awareness about advantages of IT/IS outsourcing
through an online questionnaire to facilitate our comparison.

b- Performing a similar survey for Iranian large firms, adding the “Sector”
and “Budget percentage allocated to IS/IT” variables in order to determine
the relationships between these variables and IT/IS perceived benefits &
risks.

- Distinct sector: The entire ISPs interviewed manager stated that they never say
“No” to any IT requirements of their customers. The dynamic nature of IT
landscape makes the ISPs customers ask a variety of services from their
vendors (e.g. ADSL, Webpage design, E-solutions, etc). When the required
service is not within the ISPs competence or there are other limitations, then
outsourcing will be an appropriate choice in most of the times. This special
condition may not exist for different sectors. Gonzales and his colleagues
(2005) proved that characteristics such as sector and IT budget do not
condition the perceived risks in Spanish large firms. However this may not be
true for other variables. Hence another research opportunity is to verify the
relationship between “sector” and variables such as “outsourcing”,
“outsourcing level” and “outsourcing perceived advantages”, through a survey
among Iranian large firms.

2- Outsourcing level
- Spanish large firms: Below the mean: 49%

Above the mean: 51%

- Iranian ISPs:

Below the mean: 53 %
Above the mean: 47%

Despite the more tendencies for outsourcing in Iranian ISPs, the level of outsourcing
IS/IT activity is less, comparing to Spanish large firms (only 47% of ISPs outsource
above the mean level). Regardless of E-solutions and programming which are often
good candidates for outsourcing, table 4.12 shows that level of outsourcing is still low
among the ISPs. This is mainly due to ISPs concerns (perceived risks) of IT
outsourcing.
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3- Outsourcing perceived risks

Risks n % valid Rank
An excessive dependence on the provider 189 618 1st
Loss of critical skills and competences 112 366 Znd
Qualification of the provider's staff 110 359 3rd
The provider does not comply with the contract 101 330 4th
Unclear cost-benefit relationship o 307 bth
Hidden costs in the contract a0 204 6th
Security issues 63 206 7th
Irreversibility of the outsourcing decision 30 98 Sth
The possible opposition of our 1S staff 22 72 9th
Inability to adapt to new technologies 19 6.2 10th

Table 5.6- IT Outsourcing risks for Spanish large firms (Gonzales, Gasco and Llopis, 2005)

Risks n % valid Rank
A great dependence on the provider 26 86.67 1
Security issues 22 73.33 2
Strategic alliance failure 20 66.67 3
Hidden costs in the contract 19 63.33 4
Not achieving to desired customization 17 56.67 5
Qualification of the provider's staff 13 43.33 6
The provider's inability to quickly adapt to new technology 13 43.33 7
Irreversibility of the outsourcing decision 13 43.33 8
Unclear cost-benefit relationship 13 43.33 9
Others 13 43.33 10
A Possible opposition/resistance of IT/IS staff 11 36.67 11
The provider's unreliability 11 36.67 12
Loss of critical skills and competences 11 36.67 13
The provider does not comply with the contract 9 30.00 14

Table 5.7- IT Outsourcing risks for the Iranian ISPs

A simple comparison between above two tables shows that both Iranian ISPs and Spanish
large firms fear most from “Dependence to the service provider”. However, the ranking
of risks is different. The next risk for ISPs is “security issues” which shows the
importance of this risk in the mind of Iranian ISPs managers. They also fear significantly
to fail in their strategic alliance with their service providers. In fact, failing in to keep a
relationship after a long time, means losing a credible amount of resources spent for
identification, analysis and acquisition, design the relationship and integration with their
strategic partner. 63.3% fear from “Hidden costs in the contracts” which usually forces
them to pay more than their expectations for an outsourced IT service. Next risk-“Not
achieving to desired customization” means the ISPs manager simply believe that the
output of an outsourced IT service is not simply “what they exactly want”. 43.3% have
selected the risks of “Qualification of the provider's staff”, “The provider's inability to

29 ¢¢

quickly adapt to new technology”, “Irreversibility of the outsourcing decision”, “Unclear
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cost-benefit relationship” and “Other” risks. 11% fear from “A Possible opposition /
resistance of IT/IS staff’, “The provider's unreliability” and “Loss of critical skills and
competences”. Only 9% fear from “the provider does not comply with the contract”.

5-3- Discussion

First of all I should mention that among 40 ISPs in my sample list, I could gather 30 filled
questionnaires. This shows that findings are based on 75% of the required records.

Also about the relationship between variables, the maximum acceptable p-value was
0.19. This means for any alpha smaller than 0.19 the Null hypothesis which is the
independency of variables would be accepted. However, if we decrease the maximum
acceptable P-value to 0.1 or less, then we have to deny some dependencies and if we
increase the maximum acceptable P-value to 0.25 then more dependencies between
variables would be added to our results.

Discussions about conclusion tables:
A brief look at the tables 5.2, 5.3, 5.4 and 5.5 leads us to following results:

®  The smaller (in terms of both staff No. and sales) and younger ISPs and also ISPs
that outsource their IT/IS activities less than others, all care about ‘“Strategic
repositioning” advantage of IT/IS outsourcing.

®  The bigger ISPs (in terms of outsourcing level and annual sales) and older ones, all
care about “overcoming lack of internal expertise & resources” as an advantage of
IT/IS outsourcing

®  The bigger ISPs (in terms of outsourcing level and staff No.) and older ones, all
fear about “Provider’s inability to quickly adapt to new technology” risk.

®  The smaller ISPs (in terms of outsourcing level and staff No.) and the younger
ones, all fear about “Hidden costs in the contracts™ risk.
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5-4- Implications for managers

According to our analysis the most important advantage of IT/IS outsourcing is the
“Reducing/controlling the general cost” from the ISPs point of view. They also believe
that the “excessive dependence on the provider” is the most important risk.

Nevertheless, some characteristics of the firm (mainly their size) determine to some
extent the outsourcing level and outsourcing perceived risks and advantages. The
outsourcing level also can determine what benefits & risks are seen as the most relevant.
The findings helps IT service provider managers decide which items should be
highlighted to minimize the ISP managers perceived risks and assure them about offering
what they expect as an advantage of IT/IS outsourcing. This decision varies based on
general characteristics of the ISP (their size, annual sales and age) and also their past
habits about level of IT outsourcing.

The conclusions like Gonzales and his colleagues agree that total IT/IS outsourcing can
turn out to be a very dangerous strategy, mainly due to the dependence it creates. This is
why ISP managers should consider other alternatives such as having multiple providers
or resorting to selective outsourcing. Another interesting alternative would consist in the
IT department’s facing up to outsourcing providers’ offers with a benchmarking study.

It becomes important in these contracts to make sure that customer-provider relationships
are not only based on mutual trust and understanding (although they both are essential
and cooperation scheme). The relationship must be additionally based on a well-
structured contract, and the customer firm must be also permanently vigilant about the
delivery of the outsourced services. In any case, ISPs must be aware of the need to retain
some specific key knowledge in house if they really want the outsourcing relationship to
work satisfactory for the customer.
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5-5- Further research areas

Future researchers may pursue a number of directions. First, the customers perceived risk
as a part of the risk model in the field of B2B industrial marketing. Further researches are
suggested for determining other parts of risk model such as incurred risks, Customer
likely behavior and possible supplier’s actions.

Other researches may focus on the type of contractual agreements between IT service
providers and ISPs in order to minimize the perceived risks and maximize the benefits.
All the customer and supplier’s action before the contracts, within the period of
negotiation, during the implementations and/or after the outsourcing job should be
clarified.

Also, it is important to determine which IT activities and competences should be built in
house to decrease the risk of “an excessive dependence on the provider”, level of risks
that each IT outsourced activity creates, How to choose the selective providers and how
to manage multiple providers’ contracts.
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Appendix

MODARRES
UNIVERSITY

LULEA I ,
UNIVERSITY

Questionnaire OF TECHNOLOGY E%\%E

IT Outsourcing — Benefits & Risks

Dear ISP manager

The following questionnaire is prepared with the aim of data gathering for a Master
Thesis. The research is going to find out the rate of awareness about potential of IT/IS
outsourcing and ISPs perceived advantages and risks of outsourcing decisions. The
demographic characteristics of your ISP are required only for determining the
relationships between your perceived risks and advantages and those variables (size,
sales, age and investment) and will not be used for any other purposes.

I assure the confidentiality of your responses. No other governmental or private business
will gain to any parts or the entire filled questionnaire.

Your contribution in my research is highly appreciated in advance.
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Do you believe to any benefits (advantages) for IT outsourcing?
I:l Yes I:l No If yes, could you mention any of them?

1. If the above answer is yes, then which of the following activities is carried out through
outsourcing up to now (or there is a significant tendency for outsourcing in near future)?

Percentage Percentage
% | Application analysis % | Systems Operation
% | Support to end users % | Programming
% | Staff and/or user training % | Network Security
% | Systems implementation % | Network service
% | Hardware maintenance % | E-business solutions (EC, CRM, SCM, BPR, etc)
% | Software maintenance % | Others (Please indicate)

2. Now, considering the answer of first question put a star (-) on more relevant advantages
of IT outsourcing in your business. Then select the most important advantage.
Reducing/Controlling the General Cost Focus on core competence
Shortened time — to — market (Flexibility) Disruptive innovation
Overcoming lack of internal expertise & capacity Strategic repositioning

Achieving to needed scalability without mass Improving service quality
General risk reduction Increasing the productivity

3. Put a star (-) on the more relevant causes for reservations (risks) in your business
appearing when the time arrives to decide whether to outsource or not. Then select the
most important risk.

Hidden costs in the contract Loss of critical skills and competences
Qualification of provider’s staff Unclear cost-benefit relationship
Not achieving desired customization Strategic alliance failure

A great dependence on the provider Security issues
The provider unreliability A possible opposition/resistance of IT/IS staff (Decreasing the

Loyalty)
The provider does not comply with the contract |:| Other (Please indicate)
The provider’s inability to quickly adapt to new
technology

I:I Irreversibility of the outsourcing decision

The organization’s profile

4. The organization’s size (year 2005) and its age.

Staff Sales  (millions of Rials)
0-5 Until 50 Date of creation:
6-10 More than 50 and less than 100
11-20 More than 100 and less than 500
21-50 More than 500 and less than 1000
More than 50 More than 1000

Total Investment:
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