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Abstract
Research on interorganisational relationships is highly fragmented. It can be found in, for example,
sociology, economics, anthropology, psychology, marketing, organisational behaviour, strategic
management, and entrepreneurship. It is unsurprising that the terminology and units of analysis vary
notably, as does the theoretical basis of the research. The forms of interorganisational relationships
researched also vary, including among others networking, outsourcing, strategic alliances, joint
ventures, and partnering.
The focus of this research is on outsourcing partnerships – what is the process involved in the
formation and management of a software research and development (R&D) outsourcing partnership
and what are the factors that affect the successful outcome of the said relationship. Understanding of
how the relationship works, how it grows and develops is crucial for getting the best out of the
collaboration and for avoiding possible difficulties.
Outsourcing and partnering have been researched from many different viewpoints, depending on
the domain. Some common topics of interest can still be found and they are presented in this study.
However, a complete picture of an outsourcing partnership life cycle cannot be found in the literature.
Because of that a synthesis outsourcing partnership life cycle model has been created based on the
models found in other studies.
In the second part of the study, empirical data from a software R&D outsourcing partnership case
is analysed based on the synthesis model, and a new, improved model is created. The new model gives
a more in-depth insight into the formation and management of an outsourcing partnership. Also, the
success factors collected from the case are compared to the ones found in the literature. Even though
the model is created and presented mainly from the customer company viewpoint, it has been affected
by the partner company viewpoint as well, as the case data was collected from both companies.

Keywords: business process, life cycle, outsourcing, partnering, R&D, relationship,
software business
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1 Introduction
Software has become pervasive – it is an essential component of all modern devices of
today – and manufacturers keep adding more features with each new product cycle.
Furthermore, services, as opposed to features, have emerged as a new trend. Service
systems are, however, very complex as they need to cross a number of devices, network
elements, and work seamlessly across the different companies in the value chain.
Convergence is the buzz word in modern-day product development.
All this ensures that software workforce demand will continue to grow in the future.
To a certain extent a company can satisfy this need by increasing its own software staff.
Yet many companies have reached a point where headcount growth needs to be
constrained if they don't want to become unwieldy mammoths – a better way to grow is
to utilise some forms of co-operation with other companies, such as networking,
subcontracting, or partnering.
Recent events in the IT and telecom markets have also highlighted the dangers of
overgrowth. While there is no shortage in the need for more software and software
professionals, some companies are laying people off because the demand for their
particular product is not what it used to be. The new economy is very dynamic and
requires considerable agility – an ability to adjust, refocus and reconstruct development
organisation according to changes in the market. This has not gone unnoticed in the
industry. The trend is for the companies to concentrate on their strategic competences and
to buy competences they need but do not have – and do not want to have – in-house.
While this gives the companies improved agility in the new economy markets, it comes
with a price. Close co-operation between companies has significant risks because the
quality of the services bought will be found out only after the service has already been
realised. And when these services are directly linked to the lifeline of the company – the
product itself – such risks can have extremely severe consequences. The gain is, however,
apparently greater than the pain and using different forms of collaboration is becoming a
mainstream fashion in the software industry, despite the dangers.
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1.1 Background and motivation
In 1993 Tapscott and Caston said that “outsourcing is a key driving force in business”. In
2005 the situation has changed little. The word ‘outsourcing’ can be replaced with the
word ‘networking’ where outsourcing is just one type of networking.
The global business environment around us has changed rapidly. New phenomena
have appeared and new trends have arisen. The world is no longer the same as it was in
the 1970’s. The profound changes in information and communication technologies in the
1980s and 1990s – computers, the internet, and telecom – have been the key drivers for
the two recent major trends: globalisation and transnationalism. The world has shrunk as
methods for reaching the other side of the globe have become easier and easier.
Networking of companies is the third major trend. Companies tend to focus their
operations on those competencies that add most value and prefer to outsource functions
that do not add value. Different types of companies use different collaboration modes,
sometimes falling in league even with their competitors (e.g., standardisation consortia).
Developing a collaboration strategy has become an important part of a company’s
business strategy. (Baldauf et al. 2001.) It is generally seen that this trend is the result of
ever-increasing competition that forces companies to find new ways to be more
productive and competitive (Pralahad & Hamel 1990, Quinn & Hilmer 1994).
The Information and Communication Technology sector (ICT) has grown fast during
the last years everywhere in the world, including Finland. In Finland this growth has had
a staggering effect on the country’s economy – during the last decade the ICT sector has
grown so remarkably that, together with traditional forest industries, it now forms the
backbone of the Finnish economy. The line between the ICT sector and other sectors
becomes hazier all the time as electronics, automation and telecommunications need
more and more software in their products. The term ICT is used with slightly different
meanings from country to country, and in Finland it has a strong weight of
telecommunications. This is very much due to the success of Nokia and its effective
collaboration strategy, the so-called ‘Nokia’s network’ (Ali-Yrkkö 2001), the network of
companies that are somehow connected to Nokia’s value chain.
In spite of all the above, the networking of companies, especially in the form of
outsourcing, is not a new phenomenon, although lately it has been given much attention
both in academic literature and in popular business press literature. There were well
established practices of outsourcing both in private and governmental sectors prior to and
during the Industrial Revolution. The oldest known examples date back to the Roman
times, when tax collecting was outsourced. Corresponding examples can be found in
eighteenth and nineteenth century England, USA, and Australia in various forms,
including mail delivery, prison management, road maintenance, and the operation of
street lights, etc. (Domberger 1998).
However, from the mid-nineteenth century, and during most of the twentieth century
up until the last twenty years there was a downswing in contracting out, since large,
vertically integrated enterprises were better suited to the economic situation of those
days, the internalisation of transactions within organisations was the dominant trend, and
conglomerate diversification was recommended. Outsourcing was seen as a way to
reduce costs and to temporarily access resources which were not needed all the time in
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the company: ‘body hiring’. However, in the 1980s and 1990s it was seen that large
enterprises are neither responsive enough in the current economic situation nor more
efficient than cooperative networks of enterprises, which were able to specialise in
different aspects of product development or production. On the contrary, it was noticed
that size had a negative effect on the rate of return, meaning that larger enterprises made
less money than smaller ones, in relation to their size. Since cutting costs and
restructuring were the themes of the day due to the effects of recession, it was rather
obvious that new, more efficient forms of organisations were very welcome. (Domberger
1998.)
Definite reasons why previously successful organisations were no longer effective
cannot be given, but some analysis can be made. Economic changes in the 1980s and
1990s were big. “Globalisation, competition from low-wage developing countries, and
advances in communications and information technology” (Domberger 1998) are the
factors cited most often.
New ideas were created by academics as an answer to these changes. A new concept
of ‘core competencies’ was created (Pralahad & Hamel 1990). By defining the company’s
core competences, managers are able to make strategic decisions about which activities
are best outsourced and which are best retained in-house. Charles Handy’s (1989)
‘shamrock organisation’ and Davidow and Malone’s (1992) ‘virtual corporations’
discussed the same idea.
Since then, many new types of organisations have been created. These include
strategic networks, alliances, multiple vendor contracts, joint ventures, different kinds of
spin-offs, consortia etc. (Venkatraman & Loh 1994.) At the same time, interest in closer
relationships has grown as the need for a portfolio of relationships has been understood –
different kinds of relationships are required for different types of needs (Bensaou 1999).
This can be seen in the existing variations of outsourcing relationships. Some of them are
nothing more than simple subcontracting or buyer-supplier relationships, which were
particularly common earlier. However, as the need for different types of relationships has
been noticed, the amount of partnership-type outsourcing relationships has grown rapidly.
In the software industry in particular, partnering has become an extremely important tool
in simultaneously both sustaining and managing the growth of the company (Hoch et al.
2000).
Many outsourcing relationships, at least initially, are based on the need for cost
savings but another important reason to enter into this kind of a relationship is the
opportunity to tap into knowledge of new technologies beyond the firm’s boundaries
(Alner 2001, Baldwing et al. 2001, Gupta & Gupta 1992, Lacity & Hirschheim 1996,
Kakabadse & Kakabadse 2000). Other reasons include flexibility in allocating human
resources, access to new markets, the ability to concentrate on the company’s core
competences, focus on strategic issues, increasing product or service quality, shortened
time-to-market, transferring fixed costs into variable costs, and enhancing competitive
advantage (e.g., Embleton & Wright 1998, Kakabadse & Kakabadse 2000, Tuten &
Urban 2001, Gonzalez et al. 2005). However, outsourcing is not only “contracting for
skills, assets and resources, but contracting for results, where the quality of both parties’
respective skills and resources is highly important to the final outcome” (Comerford &
Puryear in Peisch 1995, p.32). One very important difference between partnering type
relationships and more simple and distant relationships (e.g., a subcontracting or buyer-
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supplier relationship) is that partnering relationships are seen as deep, long-term
relationships in which many traditional boundaries between companies are broken
(Kakabadse & Kakabadse 2000, Tuten & Urban 2001).
It is important for both parties to have an understanding and knowledge of how to
develop and manage the partnership. The buyer gains the positive effects of networking
whereas the supplier gets the opportunity to create successful business-to-business
marketing plans and also to enhance their own operations with the lead of the buyer
company. A partnering relationship gives both parties some degree of stability in the
currently unstable markets as well. (Tuten & Urban 2001.)
This study addresses outsourcing and – as a result of that – partnering, specifically in
the software research and development business from the process and management point
of view. Later on in this study the combination of outsourcing and partnering is called ‘an
outsourcing partnership’. The term ‘outsourcing’ refers to outsourcing in general.

1.2 Problems in outsourcing
Outsourcing arrangements do not always turn out to be successful (List 1). The
outsourcing company may become too dependent on the supplier, it may fail to generate
any savings from the outsourcing contract (or the outsourcing arrangement may even cost
more than an equivalent internal arrangement, it may lose control over critical functions,
the outsourcing relationship may be very problematic, and the morale of permanent
employees may fall. Outsourcing can also generate new risks like losing essential kills or
developing the wrong ones; it may cause the loss of cross-functional skills or innovative
capacity, and may also lead to the loss of control over suppliers. Even loss of corporate
memory has been reported. (Quinn & Hilmer 1994, Lacity & Hirschheim 1996,
Domberger 1998, Embleton & Wright 1998, Kakabadse & Kakabadse 2000.)
List 1. Problems in outsourcing from the customer point of view.
Outsourcing contract does not brings savings it was intended to bring
Dependence on supplier – loss of control over supplier
Loss of control over essential function
Problematic relationship
Morale of permanent employees drops
Loss of critical skills – development of wrong skills
Loss of cross-functional skills
Loss of innovative capacity
Loss of corporate memory

McIvor (2000) discovered in his study of outsourcing that some of the problems
companies encounter are caused by not understanding the importance of strategic
perspective in outsourcing decisions (List 2). Companies are primarily motivated by
short-term cost reductions. However, by integrating outsourcing strategy into the
company’s overall strategy the benefits would probably be much greater (Quinn &
Hilmer 1994, DiRomualdo & Gurbaxani 1998, Domberger 1998, Quinn 1999.)
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According to McIvor (2000), other reasons for problems in making effective
outsourcing decisions are: lack of a formal outsourcing process within the company, cost
analysis being too limited, and difficulties with core business definition. The decisions to
outsource or not are primarily made on the basis of reducing headcount and costs, rather
than assessing what makes most sense business-wise in the long term. Cost analysis
techniques in many companies are outdated and may give misleading results when
analysing which is a better alternative – to perform internally or to outsource. Some
companies have problems in defining what their core competencies are and even misuse
the term “core”. By defining core competencies to be “those things that we do best”
(Lonsdale & Cox 1997) companies unknowingly relinquish their core competencies by
outsourcing them. That may lead to a more competitive product but in the long run the
company may notice that the former supplier is a new competitor.
List 2. Reasons behind problems in outsourcing relationships (McIvor 2000).
Not understanding the importance of strategic perspective in outsourcing decisions
Lack of a formal outsourcing process within the company
Cost analysis too limited
Difficulties with core business definition

Because of the many unsuccessful outsourcing partnership arrangements there has been
much interest in what makes relationships successful. The factors most often mentioned
are: trust between partners (e.g., Anderson & Narus 1990, Mohr & Spekman 1994,
Ellram & Edis 1996, Domberger 1998, Spekman et al. 1999, Tuten & Urban 2001, Dietz
2004), communication (Mohr & Spekman 1994, Ellram 1995, Ellram & Edis 1996, Tuten
& Urban 2001), and profitability (Ellram 1995, Tuten & Urban 2001). Mohr and
Spekman (1994) also mention as very important factors constructive conflict resolution
techniques and interdependence between partners, since it gives both partners good
reason to commit to work towards a beneficial relationship. Ring and Van de Ven (1994)
argue that interaction processes are central to the successful management of an
outsourcing partnership.

1.3 Research gaps
Referring to the problems found in outsourcing relationships, several research gaps can
be found in the field of outsourcing research (Table 1). Lee and co-authors (2000) in their
paper maintain that it is time to move on in outsourcing research. They posit that
outsourcing partnership and issues around this subject are the next important research
field. Lee and co-authors (2000) propose five areas of research: partnership motivation
(differences between contractual relationship and partnering relationship, drivers behind
partnership contracts, benefits and risks, etc.), partnership scope (total or selective, longterm or short-term, service or asset, etc.), partnership performance (evaluating, verifying,
and improving performance, etc.), partnership or not (decision-making frameworks etc.),
and partnership contract (process and management issues, contract making, procedures
for building and sustaining outsourcing partnership).
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Kakabadse and Kakabadse (2000) follow the same line when discussing outsourcing.
They argue that outsourcing has been explored in depth in relation to the elements of
economy, quality, and innovation, and that a better understanding is needed in relation to
knowledge transfer, behaviour, business risk, and customer satisfaction.
Dibbern and co-authors (2004) argue that definition and operationalisation of
outsourcing success still need more research as the success of a relationship is highly
dependent on many variables. Another gap is in analysis of the outsourcing relationship:
there is a crucial need for analytical studies based on both the client’s and the service
provider’s view. Most of the research in the outsourcing field is from either a client’s or a
service provider’s point of view. Few researchers have looked the relationship from both
viewpoints. (Ellram 1995, Lee et al. 2000, Tuten & Urban 2001, Dibbern et al. 2004.)
The service provider’s view of the relationship should also be studied more extensively
(Dibbern et al. 2004). Using the viewpoint of some other stakeholders as well (e.g., IT
and business managers or staff) would provide some new ideas. Furthermore, current
outsourcing research is mostly snapshots taken at a given point in time, and hence would
benefit from longitudinal studies. (Dibbern et al. 2004.) This is also true of the
outsourcing process, as research on changes in outsourcing arrangements over time is
needed (Dibbern et al. 2004). Dibbern and co-authors (2004) also argue that there is a
need for comparative studies of outsourcing, including cross-cultural, cross-functional,
and cross-industry comparisons.
Table 1. Summary of the gaps in outsourcing research
Reference

Research gap

Lee et al. 2000

Partnership motivation, Partnership scope, Partnership

Kakabadse & Kakabadse 2000

Knowledge transfer, Behaviour, Business risk, Customer

performance, Partnership or not, Partnership contract
satisfaction
Ellram 1995, Lee et al. 2000, Tuten &

Research from the viewpoint of both parties

Urban 2001, Dibbern et al. 2004
Dibbern et al. 2004

Outsourcing success; Research from the viewpoint of various
stakeholders, including service providers; Lack of longitudinal
studies; Outsourcing process and changes in the outsourcing
arrangements over time; Comparative cross-cultural, crossfunctional, and cross-industry research

Willcocks et al. 1995

Need for more empirical studies

Author’s own observations

Lack of software R&D outsourcing partnership research, Lack
of a comprehensive outsourcing partnership model

Many models found in the literature are theoretical, even though lately the amount of
empirical documentation has increased. Empirical work is needed in assessing the
validity of the conceptual frameworks (Willcocks et al. 1995). The combination of both
conceptual models and empirical testing of them should give a comprehensive
understanding of the outsourcing partnership phenomenon to both researchers and
managers who cope with these problems every day.
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Furthermore, most of the models and frameworks focus on a certain phase of the
relationship life cycle and only some of them take a broader view of the life cycle as a
whole. Software research and development outsourcing or partnering has attracted the
interest of very few researchers.

1.4 Research problems
Although multiple different collaboration approaches exist, such as subcontracting,
partnering, joint ventures, etc., this thesis will focus solely on outsourcing and strategic
partnering, as the empiric case used in this study is an outsourcing partnership case. Some
of the results of this thesis can be generalised to the other types of collaboration, but the
main focus in this thesis is on software R&D outsourcing and partnering.
It seems that no sufficiently comprehensive process models for the formation and
management of an outsourcing partnership can be found. Thus the first research question
is:
Q1. What is the process for the formation and management of a software research
and development outsourcing partnership?
This study approaches the subject from a customer company operative management
viewpoint and aims at filling some of the research gaps by establishing such a model
based on the literature and evaluated and complemented by empiric material.
The success factors of partnering relationships have been studied earlier but it is
interesting to see if the software R&D outsourcing context has some effect on the factors.
Hence, I have posed the second research question in the following way:
Q2. What are the factors affecting the successful outcome of a software research
and development outsourcing partnership?
This question is answered in this study first by studying what success factors for
partnerships have already been presented in the literature and, second, by finding what
factors seem to affect the successful outcome of the relationship in the empiric case.

1.5 Outline of the study
Chapter 1 outlines and situates the research setting and intention.
Chapter 2 gives an overview of the outsourcing and partnering research fields. First,
the main concepts of the study are presented to make the study easier to understand for
the reader. The next section studies the process nature of the subject (i.e., a process
approach). A discussion on development and change in organisations follows. Two life
cycle models are presented and the chapter ends with some thoughts on the subject from
the relationship viewpoint (i.e., the relationship approach).
In Chapter 3 elements of a literature-based synthesis process model for forming and
managing an outsourcing partnership are presented and discussed phase by phase.
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Chapter 4 elaborates on the background of the study. The Finnish ICT sector is
discussed together with the empiric case used in this study. The case study design is
presented.
In Chapter 5 the analysed results from the empiric material are combined with the
literature-based synthesis process model and the resulting model is discussed phase by
phase. Success criteria for a software R&D outsourcing partnership are presented.
Chapter 6 concludes the study.

2 Theoretical framework
In this chapter I will present the building blocks for an outsourcing partnership process
model. First I present the main concepts of this study. After that, current topics in the
outsourcing and partnering research fields are discussed as well as the process nature of
the subject (the process approach). Then I discuss development and change in
organisations and introduce four basic theories for explaining the reasoning behind and
manner of the change. Based on that, I present two different outsourcing partnership life
cycles. The chapter ends with some thoughts concerning a relationship approach to
outsourcing partnerships.

2.1 Main concepts of the study
Throughout this study some key concepts are mentioned – outsourcing, core competence
or core activities, strategic partnering, and outsourcing partnership. Before going further
in the subject it is necessary to understand in which context I use them. In the following
section, the use and meaning of the concepts in this study are briefly defined.

2.1.1 Outsourcing
Many research papers take the term ‘outsourcing’ as given and do not define what they
mean by it at all. However, it is a very ambiguous term used in many different contexts
and with many different meanings. The relationships described as outsourcing
relationships differ from each other on the level of depth, being simple ‘subcontractingtype relationships’ or ‘outsourcing partnerships’ or anything between.
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A couple of examples of definitions for outsourcing are:
− The Oxford English Dictionary1 gives the definition for the word “outsource” as “the
obtaining of goods or contracting of work from sources outside a company or area”.
− Zhu and co-authors (2001) define outsourcing as “The process of transferring the
responsibility for a specific business function from an employee group to a nonemployee group.”
− The definition given in Domberger (1998) is very similar, being “a process whereby
activities traditionally carried out internally are contracted out to external providers”.
The central point in these definitions, as well as in the others found in the literature, is
that some business function(s) are performed by a third party. Zhu and co-authors (2001)
and Domberger (1998) emphasise also the aspect of movement from in-house to external
sourcing. The transferring of assets, in particular staff, is also one common aspect of
outsourcing, even though it is not essential to it (Willcocks & Fitzgerald 1993).
For the purpose of this research I have included all these aspects in my definition of
the word outsourcing and define it as ‘The process of transferring the responsibility for a
specific business function from an employee group to a non-employee group, including
transfer of assets, such as personnel’.

2.1.2 Core competence
Many management theorists argue that to be able to make sound outsourcing decisions,
managers need to understand what the company’s core competences or core activities are.
What are core activities, then? Different kinds of definitions can be found. One way to
understand ‘core activity’ is that it is something that has traditionally been performed inhouse. That is a very misleading definition since it can be understood that all the
activities performed in the company are core activities. (Alexander & Young 1996,
McIvor 2000, Domberger 2001.)
A better idea is to think of core activities as a set of skills that enable the company to
produce different products, both the current ones as well as future ones. The company
should cultivate these skills and understand that it is in the skills, more than in the
products produced, that the company’s future lies. The skills are a platform on top of
which the new, successful products are built. That is why companies need to be careful
when choosing what activities are outsourced since by outsourcing the wrong ones a
company may lose critical skills. (Pralahad & Hamel 1990.)
Core activities typically cross organisational boundaries. An integral part of them is
the communication, involvement, and deep commitment of people from many
organisational levels and functions. This kind of thinking helps in spreading knowledge
across the company and enables creative new business development, as well as helping
bind the company’s existing businesses together. (Pralahad & Hamel 1990.)
The core competence concept suits high-tech industries maybe best as in these
industries acquiring technological skills is expensive and often takes a long time, and
1 http://dictionary.oed.com, 10.2.2005
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losing them can be risky. Thus, it is very important to understand which skills really do
make up the company’s core competences and which do not. However, relying solely on
the definition of the company’s core activities is not wise; other means of choosing which
activities to retain in-house should be used as well. (Domberger 1998.)
A focus on core competences is an essential part of the strategy of the outsourcing case
company in this research, and it forms the basis for the decisions made in the outsourcing
partnership case. Thus it is a very natural looking-glass to reflect the world in this study
as well.

2.1.3 Strategic partnering
Collaborative relationships started to gain attention in the late 1980s and early 1990s. At
that time it was thought that partnering was just the latest bandwagon. However, as we
know, the concept of partnering is still in use. Earlier collaborative relationships were
usually rather distant and included very little actual collaborative work. However, the
need for different kinds of relationships has been understood and currently they include
e.g., strategic networks, alliances, multiple vendor contracts, joint ventures, different
kinds of spin-offs, consortia etc. (Venkatraman & Loh 1994.)
Ellram and Edis (1996) discuss paradigm shifts from traditional collaboration
relationships to partnering relationships. Traditionally a collaboration relationship has
been coloured with suspicion and mistrust, opportunism, strictly guarded communication
between parties, contracts for single projects, limited objectivity, retribution for mistakes,
limitation of organisational access, involvement at project level only, blame, and distance.
This kind of traditional thinking is not beneficial to a partnering relationship. To get the
relationship to work, a major change in attitude is needed. In partnering relations mutual
trust, shared goals and objectives, open and honest communication, long-term
commitment, objective critique, a creative and supportive atmosphere, organisational
access and resource sharing, total company involvement in all levels, teamwork, and
closeness form the basis for the relationship.
Other researchers generally speak in these terms. For example, Domberger (1998)
discusses the partnering relationship as a manifestation of trust. The need for this kind of
relationships wells from the demand for greater and closer co-operation, and an important
element in the relationship is an atmosphere of trust between the parties. Information
sharing, open communication and the attitude of working for common goals are all tools
for achieving that. Partnering works very much as a social conditioning process: if people
behave as agreed, the formal contract need not be invoked. (Domberger 1998.)
Spekman and co-authors (1998) describe the factors affecting management strategy in
a relationship between buyer and seller. These factors are the complexity and strategic
importance of the relationship, as well as the level of collaboration, cooperation,
coordination, and open-market negotiation (Fig. 1). These all affect the level of
commitment and intensity of the relationship.
Spekman and co-authors (1998) argue that a collaborative treatment of a relationship
is most useful when the relationship is both strategically important and complex to
manage (due to financial or commercial reasons). Interdependence between the parties in
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these cases is high. When either strategic importance or complexity, or both, are not so
high in the relationship, interdependence between parties is not that high either and thus a
less collaborative treatment of the relationship may be more appropriate and satisfactory.
Even though partnering is nowadays a well-known and widely used form of cooperation, a single, clear definition of partnering or a strategic partnership is not easy to
find in the literature. Domberger (1998) states that “there are as many versions of
partnering as there are partnering agreements.”
Complexity
High

Low

High

Collaboration

Coordination

Strategic
Importance
Cooperation

Open-Market
Negotiation

Low

Fig. 1. Choosing the management strategy (Spekman et al. 1998, p. 66).

However, a partnering relationship has certain characteristics that are mentioned in most
of the definitions (Table 2). It is considered a purposeful strategic relationship between
two independent companies where the companies strive for common goals and mutual
benefit. It includes commitment over a longer time period, mutual sharing of information,
risk and reward sharing, honesty, and openness. It gives one or both parties some
competitive advantage in the marketplace, possibly giving access to new technologies or
markets, or the ability to provide a wider range of products/services. Implicitly these
characteristics suggest that the concept of core competences is one of the background
issues of the relationship formation.
Based on the characteristics above, partnering relationship can be put to the upper left
corner of the strategy model of Spekman and co-authors (1998) (Fig. 1), as
interdependence between parties is very high. The relationship is far from being simple
and it is strategically important to both parties. Thus a collaborative treatment of the
relationship is most appropriate, in contrast to the more simple relationships.
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Table 2. Characteristics of a partnering relationship.
Characteristics

Reference

A strategic relationship

Mohr & Spekman 1994

Mutual benefit

Vilkamo & Keil 2003,
Mohr & Spekman 1994

Common goals

Vilkamo & Keil 2003,
Mohr & Spekman 1994

Relationship has a purpose

Mohr & Spekman 1994

Between two independent companies

Mohr & Spekman 1994,
Ellram & Hendrick 1995

Motivated by gaining some competitive advantage in the

Mohr & Spekman 1994

marketplace
Commitment over a longer time period

Ellram & Hendrick 1995,
Vilkamo & Keil 2003

Risk and reward sharing

Ellram & Hendrick 1995, Powell 1987

Long-term objectives are more important than short-tem

Mytelka 1991

achievements
Open and honest

Domberger 1998

Mutual sharing of information

Ellram & Hendrick 1995,
Vilkamo & Keil 2003

Gives possible access to new technologies or markets

Powell 1987

Gives an ability to provide a wider range of products/services

Powell 1987

In this thesis I use Vilkamo’s and Keil’s (2003) definition of a strategic technology
alliance or strategic technology partnering relationship as it defines very well the empiric
case used in this study: “A long term, continuous, and mutually beneficial vertical nonequity relationship where confidential information on future plans and visions is shared
openly and proactively in order to help both companies to focus their resources to the
right direction.”

2.1.4 An outsourcing partnership
‘An outsourcing partnership’ is, once again, a widely used term with no unambiguous
definition. It is used rather freely in the literature, with no explanations. However,
implicitly it is possible to get an understanding of the use of the term: an outsourcing
partnership is a partnering relationship resulting from the outsourcing process, opposed
to the other types of relationships that can be generated from the outsourcing process.
Thus, for the purpose of this study, an outsourcing partnership is defined as ‘a strategic
partnering relationship resulting from a process of transferring the responsibility for a
specific business function from an employee group to a non-employee group, including
transfer of assets, such as personnel. A strategic partnering relationship is a long term,
continuous, and mutually beneficial vertical non-equity relationship where confidential
information on future plans and visions is shared openly and proactively in order to help
both companies to focus their resources in the right direction’.
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The definition above includes the most commonly mentioned elements of outsourcing
and partnering relationships and also describes well the empiric case used in this study.

2.2 Topics of interest in outsourcing and partnering research
Research on interorganisational relationships is highly fragmented. It can be found in, for
example, sociology, economics, anthropology, psychology, marketing, organisational
behaviour, strategic management, and entrepreneurship (Smith et al. 1995). It is
unsurprising that the terminology and units of analysis vary notably, as does the
theoretical basis of the research (Dibbern et al. 2004). The forms of interorganisational
relationships researched also vary, including among others networking, outsourcing,
strategic alliances, joint ventures, and partnering. However, specifically software research
and development (R&D) outsourcing or partnering has not attracted much interest.
Thus I have drawn my research from other domains somehow related to my field of
research, such as general management literature on outsourcing, specifically information
systems and information technology outsourcing literature, strategic sourcing literature,
strategic partnering literature, and marketing and management research on
interorganisational relationships.
Outsourcing and partnering have been researched from many different viewpoints,
depending on the domain. However, some common topics of interest can also be found:
Many researchers have wanted to identify the relevant dimensions of
interorganisational relationships, and develop typologies for the relationships. This
includes classifying the relationships in different ways according to various variables,
e.g., “how the exchange parties are connected to another in relation to the value chain”,
“are the relationships mandatory or voluntary”, “do the relationships involve equity
investments”, how organisationally dependent the exchange parties are, how close or
distant the relationships is, etc. (Yli-Renko 1999). Variables and motivations involved
in entering an interorganisational relationship have also attracted some researchers
(e.g., Buchowicz 1991, Buck-Lew 1992) as well as the scope of the relationship (e.g.,
Benko 1992, Gupta & Gupta 1992), the performance of the parties (e.g., Loh &
Venkatraman 1993, Arnett & Jones 1994), and a contract between the parties (e.g.,
Richmond & Seidmann 1992, Fitzgerald & Willcocks 1994, Warsta 2001, Barthélemy
2003).
Relationship marketing and strategic purchasing researchers in particular have
produced work complementing relationship implementation, development, and
management research (e.g., Dwyer et al. 1987, Anderson & Narus 1990, Ellram 1991b,
Sheth & Pavatiyar 1992, Morgan & Hunt 1994, Ring & Van de Ven 1994, Ellram & Edis
1996, Kern & Willcocks 2000). The question they try to answer is ‘what are the elements
and activities in a contractual relationship’. As that topic is the major issue in this study it
will be discussed more thoroughly on many different occasions later on.
Sourcing strategy selection has attracted many researchers. Its origins can be found
in the “Make or buy? Insource or outsource?” discussion which in manufacturing
business started as early as the 1950’s (Tayles and Drury 2001) and continued e.g., in
information systems outsourcing research till the mid-1990s (e.g., Buchowicz 1991,
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Buck-Lew 1992, Reponen 1993, Meyer 1994, Lacity & Hirschheim 1995, 1996). In the
recent literature, however, as the economic situation and the world around us have
changed, the question has transformed into a more complicated one: “What would be the
best sourcing strategy for this given situation?” This is the viewpoint presented in the
more recent frameworks (Yang & Huang 2000, Chiesa et al. 2000, McIvor 2000, Tayles
& Drury 2001, King 2001). DiRomualdo and Gurbaxani (1998) name three strategic
intents that outsourcing is used for in companies: strategic improvement (cost and effort
optimisation), strategic business impact (improving contribution to companies’
performance, within existing lines of business), and strategic commercial exploitation.
Various authors comment that the sourcing strategy should reflect the company’s
technology and management strategies (DiRomualdo & Gurbaxani 1998, Domberger
1998, Tayles & Drury 2001, Zhu et al. 2001). In relation to the sourcing strategy, there
has been much discussion about what a company should outsource and what not. In
particular, Pralahad and Hamel’s (1990) work on core competencies and later Quinn and
Hilmer’s (1994) concepts of strategic outsourcing have provided the basis for that
discussion. Core competence thinking nowadays is a backbone of technology and
outsourcing strategies. It has also affected ideas of how a company should integrate its
knowledge strategies with its outsourcing strategies (Quinn 1999).
Supplier or partner selection is an unquestionably important step and it is not
surprising that this has interested many researchers. Selection criteria mentioned include
e.g., strategic fit between companies (Lasserre 1984, Ellram 1990), technical
competences the supplier has (Lasserre 1984, Ellram 1990, Dacin et al. 1997, Levina &
Ross 2003), financial capability and reliability of the supplier (Lasserre 1984, Ellram
1990, Cavusgil et al. 1995, Dacin et al. 1997, Cavusgil & Evirgen 1997), and other
supplier related criteria such as motivation, commitment, general reliability etc. (Lasserre
1984, Cavusgil et al. 1995, Cavusgil & Evirgen 1997). Michell and Fitzgerald (1997)
present a model for selecting and evaluating suppliers for different kinds of needs. Varis
and co-authors (2004) list evaluation criteria for evaluating the fit of the parties. These
include business potential, customer fit, product and service fit, and marketing and sales
fit.
E.g., Snir and Hitt (2002) have also studied from the selection process point of view
how to find the best suited supplier or partner for the company’s needs. They maintain
that having a two-stage contract where first a piloting phase is conducted and after that
the project is either continued or cancelled based on the supplier performance, helps in
evaluating if the supplier selection was successful.
The central finding seems to be that supplier or partner selection criteria need to be
based on the goals and needs of the relationship. If the customer company has a clear
strategy and understands its own needs, the supplier or partner selection process has
better chances for success.
Information security and the risks of outsourcing have typically been studied in
connection with information systems and information technology outsourcing (e.g., Earl
1996, Aubert et al. 1998, Willcocks et al. 1999, Bahli & Rivard 2003, Khalfan 2004). An
outsourcing contract is seen as an important tool for convincing both parties that security
issues have been dealt with sufficiently. The requirements for information security as well
as the actions needed in the event of termination of the relationship need to be defined in
the contract. (Kajava & Jurvelin 1998.) Information security issues are listed high among
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the risks of an outsourcing relationship (e.g., Martinsons 1993, Khalfan 2004, Wright
2004). Other risks listed highly include legal consequences (Wright 2004), compromises
in management control, and potential hidden costs (Martinsons 1993). Bahli and Rivard
(2003) present a framework of four risk dimensions (risk factors, scenarios, their
consequences, and risk mitigation mechanisms) to help the analysis of risks related to the
relationship.
Answers to the question “What makes an outsourcing relationship successful?”
have come in different formats. What is common to most of the answers is that they draw
data from empiric material, by trying to understand and model real-life cases.
Researchers have tried to find the answers by posing other questions like “What does
partnership success mean?”, “What are the reasons behind involving in an outsourcing
relationship?”, “What were the factors that caused partnerships to fail?”, “What kind of a
process leads into a successful relationship?”, or “How the outsourcing strategy affects
the successful outcome of the relationship?” (e.g., Ellram 1991, Morgan & Hunt 1994,
Mohr & Spekman 1994, Ellram 1995, Lee & Kim 1999, Tuten & Urban 2001, Lee et al.
2004). The results have been fairly unified (Table 3) and it seems that the most successful
relationships are based on immaterial things like trust between the parties,
communication, and commitment, rather than material factors, such as a good contract or
good personnel, even though those are, of course, important as well. Immaterial things
are often hard to measure and they can also be more easily violated and lost.
However, success factors are heavily dependent on what is defined as to be an
outcome of a successful relationship. Using the information systems outsourcing
literature, Dibbern and co-authors (2004) have identified three typical outcomes that are
used when explaining the success of a relationship, namely: satisfaction; expectations set
for the relationship and the realization of these expectations; and the performance of the
partner company. The success factors discussed below clearly relate to these.
The importance of communication in a successful relationship cannot be emphasised
enough (Ellram 1995). It includes communication between the partners, as well as
internal and external customers, users and all affected parties. It also includes the ongoing
measurement and communication of the results. (Ellram & Edis 1996.) Communication
can be used as a proactive way to avoid problematic situations. Frequent and accurate
communication, sharing of information willingly, and developing visions and goals
jointly all help in preventing possible future conflicts and in sending a message of trust
and esteem (Mohr & Spekman 1994, Ellram 1995, Tuten & Urban 2001). Ensuring that
specification changes and new product announcements are communicated to the partner
early is also part of good communication strategies (Ellram 1995).
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Table 3. Factors of success in a partnering relationship.
Factors of success
Trust

References
Anderson & Narus 1990, Mohr & Spekman 1994,
Ellram & Edis 1996, Domberger 1998, Spekman et al. 1999,
Tuten & Urban 2001, Dietz 2004

Communication

Mohr & Spekman 1994, Ellram 1995,
Ellram & Edis 1996, Tuten & Urban 2001

Commitment

Mohr & Spekman 1994, Ellram 1995, Kern & Willcocks 2000

Honesty

Tuten & Urban 2001

Reliability

Tuten & Urban 2001

Fairness

Tuten & Urban 2001

A joint, multi-level relationship

Zhu et al. 2001

management approach
Synergy between two businesses

Tuten & Urban 2001

Win-win mentality

Ellram & Edis 1996, Tuten & Urban 2001, Zhu et al. 2001

Support from top management in both

Ellram 1995, Ellram & Edis 1996, Zhu et al. 2001

companies
Similarities across organisational cultures

Mohr & Spekman 1994, Embleton & Wright 1998

Interaction processes

Ring & Van de Ven 1994

Interdependence between partners

Anderson & Narus 1990, Mohr & Spekman 1994

Constructive conflict resolution

Mohr & Spekman 1994

techniques
Economic expectations are met

Ellram 1995, Tuten & Urban 2001

Long-term perspective

Ellram & Edis 1996

Satisfactory performance

Tuten & Urban 2001

Commitment is one of the factors that are often used to describe a good partnering
relationship (Mohr & Spekman 1994, Ellram 1995). Commitment means that both of the
parties have been committed to the relationship, its needs and requirements, and are ready
to do their best to fulfil them. It can be shown in different ways but maybe one of the
clearest signals to the other party is willingness to invest in the relationship, whether the
investment be time, knowledge or resources (Kern & Willcocks 2000).
Other factors mentioned include e.g., reliability (Tuten & Urban 2001), honesty (Tuten
& Urban 2001), fairness (Tuten & Urban 2001), constructive conflict resolution
techniques – e.g., taking the other party’s perspective (Mohr & Spekman 1994),
interdependence between partners (Anderson & Narus 1990, Mohr & Spekman 1994),
interaction processes (Ring & Van de Ven 1994), similarities across organisational
cultures (Mohr & Spekman 1994, Embleton & Wright 1998), support from top
management in both companies (Ellram 1995, Zhu et al. 2001), win-win mentality
(Ellram & Edis 1996, Tuten & Urban 2001, Zhu et al. 2001), synergy between two
businesses (Tuten & Urban 2001), using a joint, multi-level relationship management
approach (Zhu et al. 2001), and long-term perspective (Ellram & Edis 1996).
However, the general agreement is that, to be successful, the whole relationship has to
be based on trust. Trust is built in different ways and all the above-mentioned factors
affect it. It can be given based on earlier experiences or references but it also has to be
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earned. It is not easy to rebuild trust once it has been lost. Increased personal contact,
such as regular meetings between the key persons of both companies, helps in creating
trust. (Domberger 1998, Spekman et al. 1999, Dietz 2004)
As mentioned earlier, the factors above are not always easy to measure, though finding
some kind of measuring techniques for them is beneficial. There are, however, factors
that can be measured more easily in relation to original goals and expectations:
performance indicators of the partner. These include e.g., sales, market share, and
profitability (Ellram 1995, Tuten & Urban 2001). These are the other group of indicators
that are often mentioned when discussing factors for a successful relationship. If the
partner shows satisfactory performance and the relationship fulfils the economic
expectations set to it, it is usually considered successful.
Why do partnerships fail then? The reasons are, naturally, connected to the factors of
success: poor communication, lack of trust, poor up-front planning, lack of shared goals,
poor relationship management, and unsatisfactory performance indicators are the failure
reasons given by Ellram (1995) and Tuten and Urban (2001). Some other reasons
mentioned are changes in the broader network of partners, and the business reasons of
one or both parties (Tähtinen 2001).
The results are, in a way, rather obvious: successful relationships between companies
relate closely to the ones between human beings since human beings are, at the end of the
day, the ones who do the work. When both parties know what they expect from each
other, when there is commitment, coordination, interdependence and trust in place, when
problems are solved together, information is shared, the quality of the work has a high
value and both parties are satisfied with the relationship and its results – then the
relationship has the ingredients to be a successful one.
Most of the previously mentioned research has been conducted from the customer’s
point of view but some of the researchers have viewed the situation from either the
partner company’s point of view or from the viewpoints of both companies (e.g., Fram &
Presberg 1993, Ellram & Hendrick 1995, Levina & Ross 2003).

2.3 A process approach
In order to be able to control events people have always sought to understand them better.
In industry a typical way to increase the understanding of the unfolding events and
activities – hence make them more manageable – is to approach them from a process
point of view. Repeated activities are analysed and a process for carrying out and
managing them is described, defined and implemented. This approach has been applied to
company processes, from grassroots level activities all the way up to the higher level
operations of the entire company (Davenport & Short 1990). It is a typical approach in
the software development industry (ISO/IEC 1996, Paulk et al. 1993) and it is an
established practice in business relationship research, e.g., the work of Andrew Pettigrew
(1992,1997, etc.).
To understand better the process approach it is useful first to define what a process is.
Definitions aplenty can be found in the literature, for example from anthropology,
economics, psychology, sociology, theology, etc. The emphasis of the definitions depends
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highly on their usage and the environment they were created for, and in some cases are
restricted to one specific usage.
− The Oxford English Dictionary2 defines process as “a continuous and regular action or
succession of actions, taking place or carried on in a definite manner, and leading to
the accomplishment of some result; a continuous operation or series of operations.”
− Van de Ven and Poole (1995) define process from the viewpoint of organisational
change and development, as “the progression (i.e., the order and sequence) of events
in an organisational entity’s existence over time.”
− Armistead and co-authors’ (1995) definition for a process is from a business process
perspective: “Conversion of inputs (resources) into outputs (goods and services).”
One might argue that a process view of an outsourcing partnership is not the most
suitable one. The question is the degree of repeatability – an activity needs to be repeated
if there is to be any benefit of a defined process. While it is true that an outsourcing
partnership between two individual companies is probably a unique event, this is not to
say that neither of the involved parties would ever take part in an outsourcing partnership
with a different partner again. On the contrary, many companies actively use outsourcing
as a way to streamline their business by shedding context and focusing on the core
processes (e.g., the customer company of this case study). Such companies execute the
outsourcing partnership process, in a repeated fashion, as a customer company in the
process. In addition there are companies that build their entire business around
outsourcing, as the party who offers to take care of the outsourced parts of the business.
Such companies execute the outsourcing partnership process, in a repeated fashion, as a
partner company in the process (e.g., the partner company of this case study). In addition
to all this, outsourcing partnership is a rather common phenomenon in modern industry
and hence a number of such processes are continually being executed, in a repeated
fashion and on a fairly regular basis, across the industry. Hence it is quite obvious that a
process view of outsourcing partnership is a proper and fitting one, and a process
description of an outsourcing partnership has a wide audience and is of practical use in
the industry.
However, the relationship between two parties is not based on processes alone. There
is a need for a deeper understanding of all aspects of the relationship. Later on in this
chapter I try to shed some light on this issue.

2.3.1 Business processes
Business processes are the processes that govern how businesses are run – how business
decisions are made and enacted. More formal definitions can be found in e.g.:
− Pandya and co-authors (1997): “A system performing activities with the help of people
and machines attempting to transform input into outputs that fill the requirements
made by customers outside the process boundaries.”

2 http://dictionary.oed.com, 10.2.2005
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− Armistead and co-authors (1995): “An end-to-end version of the process [as defined
above by same authors], that is, its inputs are from outside the boundaries of the
organisation, and its outputs are delivered to customers outside the boundaries of the
organisation.”
− Armistead and Machin (1997): “A series of interrelated activities, crossing functional
boundaries, with inputs and outputs.”
Business processes can be divided into four categories (Fig. 2): operational processes,
support processes, direction setting processes, and managerial processes. Operational
processes are for the production and delivery of products and services, and describe how
the work is done within an organisation. These processes run across the organisation.
(Armistead & Machin 1997.)
Operational

Managerial
Direction
setting

Support

Fig. 2. Categories of business processes (Armistead & Machin 1997, p. 893).

Support processes provide support to the market value chain operational processes. They
“are concerned with the provision of support technology, or systems, with personnel and
human resource management, and with accounting management.” (Armistead & Machin
1997.)
Direction setting processes relate to strategy formulation for the organisation: change
management in the organisation, understanding the market, and managing the resources.
Managerial processes contain different types of decision-making and communication
activities. Armistead and Machin (1997) give the entrepreneurial, competence-building
and renewal processes as examples of managerial processes.
Outsourcing and partnering processes contain elements of all these types of business
processes and they are very hard to put into one sole category.
Outsourcing and partnering processes can be seen from different viewpoints, based on
the type of the business process. The focus of the process varies, as different business
process types feature different issues as central to their functioning. Thus, to build and
manage an outsourcing partnership, seamless co-operation between all these processes is
needed.
Armistead and co-authors (1996) argue that any business process can be seen as a
transformation process (Fig. 3) having inputs and outputs. The inputs are transformed
resources, that is, materials, information, or customers, or any kind of combination of
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these, that are converted during the transformation process by transforming resources,
that is, staff and facilities.
INPUTS
Transformed
resources
Materials
Information
Customers
Transforming
resources

TRANSFORMATION
PROCESS

OUTPUTS

Improving
Caretaking
Transferring

Goods
Services

Staff
Facilities

Fig. 3. Transformation process (Armistead et al. 1996, p. 118).

The transformation process itself follows the route of improving, caretaking, and
transferring, or any combination of these. The end products of the process are goods or
services or a combination of these. Goods are tangible, storable and transportable,
whereas services are intangible and impossible to store or transport. Typical to services is
that their production and consumption happens simultaneously. (ibid.)

2.3.2 Business process breakdown structure
In order to understand the nature of a process, simply knowing its definition and core
structure is not sufficient. Seeing a process from a meta-level is necessary in order to
develop, implement, and manage it effectively. Armistead and co-authors (1996) break
business processes into a hierarchical structure consisting of three levels (Fig. 4):
Business processes

Process
elements

Activities

Tasks

Fig. 4. Business process breakdown structure (Armistead et al. 1996, p. 121).
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A business process is first organised into major elements which are, in turn, divided into
activities to help the management of the process. Activities can be broken down into tasks
– operating procedures – that have a process owner. Common to all the levels is that they
follow the structure of the transformation process, differing only in scale. Levels two and
three are usually internally oriented, whereas the first level is externally oriented. (ibid.)

2.4 Development and change in organisations
To understand and better explain the reasons and ways behind organisational change,
management scholars have borrowed metaphors, concepts, and theories from many other
disciplines. This has given many novel views into the processes of organisational change.
Often a combination of theories gives a more comprehensive understanding of a complex
phenomenon. (Van de Ven & Poole 1995.)
Van de Ven and Poole (1995) contend that all the specific theories of organisational
change and development used in management research come back to four basic theories:
the life cycle theory, the evolution theory, the dialectic theory, and the teleological theory.
Most organisational theories are some kind of a combination of these basic theories. To
better understand differences between the above-mentioned theories, see Fig. 5, by Van
de Ven and Poole (1995). In that figure the authors present a metatheoretical scheme
where the basic theories have been illustrated based on four characteristics that
distinguish all the theories: in all of them “process is viewed as a different cycle of
change events, which is governed by a different ‘motor’ or generating mechanism that
operates on a different unit of analysis and represents a different mode of change” (Ibid.).
The arrows in the figure do not represent causation between events but likely sequences
amongst them.
‘A life cycle’ is a metaphor often used by management scholars to explain
organisational behaviour. The Oxford English Dictionary gives the following definition
of a life cycle: “The course of human, cultural, etc., existence from birth or beginning
through development and productivity to decay and death or ending.”3 In management
research, next to teleology, it is probably the most often used explanation of the
development of an organisational entity (organisation, product, venture …) from its birth
to its termination (Van de Ven & Poole 1995). In the life cycle theory (Fig. 5) the process
of change in a single entity is depicted as going through different, necessary, stages. The
mode of change during a life cycle is prescribed, meaning that the development of the
entity is channelled in a predetermined direction where the events are stable and
predictable and the changes happen over the long term and are small, thus reducing
uncertainty in the process.

3 http://dictionary.oed.com, 10.2.2005
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Fig. 5. Process theories of organisational development and change (Van de Ven & Poole 1995,
p. 520).

The teleological theory explains development as proceeding toward a goal, which guides
the movement of an entity. The entity itself is purposeful and adaptive; it constructs an
end state for itself, takes the actions needed to reach the end state, and monitors its
progress. This can be seen as a repetitive process that restarts again and again, as, after
reaching the original end state, the entity modifies the goals once again based on what it
has learnt. The mode of change is constructive, meaning that there is no necessary
sequence of events, as in the life cycle theory. However, development results from social
construction among individuals within the single entity and it is always something that
helps the entity in reaching the end state. (ibid.)
In the dialectic theory the assumption is that an organisational entity exists in a world
where there are colliding forces and contradictory values that compete for control and
domination. These oppositions may be either internal or external to the organisational
entity, caused by conflicting goals inside the organisation or between itself and another
organisation. In any case, there are two or more entities engaged. Changes in the
organisation happen when the opposing forces gain enough power to confront each other.
The opposing forces, each with its theses and antitheses, may come to some kind of a
compromise, a synthesis. However, it is possible that a synthesis cannot be achieved, and
that one or the other of the forces wins over. In any case, a status quo is achieved again
and a new entity has been created. In time, the synthesis or an antithesis becomes the
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thesis for the next cycle of change. The mode of change is constructive; the sequence by
which the thesis and the antithesis confront each other cannot be predicted.
In the evolutionary theory change takes place through competition, caused by
scarcity of resources, between multiple entities. The entities transmute by creating novel
forms of organisations – usually these variations seem simply to happen, randomly or
blindly. Competition for scarce resources forces selection between these organisations.
Retention is needed for maintaining the previous forms and practices when the
evolutional loop starts again. The mode of change is prescribed; even though the
mutations seem to be sudden and dramatic, the process has prescribed rules according to
which the change either occurs or does not.

2.5 Life cycle models
The intention of many researchers is to model reality in some way, to better understand it
and maybe also to have an influence on it. By modelling different factors of a relationship
between companies it is possible to gain a new understanding of the subject. Models can
also be used to share information more easily and in a more understandable format.
Models can give academics new ideas that can be tested later in other empirical
situations. They can also give non-academics some guidance for their everyday work
with partners and suppliers.
It is implicitly clear that many of the researchers assume that an outsourcing
partnership goes through some kind of a life cycle. However, there are not very many
descriptions of the life cycle as a whole, as most of the research addresses different
phases of the life cycle and does not even mention the life cycle itself. It is possible to
identify single phases of the life cycle in the literature, and many of the phases or
activities are even main topics of interest within the research on outsourcing and
partnering. However, to be able to understand the outsourcing partnership life cycle fully,
a more general view of it is needed, not just single phases. I have listed some of the
models and frameworks that somehow depict the activities of the life cycle in
Appendix 1.
Amongst those models and frameworks two can be found that take a more general
look at the phenomenon. The term ‘life cycle’ is used in neither of the models – the word
‘process’ is used instead. Still, both of the models satisfy the definition of a life cycle
rather well: they have a clear beginning and an end, and certain activities take place in
some order between these points. The model proposed by Zhu and co-authors (2001)
contemplates the life cycle from the strategic outsourcing point of view. The relationship
type has been left open – it is not clear whether the resulting relationship will be a close
one (as in partnering) or a more distant one (as in e.g., subcontracting). However, it is
assumed that some business is transferred to the other party and, in connection with that,
employees are also transferred or given notice. The authors do not mention if their model
is purely theoretical or if there is some empirical data behind it. It is, nonetheless, aimed
at both researchers and practitioners of outsourcing. A visual representation of the model
is not available. Ellram and Edis’s (1996) perspective is purchasing, and the intention of
the relationship is clearly a close partnering relationship. Transferring of business is not
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handled in any way in this model; neither are employee issues. Their model is based on
an earlier model of purchasing partnerships (Ellram 1991b) and developed further with
data obtained from a case study on the Kodak company. To understand Ellram and Edis’s
(1996) model fully, it is necessary to read the earlier model (Ellram 1991b) as well, since
not all the details of the model are fully explained in the revised version of the model.

2.5.1 A life cycle model for strategic outsourcing
Zhu and co-authors (2001) divide the strategic outsourcing life cycle into four phases that
correspond rather well with Armistead and co-authors’ (1996) business process elements:
Planning, Developing, Implementing, and Evaluation. They state that outsourcing is
similar to any other business decision: a sound business plan is needed in the beginning
to understand what is being done, why, and how. The plan should include the costs
associated with all the alternatives – the current way to conduct the business vs. costs
anticipated when another party does the work. An understanding of how the costs are
compounded is very important in this phase. The business plan, as an output of the
Planning phase, should also document other significant factors associated with the
decision, such as impact to customer services, etc.
In the Developing phase Zhu and co-authors (2001) stress the importance of
identifying the services actually needed by the buyer and provided by the supplier. That
also affects the type of the future relationship between the parties – how close or distant a
relationship is needed. After that it is possible to start contract negotiations and agree
upon the compensation to the seller, terms of payment, escape clause for parties, patent
rights, etc. In this phase it is also important to consider what the effects on the employees
are and remember that employees are the key items in the business. Thus, if employees
are transferred to the supplier company, their support or at least acceptance for the actions
is essential.
Zhu and co-authors (2001) state that an outsourcing timeline needs to be drawn up in
this phase. The timeline should include all the critical events during the outsourcing
transition phase, such as meetings, deadlines, dates of employee transition etc. To prevent
the spread of misinformation within the organisation, communication has to be planned
carefully and the information given to the employees needs to be timely, detailed enough,
and accurate.
This phase has the output of the previous phase (the business plan) as its input. This
phase’s outputs for the next phase are: knowledge of needed services, a decision
concerning the relationship type, a contract with the future partner, an outsourcing
timeline plan, and a communication plan.
In the Implementing phase the outsourcing transition is planned and deployed. To
make outsourcing transition a little less complex an event, a transition plan and a
transition checklist are needed as inputs for the deployment activity, as well as the
communication plan, prepared during the previous phase/element. In the outsourcing
transition plan all the tasks are listed and instructions for even the simplest ones are
provided. The items in the plan differ depending on the outsourcing case but they may
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include e.g., building rearrangements, furniture requirements, access to computer
systems, notification of affected workgroups, publicity, etc. (Zhu et al. 2001.)
As the last phase Zhu and co-authors (2001) present the Evaluation phase, in which a
post-outsourcing review is conducted. In this review the original objectives listed in the
business plan are compared to the current situation to see if the objectives have been met.
No mention of a continuum or what happens after the outsourcing review is presented in
the model. Triggers for moving from one phase to another are not presented in this
model.

2.5.2 A life cycle model for the development and evaluation of
purchasing relationships
Ellram and Edis’s (1996) life cycle model for the development and evaluation of a
purchasing relationship consists of five phases that can be considered business process
elements: Preliminary phase, Identify potential partners, Screen and select, Establish
relationship, and Evaluate relationship (Fig. 6).
The Preliminary phase starts with identification of the need for partnering. When this
need is present, full top management support for the following actions is essential. When
it is clear that the process is to be continued, a team for partnership development work is
formed. This team encompasses members from both technical and commercial
backgrounds to ensure that both aspects are covered when making the decisions. If the
intended partnering relationship somehow affects more than one location, members from
all the affected sites are required in the team as well. The team needs to be fully
empowered to make the necessary actions or decisions, as it is the most important
transforming input during the whole outsourcing process. The process for selecting
suppliers is defined by the team in this phase, as well as the aims of the potential
relationships. (ibid.)
The second phase has been named Identify potential partners. Before this phase can be
performed, a lot of preliminary work needs to be done. First, to get a good understanding
of what the total costs are currently and what they could be when working with a partner,
benchmarks on the same type of work are performed with non-competitive firms. Also
internal estimates of current costs are carried out. Based on the benchmark and the
internal cost estimates, it is possible to make an informed decision on what the costs of
partnering can be allowed to be. In this phase the team also needs to establish what the
goals of the partnership are and determine the selection criteria for partners. After that
potential partner candidates are identified based on the selection criteria. As an input to
the next phase/element, a list of potential partners is made and unsuitable candidates are
eliminated as early as possible. (Ellram 1991b, Ellram & Edis 1996.)
Phase three, Screen and select, starts with the soliciting of proposals from the partner
candidates. The candidates’ presentations of partnering proposals are viewed. After that,
the candidates are evaluated and decisions made about which candidates are to be
selected. The team rates the candidates according to the input, the selection criteria
developed in the previous phase. At this stage it is important to not to focus too much on
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a single criterion but to try to see the whole picture. Phases one to three together are for
the assessment and selection of the future partner. (Ellram 1991b, Ellram & Edis 1996.)

ASSESS

PHASE 1 – Preliminary Phase
- Establish strategic need
- Form team
- Confirm top management support

PHASE 2 – Identify potential partners
- Benchmark best practices
- Determine selection criteria
- Identify potential partners

PLAN AND
DO

PHASE 4 – Establish relationship
- Top management support/visibility
- Document expectations/contacts
- Provide high attention level
- Give prompt feedback

VERIFY

PHASE 3 – Screen and select
- Contact potential partners
- View partner proposals
- Evaluate suppliers
- Decision

PHASE 5 – Evaluate relationship
- Establish measures/report results
- Continue at current level
- Expand/build relationship
- Reduce/dissolve interaction

Fig. 6. Development and evolution of purchasing relationships (Ellram & Edis 1996, p. 27).

Phase four is for Establishing the relationship with the future partner. In this phase, it is
important to work closely with the partner in giving internal presentations and ‘selling’
the concept of partnering to the employees. This phase brings benefits in particular if the
top management clearly shows its support and is visible in the presentations from time to
time. Top management reinforcement is also useful when old paradigms need to be
changed to get the partnering relationship to work. An internal process for interacting
with the partner is created, and an organisation for internally controlling the relationship
is formed at this time. Measures for the relationship are established as well. It is useful to
document expectations and contacts since a written document helps in clarifying both
partners’ needs and objectives. A high level of attention is needed to get the relationship
to work, especially when there is a geographical distance. Interaction especially in the
early phase of the relationship is crucial. To prevent further misunderstandings prompt
feedback is needed when problems arise. This phase can also been called ‘Plan and do’.
The output of this phase/element to the next phase/element can be considered to be a
working outsourcing partnership.
The last phase, Evaluate relationship, involves ongoing monitoring of the relationship.
The model is slightly ambiguous about this point, since the establishment of measures for
the relationship is mentioned in both this phase as well as the previous one. In this phase,
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however, when the measures for partnership performance and success have been
established, some measuring needs to be done and the results are then reported to both
parties. Based on the outcome of the evaluation (an evaluation report) it is possible either
to continue with the relationship at its current level, to build or expand the relationship, or
to dissolve the relationship or reduce the its scope. This phase is also called ‘Verify’.
Iteration between the phases is possible, especially during phases 2 and 3 and in a
situation where an unsatisfactory relationship needs to be dissolved. It is also possible
that the process be cancelled during phase 3 if no acceptable partner can be found.
(Ellram 1991b.) Triggers for moving from one phase to another are not presented in this
model.

2.6 A relationship approach
Outsourcing and partnering life cycle literature typically does not discuss relationship
management very much, even though success factors for a relationship have been
researched rather extensively. These factors, however, do not give any clear picture of
what really happens when the relationship is up and running. For example, the two
previously presented models (Ellram & Edis 1996 and Zhu et al. 2001) discuss rather
thoroughly the planning, developing and implementing phases of the relationship but
there is very little mention of what happens after that. In the relationship marketing and
interorganisational relationship literature, as well as in the strategic management
literature, though, much more has been written about relationship management and it is
therefore useful to combine the approaches, in order to get a more comprehensive picture
of outsourcing partnerships.
Several researchers have tried to answer the question: ‘What are the elements in a
working outsourcing relationship?’ (e.g., Dwyer et al. 1987, Anderson & Narus 1990,
Morgan & Hunt 1994, Anderson et al. 1994, Ring & Van de Ven 1994). Many of them
see the problem from the relationship marketing – establishing, developing, and
maintaining successful relational exchanges – or interorganisational relationship point-ofview.
Ford and co-authors (2003) argue that the essence of a relationship between two
companies is not so much the companies’ attitudes or views of each other, but rather their
behaviour towards each other. They define a relationship to be ‘a pattern of interactions
and mutual conditioning of behaviour over time, between a company and a customer, a
supplier, or another organisation’. They point out that the time dimension is an essential
part of this definition since it gives meaning to all the actions happening over time,
reminding and requiring that the emphasis is moved from single purchases or sales to the
whole timeframe of the relationship and to the effect of these single actions on the
relationship itself in the long run. Ford and co-authors have a strong opinion concerning
the criticality of relationship management in a business relationship.
Kern and Willcocks (2000) have combined earlier works and present a model of
outsourcing relationships (Fig. 7). The model is applicable mainly to the customer’s point
of view and focuses on the relationship management element of the process. They also
highlight the behavioural aspects of the relationship.
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According to Kern and Willcocks (2000), an outsourcing relationship is very context
dependent: the objectives and expectations from the relationship – be they financial,
business, technical, or political expectations – reflect the antecedent conditions, which, in
turn, affect the contract between the parties. They come as inputs to the whole
relationship management process. As the relationship develops over time and its success
is greatly dependent on how satisfactory the relationship is over time, there is also the
time continuum present in the model. The model shows key interactions between the
parties. Some of the interactions are more contractual by nature, while some of them
show more embeddedness. Product and/or service exchange and financial exchange are
self-explanatory. Monitoring and service enforcement practices need to be established in
the contract and used continuously. Good communication is needed as information
exchange is necessary for e.g., avoiding conflicts, finding solutions to problematic
situations, fulfilling all the expectations (contractual as well as unwritten), reducing
uncertainty, and increasing flexibility. Without meaningful and frequent communication
real trust cannot exist in a relationship.
Cultural adaptation of both parties is needed in order to get the relationship to work
smoothly. Unwritten rules and norms, attitudes and knowledge of the organisations need
to be communicated as well as the written ones (such as processes and procedures). The
sharing of similar kinds of cultural traits and norms helps in this adaptation process.
(ibid.)

Product / Service Exchange
Financial Exchange
Service Enforcement & Monitoring
Communication / Information Exchange
Cultural Adaptation of Organization & Staff
Investments in Resources, Knowledge & Time
Shared, Adapted & Reinforced Vision
Social & Personal Bonds
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• Objectives

EMBEDDEDNESS
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RELATIONSHIP FOCUS

INTERACTIONS

BEHAVIOURAL
Commitment Co-operation Expectations Satisfaction
Conflict
Dependency Power
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TIME

Fig. 7. Outsourcing relationship model (Kern & Willcocks 2000, p. 329).

Investments in time, knowledge, and resources in a relationship give a signal of
commitment and are therefore, as well as being requirements for a successful
relationship, beneficial in themselves. Sharing a common vision in the form of mutually
agreed goals and objectives is necessary as well. Social and personal bonds form an
unofficial network that binds together the companies to such an extent that the existence
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or non-existence of these bonds even affects the development of the relationship since the
closeness of the individuals unavoidably affects the results of e.g., conflict solving.
All of the previously mentioned interactions contain some kinds of activities of the
outsourcing management process. Some of them also implicitly contain inputs for the
activities or outputs from the activities.
Behavioural dimensions are an important aspect of the model: they are the ones that
affect the atmosphere of the relationship and thus affect all the interactions between
parties. They are typically ‘service type’ outputs of the activities – created and consumed
during the process. Commitment and trust depend on each other as commitment creates
trust and vice versa. (Kern & Willcocks 2000.) Morgan and Shelby (1994) maintain that
commitment and trust are the keys to a successful relationship because they encourage
companies to prefer long-term relationships and to see them as beneficial. When the
parties are committed to the relationship they can both believe that working for the
success of the relationship will help it to continue in the future. Trust gives both parties
confidence in the other party's reliability and integrity.
Satisfaction in a relationship is inherently bound with expectations. Trust and
satisfaction with the supplier increase when the supplier fulfils the contractual
expectations and is flexible in reacting to the customer’s demands. Without co-operation
it is not possible to get the relationship to work at all, and conflicts are something that
need to be resolved in order not to decrease satisfaction and create hostility between
parties. The one who has power in the relationship makes the other party dependent from
them. Often the customer wields the power but, in total outsourcing deals for example,
the customer may be the one dependent on the supplier. (Kern & Willcocks 2000.)
Another view of the relationship between two parties comes from Ring and Van de
Ven (1994), who have tried to find a process for the development of such relationships.
Even though their process is life cycle style, I present it here rather than among the life
cycle processes since it addresses relationship issues more than ‘hard’ process issues, and
is therefore rather difficult to embed as such into the other two life cycle models.
However, I feel that it is of such consequence that I cannot leave it out.
Ring and Van de Ven (above) describe in their “process framework of the development
of cooperative interorganisational relationships” (Fig. 8) how these relationships emerge,
grow, and dissolve over time. They argue that when assessing a cooperative
interorganisational relationship, the two important criteria are efficiency – which has
traditionally been a major criterion for assessing such relationships – and equity, ‘fair
dealing’ – meaning that reciprocity is needed but equivalence is not necessary. However,
both parties need somehow to get compensation in proportion to their investments. Fair
dealing goes farther that just calculating the numbers, it also includes the aspect of
indebtedness. Their view of the whole process is that it consists of “a repetitive sequence
of negotiation, commitment, and execution stages, each of which is assessed in terms of
equity and efficiency.” These phases overlap sometimes and they may happen almost
simultaneously; however, the duration of the phases varies. These phases, once again, can
be considered as elements of the relationship management process, as well as the
elements of the whole outsourcing partnership process. From every phase input to the
next phase there is always some kind of ‘an assessment report’ – not necessarily a formal
written report but possibly informal, unwritten, in the form of thoughts and discussion.
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The Negotiations phase is for creating joint expectations for the relationship. In this phase
the parties try to understand each other’s objectives and motivations and together come to
an agreement of the possible terms of the potential relationship. In the Commitments
phase the terms of the relationship are established, as well as the governance structure. A
formal contract is often drawn up even though some things – or in some cases everything
– may be concluded with a handshake. The Executions phase is for carrying out the
agreed commitments in both companies. During the possibly long duration of the
relationship, conflicts and misunderstandings may arise and clarifications are often
needed. In that case the cycle starts again from the re-negotiating phase. When the deal
has been completed or either mutual or one-sided dissatisfaction appears, the relationship
is dissolved. Social-psychological interaction processes between individuals, where the
individuals act according to their formal role or informally, form the foundation of this
process. (ibid.)
NEGOTIATIONS
of joint expectations
risk & trust through

COMMITMENTS
for future action through

formal bargaining
informal sense making

formal legal contract
psychological contract

ASSESSMENTS
based on:
efficiency
equity

EXECUTIONS
of commitments through
role interactions
personal interactions

Fig. 8. Process framework of the development of cooperative interorganisational relationships
(Ring and Van de Ven 1994, p. 97).

2.7 Summary
In this chapter I have presented the main concepts within the study domain, topics of
interest in outsourcing and partnering research and three different approaches – the
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process approach, the life cycle approach, and the relationship approach – to outsourcing
and partnering. By combining these theories it is possible to get a deeper understanding
of the outsourcing partnership phenomenon.
The outsourcing partnership process can be seen as a business process: it is a
transformation process which can be broken down into process elements, which, in turn,
consist of activities and tasks; and it has inputs and outputs. It can be modelled as a life
cycle which has important relationship aspects. In the following chapter I will present an
outsourcing partnership process model which is based on the theory presented in this
chapter. The model is in the form of a transformation process.

3 Elements of the outsourcing partnership model
Lately, several models and frameworks have contributed significantly to the
understanding of relationships between companies and of the forming and development
of those relationships. Most of the models and frameworks focus on a certain phase of the
relationship life cycle and only some of them have a broader view of the life cycle as a
whole.
In this chapter, I will present an outsourcing partnership process model in the form of
a life cycle model including the activities inside every life cycle phase, that is, process
element. To illustrate the contents of the activities better I will also present some tasks
belonging to the activities. However, the task level is by no means complete and is meant
only to give a better understanding of the nature of the activity. The tasks discussed in the
study may form only a subset of all the necessary actions in a certain activity and should
not be considered to be the only actions for the activity. This is due to the fact that the
reference models may not be complete in that sense.
This outsourcing partnership model is based on the discussion and analysis of the
models presented in the previous chapter. It considers the outsourcing partnership
business process to consist of four phases/elements: Planning, Developing, Implementing,
and Managing the relationship (see Fig. 9). The first three phases/elements were natural
parts of the two previously presented life cycle models. If the fourth phase/element had
been named accordingly, it would have been called ‘Evaluating’. However, as the
relationship approach discussion in the previous chapter showed, there is much more in a
relationship than just evaluating it. Thus, I felt that a more appropriate name for the
fourth phase/element was ‘Managing the relationship’. Note: The first three
phases/elements require management as well but that is assumed to be the ‘general’
management work embedded in the activities of the phases/elements.
A general overview of the outsourcing partnership process can be seen in Fig. 9. The
process starts when an initial need for outsourcing has been observed in the customer
company and ends when the relationship is dissolved for some reason. It is possible to
exit the process during any of its phases/elements and go back to the previous
phase(s)/element(s) if needed.
Activities for the outsourcing partnership process model are a combination of the
activities of the models presented in the previous chapter. Tasks, their textual
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Planning

Exit

Exit

Exit

descriptions, and those of the activities are further complemented with research from
other sources – researchers who have dug deeper into the phenomenon and concentrated
on, for example, a single activity from a certain phase/element.
The main viewpoint in the model is the customer’s point of view. However, the
partner’s viewpoint has also been taken into account whenever appropriate.

Developing

Implementing

Managing the
relationship

Exit

Fig. 9. The outsourcing partnership life cycle process.

The phases/elements of the model are presented in the form of the previously presented
transformation process (cf. Chapters 2.3.1 and 2.3.2 ). In the analysis framework the
outsourcing process itself has been considered to be a business process, consisting of
elements (called ‘phases’ in the life cycle models) which in turn consist of activities
which have inputs and outputs. The activities are divided into tasks. Inputs and outputs
for the activities and tasks are presented whenever they have been found from the
literature. To avoid confusions, I will henceforth use solely the word ‘phase’ in the
process descriptions. Also, the term ‘customer’ is used throughout this study to mean the
buyer company whereas the supplier company is called ‘a partner’ from now on.
In most cases the headers of the sections in this chapter match the phases and activities
of the process. In some cases there are differences to make the text more readable.
Activities and the tasks belonging to them are presented in figures (see the example in
Fig. 10). An activity with its inputs and outputs is described at the top of the figure and
the tasks belonging to the activity – including its inputs and outputs – are described under
it. For an explanation of Transforming and Transformed resources, please refer to Chapter
2.3.1 . The phases and their inputs and outputs are presented in a similar format in the
summaries of each phase.
The order of the activities or tasks presented in this chapter has not been defined, even
though they appear in the pictures in a sequential format. The activities may sometimes
even happen simultaneously.
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Input

Activity

TRing: Transforming

Output

Activity XYZ

Activity output(s)

resource(s) of the activity
TRed: Transformed resource(s)
for the activity

Input

Task

Output

TRing: Transforming

Task A belonging to activity

resource(s) of the task

XYZ

Task output(s)

TRed: Transformed resource(s)
for the task
TRing: Transforming

Task B belonging to activity

resource(s) of the task

XYZ

Task output(s)

TRed: Transformed resource(s)
for the task

Fig. 10. Exemplary figure of an activity and the tasks belonging to it (TRing = a transforming
resource, TRed = a transformed resource).

In the summaries of each phase the activities and tasks belonging to the phase are
presented in a single figure to make it easier for the reader to understand the model (Fig.
11). Inputs and outputs of activities and tasks are not shown in these tables to save some
space and to avoid redundancy.
Phase
Phase name

Activity

Task

Activity XYZ

Task 1 belonging to the activity XYZ
Task 2 belonging to the activity XYZ

Activity ZYX

No tasks identified for the activity

Fig. 11. Exemplary figure of phase and activities and tasks belonging to it.

In the following chapters I will first discuss each of the model’s four phases in more
detail and introduce important aspects of the phases. To conclude this part I will present
the process model as a whole.

3.1 Planning
The outsourcing partnership process begins when a strategic need for an outsourcing
partnership is identified in a customer company. This need may arise for many different
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reasons; most often mentioned are the need for cost reduction and the need for knowledge
that the company does not previously have (Lacity & Hirschheim 1996, Kakabadse &
Kakabadse 2000). Other reasons may be e.g., flexibility in allocating human resources,
access to new markets, the ability to concentrate on the company’s core competences,
increasing product or service quality, shortened time to-market, transferring fixed costs
into variable costs, and enhancing competitive advantage (e.g., Tuten & Urban 2001,
Embleton & Wright 1998, Kakabadse & Kakabadse 2000).

3.1.1 Form an outsourcing team
A fully empowered team is needed to make a business plan and manage the outsourcing
partnership process (Fig. 12). Especially in cases where one partner would serve various
sites (geographically or otherwise diverse), it is essential that there is a representative
from each site in the team. Team members should be chosen also so that they represent
different functions, divisions, and levels of the hierarchy (e.g., product designers,
marketing experts, purchasing managers, engineers). Otherwise troubles may arise, for
example problems with partner service and coverage in particular locations, or
overlooking particular functions. The team should be able to understand both commercial
as well as technical issues to enable the identification of the major determinants of
competitive advantage in all the fields in which the company competes, be it markets,
industries or any strategic groups. (Ellram & Edis 1996, Venkatesan 1992, McIvor 2000.)
Input
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Output
A fully empowered
outsourcing team

Input

Task

TRing: Top management

Choose the team members

TRing: Top management

Empower the outsourcing team

Output
The outsourcing team
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Fig. 12. Form an outsourcing team.

Without top management support and commitment it is not possible to go through an
outsourcing partnership project, nor for the team to do their work efficiently (Fig. 13).
This support is needed at each step of the way. Company management has to give their
full commitment to the situation and they have to empower the team to act upon the
decisions or activities it confronts. (Ellram & Edis 1996, McIvor 2000, Zhu et al. 2001.)
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All the abovementioned issues need to be considered in both the customer company
when it starts planning the purchase of the services required, as well as in the partner
company when making offers and negotiating with the customer candidate.
Input
TRing: Top management

Activity

Output

Support the outsourcing

Visible support when needed

partnership process

Input
TRing: Top management

Task

Output

Commit to the outsourcing

Visible commitment

partnership process

Fig. 13. Support the outsourcing partnership process.

3.1.2 Form a business plan
Zhu and co-authors (2001) argue that the outsourcing process should start with the
drawing up of a sound business plan (Fig. 14) and the identification of all the costs
associated with the current way of conducting business. It is important to understand
what all the aspects of costs are and how the costs are accounted for (e.g., intra-company
transactions that do not always require real cash-outflows). It is also important to
understand what the costs will be in the future, once outsourcing is deployed. They also
argue that it is necessary to document all the other factors that affect the feasibility of
outsourcing. These factors are e.g., what kind of impact the outsourcing decision may
have on customer services, what kind of impact it may have on the community around the
company, how it affects employees of the company, and whether there are any political
consequences. Embleton and Wright (1998) also mention the possible impact on
corporate culture.
The company’s outsourcing strategy should be connected to the company’s overall
strategy. This is important to take into account when making a business plan. This is not
explicitly said anywhere but in can be implicitly understood from e.g., McIvor (2000).
When creating a business plan, maybe the most important things to consider are the
relationship antecedents; expectations parties have about the benefits gained from an
outsourcing partnership and the goals and motivation for the relationship. It is not only
important to consider the company’s own expectations but the future partner’s possible
expectations and benefits as well. Somehow creating a win-win situation for both parties
would make the relationship mutually attractive and viable over the long-term. (Ellram &
Edis 1996, Tuten & Urban 2001, Varis 2004.)
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Identify needed services
Important items in the business plan include a definition of the needed services. There is
usually some kind of understanding of them when the strategic need for partnering has
been identified. However, the services should be clearly defined in the business plan so
that the analyses in the later phase are easier to conduct. (Embleton & Wright 1998.)
Activities selected for outsourcing should be analysed to get a feeling of the
magnitude of costs associated with the activities. One possible way to do the analysing
work is to benchmark with non-competitive firms on the same type of activities.
Benchmarking allows the company to get a wider view of the whole process that
produces the products – not only the R&D side of the process but also operating and
management skills. (Ellram & Edis 1996, Lacity & Hirschheim 1995, McIvor 2000.)
McIvor (2000) suggests a very thorough process for the analysis: the selected
activities are benchmarked against the capabilities of all potential external providers of
that activity. This will give the company the chance to identify its relative performance
for each activity by using selected measures. After that a total cost analysis is performed.
In that phase the costs of either keeping the activity in-house or outsourcing it are
identified and measured. This analysis gives the company the chance to make an
informed decision and focus its own resources on the activities that add more value for its
customers. McIvor (2000) posits that a company should outsource all the activities that
are not strategically important to the company or in which the company does not have
special capabilities, since the external suppliers are more competent for the work and
their cost-base is also lower.
It has to be taken into account that the results of benchmarking are not necessarily
entirely correct, but they still indicate the magnitude of the costs and also give some idea
of what the key performance criteria associated with the activities are. Benchmarking
may also be rather time-consuming and expensive but the information acquired helps in
validating the company’s relative performance in activities. (McIvor 2000.)
McIvor (2000) suggests that during this stage, when the results from the earlier
benchmarking are ready, an even more thorough cost analysis should be conducted. The
main goal is to measure all the actual and also potential costs of executing the activity
either internally or externally. This includes all the costs that are associated with the
activity. These costs naturally include purchase price, labour, material costs, and
overheads, but also costs that come from idea conception (e.g., when collaboration is
needed in the design phase) or such kinds of costs as arise when the final customer is
using the product (e.g., warranty claims), and anything in between. Other, easy to leave
out, costs include management time needed internally, and the cost of capital and other
resources that could in future be used for other activities. (McIvor 2000, Domberger
1998.)
When a cost estimation is carried out in this way, for the different potential costs of
performing the activity internally and externally (for each potential partner the data
requirements are huge. Internally it means gathering data from different cost centres
externally it would be ideal if the partner candidates provided the cost data (McIvor
2000). For the partner candidate the same type of cost analysis is also necessary in order
to negotiate an agreement for the provided services. Different types of cost estimation
modelling techniques for software development exist (e.g., Putnam 1978, Boehm 1981,
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Albrecht & Gaffney 1983, Conte et al. 1986, Matson et al. 1994, Musílek et al. 2000) and
the use of them in addition to the partner company’s own experience data is highly
recommended.
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Fig. 14. Form a business plan.
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This analysis overlaps somewhat with the earlier analysis. The primary aim in both
analyses is to understand the current best practices for the activity, as well as how the
costs for the activity are made up, and to find out which is the more appropriate action: to
perform the activity internally or externally. (McIvor 2000.)
McIvor (2000) claims that before outsourcing an activity a company should address
internally some important issues. The most important one is probably whether the
company still wants to maintain the knowledge needed for performing the outsourced
activity. This includes design skills, management skills, manufacturing, etc. If the
company had this knowledge it would be easier to change the activity back to be
performed by the company itself.
Identify the future relationship type. Another important item in the business plan is the
relationship type. To better discover the best suited relationship in the situation at hand, it
is useful to understand also the software service provider’s point of view. A software
service provider company’s business strategy may be based on traditional subcontracting,
where the customer company pays for each work hour. Alternatively, the customer
company may pay for the completed project, independently of the work time used. Or, as
in a partnering relationship, the payments may be tied to the possible profit of the
customer company. In the worst case the partner company will not get any compensation,
whereas in the best case, the compensation will be very rewarding. The software service
provider needs to choose the best suited alternatives for its own business strategy.
Subcontracting type relationships are usually short term and their future is not very
predictable but they bring ‘easy money’ to the company. A partnering relationship, on the
other hand – if chosen wisely – gives stability for both the service provider company as
well as for the customer company (Tuten & Urban 2001).
Partnering is not always the best type of relationship and it is good to consider whether
the original idea of an outsourcing partnership was a good one, and also to document the
reasons behind the decisions, whatever they are. Usually it is said that when a company
decides to outsource a core activity, it should attempt to develop a partnership type of
relationship. However, in some situations some other type of relationship might be more
suitable, if the company wants to hold the balance of power rather than be equal with the
other party. Another reason to consider other types of relationships is that in technologyintensive industries it is extremely important that a company won’t get locked into a
relationship where the partner’s technology is no longer up-to-date. In any case, what is
important is that the company makes decisions based on what is best for itself – how it
can get the maximum competitive advantage in the situation in hand. It is also good to
remember that the possibility also exists that the partner may acquire skills and knowhow, and in the future become a competitor to the customer company. (McIvor 2000.)
If the decision is that some other type of a relationship is more beneficial than
partnering, the outsourcing partnerships process described in this thesis is not the most
appropriate to use when proceeding. However, the process also covers the main parts of
forming e.g., a subcontracting relationship and can be used as a reference material.
Determine selection criteria. The importance of selecting the right partner for the
intended relationship has been stressed by many researchers (e.g., Wilson 1995, Cavusgil
and Evirgen 1997, Buono 1997, Varis 2004). Partner selection criteria are closely tied to
the relationship type and the goals set for the relationship; the future partner should be
able to fulfill the expectations. Varis and Salminen (2000) have combined a list of typical
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selection criteria (Table 4). Varis and co-authors (2004) have further improved it to
contain business potential, customer fit, product and service fit, and marketing and sales
fit as the main criteria for evaluating how the parties fit together. In addition to that,
Embleton and Wright (1998) stress the importance of similarities in corporate culture in
ensuring the success of the relationship.
Table 4. Partner selection criteria (Varis and Salminen 2000, p. 4).
Authors

Partnering focus

Selection criteria

Lasserre (1984)

Technology transfer

Strategic fit
(Strategic vision, Strategic importance of the project,
Pressures)
Resource fit
(Previous experience in joint ventures, Technology,
Managerial and financial resources, Commitment)

Ellram (1990)

Supplier partnership

Financial Issues
(Economic performance and financial stability)
Organisational and Strategy Issues
(feeling of trust, strategic fit, supplier's organisational
structure etc.)
Technology Issues
(assessment of manufacturing facilities, design
capabilities etc.)
Other Factors
(safety record, business references)

Cavusgil et al. (1995)

Foreign distributors

Financial and company strengths, Product factors,

Dacin et al. (1997)

International alliances

Financial assets, Complementarity of capabilities,

Marketing skills, Commitment, Facilitating factors
Unique competencies, Industry attractiveness,
Cost of alternatives, Market knowledge/access,
Intangible assets, Managerial capabilities, Capabilities to
provide quality product/service, Willingness to share
expertise, Partner's ability to acquire your firm's special
skills, Previous alliance experience, Special skills that
you can learn from your partner, Technical capabilities
Cavusgil &Evirgen
(1997)

International marketing

Partner related criteria
(Partner characteristics, Compatibility, Motivation,
Commitment, Reliability, Property rights protection)
Task related criteria
(Financial resources, Marketing resources, Customer
service, R&D technical resources, Organisational
resources, Production resources)

The selection criteria can also be divided into four: business criteria (e.g., the candidate
company’s financial situation), marketing criteria (e.g., the marketing capabilities of the
company), partner-potential criteria (what kind of potential the candidate company has
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for the intended relationship) and technical criteria (the needed technical skills) (Varis
2004).

3.1.3 Summary
The main goals of the Planning phase are forming a competent, empowered team for the
outsourcing work and making the business plan for the outsourcing partnership.
The Planning phase (Fig. 15) consists of three different activities: Form an
outsourcing team, Support the outsourcing partnership process, and Form a business
plan. As the members of the outsourcing team are the ones that have the greatest
influence on the whole outsourcing process and its success through their own actions,
their understanding of all the aspects of the outsourcing process is truly important.
Phase
Planning

Activity
Form an outsourcing team

Task
Choose the team members
Empower the outsourcing team

Support the outsourcing

Commit to the outsourcing partnership

partnership process

process

Form a business plan

Identify the objectives
Identify needed services
Benchmark best practices
Identify costs of all the alternatives
Decide needed internal competences
Document all the effects of the decision
Identify the future relationship type
Determine selection criteria

Fig. 15. The activities and tasks belonging to the Planning phase.

The formation of the business plan has a clear emphasis in this phase, and the importance
of the business plan for the success of the outsourcing partnership process seems to be
undeniable. The tasks of this activity have attracted the interest of many researchers,
especially the tasks concerning identification of the needed services, selection of the most
beneficial relationship type, and definition of the partner selection criteria. Breaking this
activity into some smaller activities might be beneficial to give all the tasks the attention
they deserve.
In this phase, the role of the company top management needs to be rather active. The
top management triggers the start of the outsourcing partnership process and chooses and
empowers the members of the outsourcing team. The commitment of the top management
is needed to make the process start successfully. If the company top management does
not show a clear interest in the process and support it, it is possible that the outsourcing
team will misunderstand the significance of the outsourcing decision and will not work as
hard for the success of the process as is needed.
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3.2 Developing
In the Developing phase the emphasis is on the decision whether to make or buy, and on
the actions needed after the decision has been made: negotiating the outsourcing
partnership agreement, considering how employees are affected by the decision, and
making a concrete timetable for the outsourcing.

3.2.1 Screen potential partners
There are different methods for screening potential partners. Domberger (1998) mentions
three ways: An open tender, a selective tender, and negotiated contracts. In an open
competitive tender, an invitation for the tender is widely advertised and the tender is open
to all. In that case, the tendering is based on a requirement specification that is detailed
enough that partner candidates can make their offers based on it (cf. a request for
proposal). Some advantages of open tender are a maximum number of potential partners
and the transparency of the tendering process.
The selective tender is conducted in two stages. First, an invitation to submit
‘expressions of interest’ is announced. Second, the companies that meet the qualification
criteria are invited to submit their bids. The advantages of selective tendering are the
lower costs of the selection process and a “greater certainty about suitability” of the
partner. (Domberger 1998.)
In negotiated contracts, potential partners are contacted based on the partner selection
criteria created in the earlier phase (Fig. 16). First a request for information is conducted.
Circulating a request for information gives some idea of how interested the potential
partners are, what their capabilities are, what kind of corporate culture they have, etc.
After that, requests for proposals from the suitable partner candidates can be solicited. A
request for proposal describes in detail the outsourcing requirements and the scope and
objectives for outsourcing. Solicitations can be made by a detailed letter, along with a
personal contact. The advantages of this method are the limited number of negotiations
and greater flexibility. (Ellram & Edis 1996, Lacity & Hirschheim 1996, Domberger
1998, Embleton & Wright 1998.)
For the partner company the customer screening process is just as important. For the
basis of that process the partner company has to understand the nature of desirable
customers as well as to plan carefully the core competencies it has to offer for its
customers. It is necessary to analyse the potential customer company from both the
strategic point of view – to find out if the potential customer fits the partner company’s
strategy – and the functional point of view – to find out if the customer candidate is
otherwise suitable for the intended relationship in terms of business benefit to be gained
from the relationship, reference value of the customer for the partner company, matching
technology needs and offerings, trustworthiness, overall commitment, and so on. Only
after considering these issues carefully should the partner company start negotiations
with the customer company. (Warsta et al. 2001, Storbacka et al. 1999.)
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Fig. 16. Screen potential partners.

Both screening processes – the customer company screening the partner and the partner
company screening for potential customers – match and mirror each other (Warsta et al.
2001).

3.2.2 Evaluate the partner candidates
In this activity the goal of both parties – the customer and the partner candidate – is to get
to know the other party and to find out if each other’s needs match. If it is found out that
the other party is somehow not suitable, the process is ended in this phase and possibly
started with another partner. Multiple evaluations may also be going on concurrently.
The potential partners and their partnering proposals need to be evaluated by the
customer company based on the business plan created in the Planning phase. The
proposals from the candidates could include a written document and a lengthy
presentation to the outsourcing team, including discussion (Fig. 17). (Ellram & Edis
1996) There are different ways to assess both the candidate and the proposal. However,
the most important question for the customer company is: is the supplier’s proposal a
desirable one in terms of costs, resources, and finances? (Lacity & Hirschheim 1996)
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Fig. 17. Evaluate the candidates.

The focus in this activity is on the formal bargaining processes and on the behaviour of
both parties during the meetings. This includes persuading, arguing and haggling over the
terms of the potential relationship. (Ring & Van de Ven 1994.) The suitability of the
future relationship can be found out through discussion of the following things, for
example: the expectations of both parties of the relationship, whether these expectations
match (referring to the business plan made in the earlier phase), the possible investments
required and the candidate’s readiness to invest, the perceived uncertainties of the
business deal, and whether the company cultures match. During this phase, it is also
important to assess the nature of each other’s role and the other’s trustworthiness. (Tuten
& Urban 2001, Ring & Van de Ven 1994, Embleton & Wright 1998.) Conducting an onsite visit is also a good way for the customer company to evaluate the partner candidate.
The goal of the visit is to check that the organisation looks as good in reality as on paper.
It is good to check the processes in use, cultural fit, as well as the people in the company.
(Embleton & Wright 1998.) If new ideas surface during the partner evaluation process, a
good way to evaluate the candidate is to see how the candidate is able to accommodate
the ideas (Embleton & Wright 1998).
For the partner candidate to succeed in this evaluation process – both by getting a new
customer and by ensuring that the intended relationship matches the strategy of the
partner company – understanding the customer company’s overall value creation process
is extremely important, as well as recognising the competences that create a compelling
value proposition. It helps the partner company to offer the kind of services the customer
company really needs. The customer company can help the partner candidate in this
process by making its value creation process more visible to the partner candidates. Being
aware of both the current – forever changing – market situation as well as of the needs of
a particular customer helps the partner company in staying competitive; it is possible that
the competences needed today will tomorrow no longer be seen as attractive by the
customer. (Warsta et al. 2001, Levina & Ross 2003.)
When the evaluations are ready, the customer company should be able to make the
most basic decision: make or buy – insource or outsource (Fig. 18). The decision to either
perform the activity internally or outsource it strategically to the most competent external
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provider is made based on the results of benchmarking, cost analyses, and the evaluation
of potential partners. (Ellram & Edis 1996, Embleton & Wright 1998, McIvor 2000,
Lacity & Hirschheim 1996.)
Input
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Decide whether to make or buy
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Decision

TRed: Business plan,
Benchmark results, Cost
analysis, Evaluation report

Fig. 18. Decide whether make or buy.

If the decision is to continue the outsourcing process, the company has to decide which
one of the partner candidates is the most suitable one for the intended relationship (Fig.
19). (Ellram & Edis 1996, Lacity & Hirschheim 1996.)
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Selection of the best possible
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Fig. 19. Select the partner.

3.2.3 Negotiate the agreement
Zhu and co-authors (2001) list items to be considered when the terms of the business
relationship are being agreed. They argue that it is important that the business
relationship between the partners is clear to both parties before the agreement is
completed. At this stage, the risks of the relationship, liabilities, potential effects on the
end customers, and product ownerships should be considered. Warsta (2001) maintains
that ‘a legal plan’ should be made by both companies as an integral part of the company
strategy. It can then be used by the agreement negotiation team to prepare for the
negotiations. This plan contains the company’s contracting process, agreement templates
used, a patent strategy, and a description of the company contract portfolio. The more
thoroughly both parties are prepared for the negotiations, the better the chances of good
results (Warsta et al. 2001). (Fig. 20)
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Fig. 20. Negotiate the agreement.

This is the time of commitment, discussing openly the goals and objectives for the
relationship, and establishing the terms of the relationship and codifying them in a formal
agreement. A good agreement is often seen as the basis of a successful relationship. It
helps both parties to avoid legal impediments which might affect the relationship
harmfully and also helps both parties to understand the terms of the relationship clearly.
The entire agreement should always be reviewed by a competent legal council prior to
signing. Items to include in the agreement are e.g., the services the partner is providing to
the customer, monetary terms, escape clauses, how to make changes to the agreement,
warranties, guarantees, possible audits, patent rights, publicity, and recovering from a
disaster. (Ring & Van de Ven 1994, Lacity & Hirschheim 1996, Zhu et al. 2001.)
Interestingly, Tuten and Urban (2001) found out when they interviewed purchasing
managers that some companies preferred not to have formal agreements at all. In their
interviews about 50 percent of respondents used formal agreements but the rest of the
companies either did not want to create formal agreements or used them depending on the
situation. One of the companies had previously used formal agreements but decided to
give them up since they were not very successful. A better way for them was to create a
philosophy with the partner and then produce objectives which must be met to make the
philosophy true. The same phenomenon has been mentioned by e.g., Hoch and co-authors
(2000), Domberger (1998) and Ring and Van de Ven (1994) as well. It would be
interesting to know which kind of companies decide not to use formal agreements –
whether they are small or big companies or both, in which sector of technology, and in
what way they found formal contracts unsuccessful.

3.2.4 Consider the impact on employees
There are arguments that outsourcing might be more disruptive than constructive, as it
may possibly disintegrate the organisation’s culture. Since social interactions are the basis
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of the organisation’s culture and its development, and outsourcing clearly affects them,
often very violently, the results of outsourcing may not always be positive if employees
are not treated in a constructive way. After talking so much about how to arrange the
outsourcing partnership technically, it is important to remember that, in any case, an
employee who does the real work is the key item to the business, and it is not possible to
succeed in an outsourcing partnership if the employees affected do not support it. That is
why the impact on the employees has to be considered carefully and never taken lightly
(Fig. 21). (Kakabadse & Kakabadse 2000, Zhu et al. 2001.)
The impact of outsourcing on the outsourced employees, however, is not always
purely negative. It may also be seen as a positive thing when new career opportunities
open up in the partner company (Purcell 1996). In any case, outsourcing always affects
the employees of the company – not only the ones outsourced to the partner but also the
ones left behind. The remaining employees may also suffer negative effects. Even the
term “corporate survivors’ syndrome” is used to describe how the remaining employees
are also affected. Kakabadse and Kakabadse (2000) list “fear, insecurity, uncertainty,
frustration, resentment, anger, sadness, depression, guilt, injustice, betrayal, distrust, drop
in productivity, decreased management credibility, decreased morale, increased
absenteeism, increased turnover, and employees becoming self-centred, narrow-minded
and risk averse,” as symptoms of survivors’ syndrome. Survivors’ syndrome is seen as a
major factor in the failure of many outsourcing deals. (Kakabadse & Kakabadse 2000,
Laribee & Michaels-Barr 1994.)
It has been argued that the negative effect on the employees can be lessened by the
way the outsourcing is managed (Willcocks et al. 1995). People have to be allowed to go
through a mourning process during which they try to put the newly arranged pieces of
their working life together and try to fit themselves in somewhere. This period is needed
for both the outsourced employees as well as the remaining ones and it is not a short one
– it takes typically a year. Sensitive handling of people and these processes is needed,
reinforcing the positive sides of the change. (Kakabadse & Kakabadse 2000.)
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Fig. 21. Consider the impact on employees.
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In the partner company, preparing for the transfer of the employees is just as important.
In companies providing software services, managing people is crucial as the employees
hold the key competence of the company – their work and skills are what the company
really sells to its customers. In a survey of software companies, Hoch and co-authors
(2000) found out that people management was the single most important factor in the
success of the company, followed by human resource assignment: giving the employees
an opportunity to learn and grow personally is one of the keys to successful business.
Another is to balance the use of resources between business needs and the needs of the
staff to do different types of work that is not always straightforwardly productive, such as
attending conferences etc.
In cases of outsourcing, three factors seem to influence greatly the outsourced
employees’ reactions to the transfer. The first factor is the behaviour of the existing
employer – how the transferred employees are treated by the customer company. Another
is the attractiveness of the partner company – this is affected by the employees’ view of
the existing employer – and the third one is how the employees are actually treated in the
partner company once they have been transferred. The identity of the partner company,
the way in which information concerning the partner company is presented and
communicated, and the career possibilities the partner company is able to offer for its
employees all affect the transferred employees’ view of the partner company. (Kessler et
al. 1999.) It is also good management practice for the customer company to negotiate and
protect terms and conditions for the transferred employees (Domberger 1998).

3.2.5 Develop an outsourcing timeline and a communications plan
To be able to plan and handle the outsourcing process effectively, a preliminary timeline
of all outsourcing activities should be developed together with the partner company as
soon as possible (Fig. 22). If the outsourcing is announced publicly the timeline should be
distributed inside the company to all the affected employees, and also to all the internal
and external work groups who will somehow be in contact with the future partner. The
timeline should include the dates (actual or proposed) for all critical milestones like
meetings, deadlines, employee transition dates, etc. The timeline should be updated when
changes occur and a version number should be attached to it to determine which one is
the latest document. (Zhu et al. 2001.)
Input
TRing: The outsourcing team

Activity
Develop an outsourcing

Output
The outsourcing timeline

timeline

Fig. 22. Develop an outsourcing timeline.

To prevent the spread of rumours and misleading information it is necessary to
communicate the facts about the outsourcing in due time, with sufficient detail, and to
give accurate facts; all this on a planned basis. This helps in keeping the workforce more
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satisfied. If the outsourcing effort takes a longer time, monthly status reports are needed.
It is important to consider the content of the information released – not too much but as
much as possible, and it should not lack specific important information – as well as the
method of distribution, to ensure that everyone receives the status reports in a timely
manner. It might be appropriate and advantageous to provide information from both the
customer and the partner. Developing a detailed and aggressive communications plan
helps in implementing of all this (Fig. 23). (Zhu et al. 2001.)
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Fig. 23. Develop a communications plan.

The plan should specify what the key messages are and define the different audiences and
their needs, as well as communication methods. These audiences include e.g., employees
who will stay in the company, employees who will be transferred to the partner company,
the media, share holders, etc. The plan helps in sending the same message to all the
audiences belonging to the same group, thus ensuring that they are all given the same
answers to the same questions.
There are two key messages that should always be communicated to the company’s
internal audiences: first, that there were solid business objectives behind the outsourcing
decision, and, second, that the work the outsourced employees were doing was, and still
is, valuable but that in the present conditions it is best for the company to outsource it.
These two messages are valid in every outsourcing case; the rest of the communication is
more company- and situation-dependent. (Laribee & Michaels-Barr 1994.)

3.2.6 Summary
In the Developing phase the most important decision of the whole process is faced:
whether to continue with the outsourcing partnership process or to terminate it.
Discontinuing the process would mean either that the customer company needs to be able
to take care of the planned-to-be-outsourced work, or that it is necessary to go back and
start the whole outsourcing partnership process again with revised objectives based on the
new understanding of the issue. If the process is continued the most important result of
this phase is an outsourcing partnership agreement.
The Developing phase of the outsourcing partnership process consists of eight
activities (Fig. 24): screening the potential partners, evaluating partner candidates,
deciding whether to continue with the outsourcing process (make or buy), selecting the
most suitable partner candidate(s), negotiating the agreement with the partner
candidate(s), considering the impact on employees, and developing the outsourcing
timeline and communications plan.
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In this phase, in addition to the make-or-buy decision, the emphasis is on finding and
evaluating suitable partner candidates and negotiating the outsourcing partnership
agreement. It is very important that both parties – the customer and the partner –
understand and respect each other’s goals and expectations for the relationship.
Phase

Activity

Developing

Task

Screen potential partners

Identify potential partners
Contact potential partners

Evaluate candidates

View partner proposals

Decide whether to make or buy
Select the partner
Negotiate the agreement
Consider the impact on employees

Identify common objectives
Consider the impact on the transferred
employees
Consider the impact on the remaining
employees

Develop an outsourcing timeline
Develop a communications plan

Fig. 24. The activities and tasks belonging to the Developing phase.

3.3 Implementing
In the Implementing phase the main goals are to ensure the outsourcing transition goes
smoothly, and to concentrate on establishing the actual relationship between the
companies.

3.3.1 Plan and carry out the outsourcing transition
The outsourcing transition is not usually a simple event. A detailed, jointly made
transition plan helps both companies in managing the transition phase (Fig. 25)
(Domberger 1998). A transition plan contains, step by step, all the actions needed to move
through the transition phase successfully – even the most simple or trivial ones (Table 5).
Input
TRing: The outsourcing team,

Activity
Plan the outsourcing transition

TRed: The outsourcing
timeline, The communications
plan

Fig. 25. Plan the outsourcing transition.

Output
Transition plan, Transition
checklist
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The writing of this plan can start as soon as there is some idea of what is going to happen.
This helps in planning the actual transition process. The plan may change when the
transition process begins, so updating it is necessary during the process. The plan is also a
good documentation of what was going on during the transition. This kind of information
may be needed afterwards because of unpredicted events or similar kinds of projects in
future. (Zhu et al. 2001.)
There are many possible ways to come up with the list of actions needed in the
transition plan. Different kinds of meetings, brainstorming sessions, e-mails, interviews
with the employees affected, etc. can be used. A checklist of all the actions might help in
ensuring that all the necessary actions get carried out. (Zhu et al. 2001.)
Table 5. An exemplary list of items in an outsourcing transition plan (Zhu et al. 2001).
Items for the partner

Items for the customer company

Items agreed together

Floor-space requirements

Impact on subcontractors

Computer security requirements

Workplace security

Notification to internal

Approval of outsourced work

company

workgroups
Workplace safety

Notification to external

Details of a partnership agreement

workgroups
Impact on non-outsourced work

Employee transition

functions
Motor vehicle transitions
Common office equipment
Access to computer systems
Communications plan
Timeline reference
Cost-sharing agreements
Training
Publicity
Use of logos
Appearance standards

Concrete support from top management is very important in this phase (Fig. 26). The top
management has to be prepared to give internal presentations together with the partner
and to send internal letters to all the sites that will work together with the partner
company. (Ellram & Edis 1996.) Communication with the employees should continue
until the partner company takes responsibility for the transferred employees and the
outsourced work.
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Input

Activity

TRing: The outsourcing team,

Carry out the outsourcing

TRed: Outsourcing timeline,

transition

Output
The outsourcing partnership

Transition plan, Transition
checklist, Communication plan

Input

Task

TRing: Top management

Support the process clearly

Output
Visibility of top management,
Giving of presentations when
needed

TRing: The outsourcing team,

Provide high level of attention

Top management

Psychological factors:
Increases impact of
communication, Maintains
high priority of the case

TRing: The outsourcing team

Give prompt feedback

Questions are answered as
soon as possible

Fig. 26. Carry out the outsourcing transition.

3.3.2 Establish the relationship
Establishing a team for the relationship management work is essential for both companies
(Fig. 27). That team should be fully empowered and the team members should come from
the locations and business units which work together with the partner. (Ellram & Edis
1996.) The team members, especially if they have previously worked with the outsourced
activity, may need training for their work since the situation is now very different from
the situation where the activity was performed internally. New management skills may be
needed for the team members to be able to accomplish their new task. (Embleton &
Wright 1998.) The social skills of the team members are valuable – the social and
personal bonds between the two companies help in the development of the relationship as
well as in resolving problematic situations during the collaboration (Kern & Willcocks
2000).

66
Input

Activity

TRing: The relationship

Establish the relationship

Output
Established relationship

management team

Input

Task

TRing: Top management

Output

Set up the relationship

Management organisation for

management organisation

the relationship, Relationship
management team

TRing: Relationship

Establish measures

List of necessary measures

TRing: Relationship

Set up the management

Working processes

management team

processes

management team

Fig. 27. Establish the relationship.

Ellram and Edis (1996) have some useful practical suggestions for establishing the
organisation and creating the management processes: relationship management team
meetings held in all the sites involved and regular conference calls among the team
members give everyone an opportunity to influence the decisions. An online newsletter to
answer questions and give information on the current situation might be useful, as might
some document clarifying the management process and providing guidelines for
employees working in the interface with the partner.
This activity should also establish measures which can be used in the management of
the relationship.
The creation of the management organisation includes identifying and empowering the
accounting managers needed, documenting contacts, and establishing interaction
patterning between the companies. Initially, formally designated roles are useful since
they reduce uncertainty between the parties. As time goes by, the formal roles are no
longer that important as the parties know each other on a more personal level (Ring &
Van de Ven 1994). The formal roles are, however, useful at least in problem situations.

3.3.3 Summary
The main goal of the Implementing phase is to make the relationship work, firstly by
getting the transition done and secondly by creating management processes and setting up
the relationship management organisation.
The Implementing phase of the outsourcing partnership process consists of three
activities (Fig. 28): planning and carrying out the outsourcing transition and establishing
the relationship between the companies. This phase is for making the intentions and plans
a reality. Support from the company’s top management makes the transition much easier.
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Phase
Implementing

Activity

Task

Plan the outsourcing transition
Carry out the outsourcing

Support the process clearly

transition

Provide a high level of attention
Give prompt feedback

Establish the relationship

Set up the relationship management
organisation
Establish measures
Set up the management processes

Fig. 28. The activities and tasks belonging to the Implementing phase.

3.4 Managing the relationship
A relationship needs active management to prosper and fulfil the expectations set for it.
The operational work – product or service exchange – and the financial exchange as a
result of the work done are of course the most important and natural parts of the
relationship once the collaboration relationship has been established. These are not
enough, however. A relationship consists of different operations – processes, procedures,
what needs to be done and how – but also of more immaterial matters: behavioural values
which are hard to express in the form of a process, such as trust, commitment, and
satisfaction. They come in life in a relationship more in the ways in which people act,
how they seem to value the relationship, in their attitudes, and so on. They are something
that needs to be shown in every day interaction. There are, however, ways consciously to
develop and show these matters to the other party. These are discussed later in this
chapter. It is also important to remember that a relationship cannot be managed onesidedly, only together, in agreement (Ford et al. 2003).

3.4.1 Monitor the relationship
Partners need to develop some measuring mechanisms together, to be able to evaluate and
monitor the partnership (Fig. 29) (Tuten & Urban 2001, Ellram & Edis 1996, Embleton &
Wright 1998). The evaluations should include both quantitative and qualitative measures
and be based on the original objectives identified in the business plan, the individual
experiences of he employees, as well as performance indicators, communication flows,
and the characteristics of a strong relationship, such as level of trust between partners,
flexibility etc. (Zhu et al. 2001, Ellram & Edis 1996, Järvelin 2001, Tuten & Urban
2001). Formal evaluations performed regularly and at short enough intervals (e.g.,
quarterly or twice a year) provide an opportunity to find problematic areas before they
grow too difficult to resolve (Ellram & Edis 1996, Tuten & Urban 2001). Evaluation
made on all organisational levels is useful as it gives an indication of the situation as a
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whole, not just of certain parts of it (Järvelin 2001). Also, conflict handling gives a good
indication of the status of the relationship (Tuten & Urban 2001). Different types of
evaluations can be used depending on what areas of the relationship are to be evaluated.
They can be standardised or unofficial, conducted jointly or by one party only. (Järvelin
2001.)
Input

Activity

TRing: Relationship

Monitor the relationship

Output
Evaluation report

management team
TRed: Business plan, List of
needed measures

Input

Task

TRing: Relationship

Conduct measuring

Output
Evaluation report

management team
TRed: List of needed measures

Fig. 29. Monitor the relationship.

3.4.2 Report results to all the parties
The reported results should be shared with all the parties involved (Fig. 30) (Zhu et al.
2001, Ellram & Edis 1996, Järvelin 2001). This kind of evaluation, as well as being
important in giving information on partner performance, can also help in deepening the
relationship between the parties as the parties learn to know each other better and also
find ways to work together in different, and often complicated, situations (Tuten & Urban
2001).
Input
TRing: Relationship

Activity
Report results to all the parties

management team
TRed: Evaluation report

Fig. 30. Report results to all the parties.

Output
Understanding of the situation,
Plan of corrective actions

69

3.4.3 Exchange information
The importance of good communication between all the affected parties – be they the
actual partners or other interest groups – cannot be emphasised enough. Communication
can be thought as being information exchange – there is much information that needs to
be actively exchanged between parties in order to get the relationship to work (Fig. 31).
Cultural adaptation – an understanding of unwritten rules and norms, of the attitudes and
knowledge of the organisations, as well as of the processes and procedures – cannot
happen without both formal and informal information exchange. It also helps in
preventing unnecessary conflicts and in finding solutions in problematic situations,
fulfilling all the expectations, sharing a common vision, as well as in increasing
flexibility. One example of information exchange is the sharing and analysis of the
relationship evaluation reports by all the parties involved. Meaningful and frequent
communication is necessary to create real trust in the relationship. (Tuten & Urban 2001,
Ellram & Edis 1996, Kern & Willcocks 2000.)
Input

Activity

TRing: Relationship

Exchange information

Output
Enhanced communication flow

management team, All the
employees working with the
other party

Fig. 31. Exchange information.

However, the question that arises again and again when speaking of information
exchange is: to what extent is a company able to trust another with the depth of
information? There is always a possibility that the partner of today becomes a competitor
of tomorrow, or the ally of another competitor. (Spekman et al. 1999.)

3.4.4 Invest in the relationship
To give a message of commitment to the other party, some investment of time,
knowledge, and resources is needed from both parties (Fig. 32). This gives a signal of
strong commitment, since ending the relationship would cause the other party significant
economic consequences. (Kern & Willcocks 2000.)
Input
TRing: Relationship
management team
TRed: Money, knowledge,
resources

Fig. 32. Invest in the relationship.

Activity
Invest in the relationship

Output
Increased feeling of trust and
commitment
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3.4.5 Adapt culturally to the partner
Cultural adaptation – e.g., a shared language, shared processes and procedures, shared
‘social and cultural traits and norms’ – between the parties is important since it helps the
staff of both companies to understand each other and co-operate without anxiety. Cultural
adaptation in part comes naturally and evolves over time as common processes and
procedures are created and they become institutionalised. However, the adaptation is
easier if the parties originally have similar organisational cultures. Some conscious
actions may help the adaptation (Fig. 33). (Kern & Willcocks 2000.)
Input

Activity

TRing: Relationship

Adapt culturally to the partner

Output
Increased understanding of the

management team, All the

other party, Enhanced co-

employees working with the

operation

other party

Fig. 33. Adapt culturally to the partner.

3.4.6 Encourage social and personal bonding
Strong social and personal bonds between individuals from both parties help in creating
an atmosphere of trust and commitment, at the same time helping in cultural adaptation,
solving conflict situations, and achieving satisfaction. Relationship development is also
greatly dependent on the social and personal bonds and feeling of the closeness between
individuals, even to the extent of diminishing the importance of economic factors (Fig.
34). (Kern & Willcocks 2000.)
Input

Activity

Output

TRing: Relationship

Encourage social and personal

Trust, commitment, cultural

management team, Top

bonding

adaptation, satisfaction

management
TRed: All the employees
working with the other party

Fig. 34. Encourage social and personal bonding.

3.4.7 Consider the future of the relationship
The underlying idea of an outsourcing partnership is that once the relationship has been
started, it won’t be terminated for trivial reasons – meaning that it has usually been
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thought of as remaining in effect for years. However, in time, the expectations of the
parties may change, technological advances may come into existence, misunderstandings
and conflicts may arise; these often cause a need to rethink the terms of the relationship
(Fig. 35). Maybe there is simply a “desire to take the partnership ‘to the next level’”
(Tuten & Urban 2001). In any case, renegotiations are needed. Often supplemental
agreements fulfil these needs and the original agreement can be left untouched, thus
preserving the relationship. (Ring & Van de Ven 1994, Tuten & Urban 2001.)
Some day, however, one or both parties may realise that the time has come to dissolve
the relationship. It may be – as it often is – because the business deal has been completed,
or because the relationship no longer fulfils the expectations set for it, due to mismatches
or dissimilarities between the companies, or because one of the parties has somehow
breached the agreement. (Ring & Van de Ven 1994, Ellram & Edis 1996, Tuten & Urban
2001, Tähtinen 2001.)
Input

Activity

Output

TRing: Relationship

Consider the future of the

Decision and needed actions:

management team, Top

relationship

Continue at current level or

management

Expand/build relationship or
Reduce/dissolve interaction

Fig. 35. Consider the future of the relationship.

In the dissolution process the companies first communicate with each other the desire to
end the relationship. It is still possible that they end up making the decision to continue
the relationship. If, however, they decide to end the relationship they have to take the
necessary actions for that and, in the end, communicate the decision internally in both
companies as well as externally to the other affected parties. (Tähtinen 2001.)

3.4.8 Summary
Even though Zhu and co-authors (2001) and Ellram and Edis (1996) mainly discuss the
evaluation of the relationship and thus call this phase “Evaluating”, I have named it
“Managing the relationship” since evaluation is just a single part of all the activities of
this phase. This phase mostly concerns maintaining and developing the relationship:
understanding what the important aspects in the relationship are and evaluating how the
relationship fulfils the expectations set for it, and at the same time considering how to
develop the relationship further if needed.
The Managing the relationship phase of the outsourcing partnership process consists
of seven activities (Fig. 36): monitoring and evaluating the relationship, reporting the
monitoring results to all the parties, adapting culturally to the partner company,
exchanging information between companies, investing in the relationship at both a social
and an economical level, encouraging social and personal bonding to make the

72
relationship work, and considering what both companies want from the relationship in
the future.
Phase
Managing the

Activity
Monitor the relationship

Task
Conduct measuring

relationship
Report results to all the parties
Adapt culturally to the partner
Exchange information
Invest in the relationship
Encourage social and personal
bonding
Consider the future of the
relationship

Fig. 36. The activities and tasks belonging to the Managing the relationship phase.

As an outsourcing partnership is usually meant to last a long time, the activities of this
phase are performed over and over again during the years of collaboration. Relationship
monitoring needs to be continuous, and every time the relationship is expanded or
changed somehow, the other activities also need even more active attention. The
emphasis in this phase is on understanding both the meaning and the significance of the
operational activities as well as the ‘social’ activities (cultural adaptation, investing in the
relationship and social and personal bonding) and their intertwining with each other.

3.5 Summary of the model
In the previous section I have presented outsourcing partnership life cycle models from
Ellram and Edis (1996) and Zhu and co-authors (2001) as well as two models having a
relationship approach (Ring & Van de Ven 1994, Kern & Willcocks 2000). In the
previous chapters, I have introduced elements of a synthesis process model for
outsourcing partnership formation and management. The whole model is presented in
Fig. 37. To see the task level and inputs and outputs for the activities and tasks, please
refer to the earlier chapters where the activities and tasks are discussed in more detail.
In the Planning phase the emphasis is on forming a competent, empowered team for
the outsourcing work and making the business plan for the outsourcing partnership. The
activity of forming a business plan has a rather strong weighting in this phase, and the
process might benefit from dividing the activity into smaller activities.
In the Developing phase the decision on whether to make or buy needs is central. If the
decision is to continue the outsourcing partnership process, agreement negotiations are
started. Consideration of how the employees will be affected by the decision is needed as
well as the creation of a concrete timetable for outsourcing. Activities in this phase are
rather well balanced as none of them seems to be overly dominating.
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Planning
•Form an
outsourcing team
•Support the
outsourcing
partnership
process
•Form a business
plan

Developing
•Screen potential
partners
•Evaluate candidates
•Decide whether to
make or buy
•Select the partner
•Negotiate the
agreement
•Consider the impact
on employees
•Develop an
outsourcing
timeline
•Develop a
communications
plan

Exit

Exit

Exit

In the Implementing phase the main goals are to make the outsourcing transition go
smoothly and to concentrate on establishing the actual relationship between companies.
In this phase the relationship establishment activity has a rather strong weighting.
There are rather few operational activities in last phase of the model – Managing the
relationship –, and intuitively it seems that operative relationship management has to be
something more than just monitoring the relationship and reporting results, exchanging
information between companies, and considering the future of the relationship.

Implementing
•Plan the
outsourcing
transition
•Carry out the
outsourcing
transition
•Establish the
relationship

Managing the
relationship
•Monitor the
relationship
•Report results to
all the parties
•Adapt culturally to
the partner
•Exchange
information
•Invest in the
relationship
•Encourage social
and personal
bonding
•Consider the future
of the relationship

Exit

Fig. 37. The outsourcing partnership model.

In the following chapter I will present the empiric case used for evaluating and
complementing the literature-based synthesis process model as well as the methodology
used in the carrying out this study.

4 Outsourcing partnership case
In the previous chapters of this thesis I have focused on earlier research on the subjects of
outsourcing and partnering. In this chapter the context of this study – the Finnish
Information and Communication Technology (ICT) Cluster – is presented together with
the case companies and the outsourcing partnership case analysed in this study. Case
study design is discussed in the last part of this chapter

4.1 Evolution and significance of the Finnish ICT cluster
Information Society development in Finland has been very rapid in recent years – in the
World Economic Forum Global Competitiveness Reports Finland has constantly been
among the leading countries in networking and IT use4.
The same trend can be seen in, for example, the quality of the basic infrastructure in
Finland. Finland has also grown to be amongst the top manufacturers and exporters of
ICT products in the world. Information and communication technologies form about 10
per cent of the Finnish GNP. The ICT cluster is also a very significant employer, since
40–50 000 members of the Finnish labour force earn their living from companies in this
sector. (ICT Cluster Finland Review 2003.)
The situation has come to this point in a rather short time: the last decade has
witnessed the change of Finland from one of the least ICT-specialised industrialised
nations to the most specialised one. However, the roots of this development come from
the late 19th century when telephone companies were rapidly established in Finland. At
the turn of the 20th century the area of Finland was covered quite well – all the cities in
Finland had their own, usually privately owned telephone companies. This formed the
basis for the development of the Finnish telecommunications industry. At the beginning
of the 1980s the publicly owned Nordic Mobile Telephone (NMT) network was opened
in Finland as well as in the other Nordic countries and it quickly became a success. At
that time private operators were willing to enter the mobile market but their license
applications were not accepted. However, in 1987 the new Telecommunications Services
4 http://www.weforum.org, 15.2.2005
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Act was enacted. That made it possible for the private operators finally to get a license.
They established a new company, Radiolinja, which was to operate the new GSM
network. Radiolinja launched the GSM network as the first commercial operator in the
world in 1991. Telecommunications competition in Finland was fully liberalised in 1994.
(Baldauf et al. 2001.)
In the telecommunications equipment market in Finland, there have never been
restrictions. The Finnish telecommunications industry developed from the radio, TV, and
telecommunications cable industries of the 1920s to NMT network equipment and
terminals in the 1970s, and later on to e.g., GSM and UMTS equipments and terminals.
In 1986-87 practically all Finnish competence in telecommunications was moved under
the roof of a Finnish conglomerate, Nokia, when Nokia bought two other significant
Finnish telecommunications companies (Mobira and Telefenno). Nokia went through a
serious crisis during the 1980s because of the company’s attempts at rapid growth and
global market presence. This caused drastic reorganisations of the company’s businesses
and left only telecommunications activities continuing into the new decade. (Baldauf et
al. 2001.)
Nokia acted as an engine for the whole Finnish ICT cluster, bringing success to
hundreds of other companies. In ten years, from 1990 to 2000, Finland’s production of
telecommunications equipment grew from about EUR 0.8 billion to EUR 13.5 billion.
However, this success is not totally due to Nokia – many other factors have also affected
it, starting with the above-mentioned liberalisation of telecom services in Finland, and
experiences and positive feedback gained from the NMT network in Nordic countries,
and ending in mobile phones becoming common everywhere in the world, and the global
liberalisation of telecom services. (Baldauf et al. 2001)

4.2 Case description
Describing the organisations behind the case is important in case studies as the
organisational context sets the environment for the events and actions of the case. This is
especially true with process-related issues, as they are very closely dependent on the
organisation, its culture, and changes in the environment.
Thus, I first present both case companies – the customer company and the partner
company – and after that I describe the outsourcing partnership case between these
companies.

4.2.1 The case customer company: Nokia Corporation
The case customer company in this study is Nokia Corporation and one of its independent
business units, Nokia Networks/IP Mobility Networks (NET/IMN). Nokia Corporation is
the world leader in mobile communications: it is the world’s number one manufacturer of
mobile terminals, owning about 30% of the world’s mobile terminal markets and is also a
leading provider of network infrastructure, service delivery platforms and related services
to mobile operators and service providers. At the beginning of the 90s Nokia started to
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focus its business on telecommunications by divesting its non-core operations. The
strategy has been extremely successful, resulting in both exponential growth and high
operating profit.
In 2003 Nokia’s net sales totaled EUR 29.5 billion. Nokia has its headquarters in
Finland, is listed on five stock exchanges (Helsinki, Stockholm, Paris, Frankfurt and New
York), and employs approximately 51 000 people5. The company has 16 manufacturing
facilities in 9 countries, and R&D centres in 11 countries.
The Nokia Networks business unit (NET) of Nokia Corporation is a pioneer in
telecommunications network infrastructure building. NET develops telecommunications
equipment for the GSM family of technologies (GSM, EDGE and UMTS).
Organisationally, NET is divided into independent Research and Development (R&D)
centres and has a matrix organisation, where line organisation is responsible for resource
management and competence development, and project organisation is responsible for
product development.
The company operates in a very demanding market. Even though the
telecommunications network infrastructure market is not as volatile as the mobile
terminal market, competition is still high. There are several major players very close to
each other and a host of smaller companies vying for their chance to grab a larger share
of the market. In order to maintain its position and increase its market share NET has to
be very dynamic, agile and sensitive to customer demands, very innovative, and
definitely able to bring out new products and features before its competitors.
A big part of Nokia Corporation’s and also NET’s success has been due to the
company’s collaboration strategy. Nokia and its business units have aggressively sought
different kinds of collaborative relationships with other companies both in Finland and in
other countries, as well as with different research institutes (Fig. 38).

5 http://www.nokia.com, 15.2.2005
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Fig. 38. Nokia’s network environment (Ali-Yrkkö 2001, p. 42).

The depths of the relationships range from the fairly distant purchasing of needed
components, in which price competition characterises the relationship, to strategic
partnerships in which close interaction and mutual commitment are important. Between
these extremes there are a variety of relationship types, tailored for the specific need (AliYrkkö 2001) (Fig. 39).
Price competition

Subcontracting

Fig. 39. Supplier strategy continuum (Ali-Yrkkö 2001, p. 44).

Strategic partnership

Partnerships
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Building and utilising different types of collaborative relationships has been an integral
part of Nokia’s strategy and has given the company the ability to develop its core
competences effectively. At the same time, it has given the company flexibility and also
helped in the hectic 1990s when the company’s growth was at its fastest and the shortage
of qualified engineers was a genuine problem in Finland.

4.2.2 The case partner company: TietoEnator
With its close to 12 000 employees (2003) TietoEnator Oyj is the largest IT services
company in the Nordic countries. In 2003, the net sales of TietoEnator totalled EUR 1.4
billion. TietoEnator has its headquarters in Finland, is listed on two stock exchanges
(Helsinki and Stockholm) and is active in more than 20 countries6.
TietoEnator focuses its services on areas where it has the most in-depth industry
expertise – that is, banking and finance, telecom and media, and forestry – together with a
focus on the vertical markets of the said industries. Due to the strong vertical focus, the
services TietoEnator provides are typically either customer partnerships or repeatable
solutions. In customer partnerships the scope of the company is Nordic, in repeatable
solutions global.
TietoEnator is the result of a merger between a Finnish company Tieto (founded in
1968) and a Swedish company Enator (founded in 1995), which took place in 1999. From
the beginning, the strategy of TietoEnator has been to strengthen the competences of its
focal areas by takeovers, mergers and outsourcings.
TietoEnator is in a collaboration relationship with both of the two Nordic telecom
companies, Nokia and Ericsson, in roughly the same area – R&D of fixed networks and
mobile systems. The situation is delicate and demanding, and sets high confidentiality
needs inside the company.

4.2.3 The outsourcing partnership case
At the end of the year 2000, Nokia Networks/IP Mobility Networks’ top management
made the decision to outsource some parts of the mobile core network’s software R&D.
The intention was to find a strategic software R&D partner for the business unit. The
company’s internal preparation work for the outsourcing started in January 2001 (Fig.
40). First contact with possible partner candidates was made in March 2001 and
negotiations with the candidates started in May 2001. An outsourcing agreement was
signed with TietoEnator in August 2001. A public announcement of the outsourcing
agreement followed at the beginning of September. 318 employees were to be transferred
from NET/IMN to TietoEnator together with a corresponding amount of work from four
different Finnish NET/IMN sites. A time period of about one month (required by Finnish
legislation) followed, during which the Finnish competition authority ratified the deal.

6

http://www.tietoenator.fi 10.12.2004
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Even though establishment of the relationship started right after the public
announcement of the business deal, it was not possible to start the actual business transfer
before the ratification of the deal at the beginning of October 2001. The relationship
establishment phase continued until the end of the year 2001. The year 2002 saw a new
page in the book turned: relationship establishment was over and a serious partnering
relationship started.
Strategic
decision
to outsource

Dec 2000

The outsourcing
partnership
agreement
is signed

First contact
with partner
candidates

Jan 2001
Internal
outsourcing
work starts
in NET/IMN

Mar 2001

May 2001

Aug 2001

Negotations
start with
partner
candidates

The competition authority
ratifies the
business deal –
business transfer
can start

Sep 2001

1 Oct 2001

Public
announcement
of the outsourcing
partnership
agreement between
companies

1 Jan 2002

The collaboration
with the partner
companany is
extended

Apr 2002

Relationship
establishment
period ends,
”normal”
relationship starts

Fig. 40. Timeline of the outsourcing process.

As both parties were satisfied with the beginning of the relationship the partnering
collaboration was extended further in spring 2002 when new parts of the software R&D
work were transferred to TietoEnator, this time without accompanying staff.
The outsourcing partnership relationship with TietoEnator was part of a bigger process
that had started in NET/IMN a couple of years previously as a series of outsourcings that
were part of the business unit strategy. The company’s top management advocated
aggressively networked product creation and core-context thinking, and outsourcings
were one part of the implementations of that strategy.
The NET/IMN – TietoEnator outsourcing partnership case was a very interesting one,
especially as I had the opportunity to see it from a company’s internal point of view (I
worked for NET/IMN at that point in time and also collected the material for this study
when working for Nokia). Information technology and information systems outsourcings
are nowadays rather common but outsourcings of software R&D – a company core
competence – are not that easy to find. Some of the interesting aspects of this case were
the outsourcing partnership process itself, and the ways of transferring the knowledge
from one company to another, first by transferring employees and later by transferring
solely the knowledge.

4.3 Case study design
In this part of the study the case study design – the process and methods used, problems
encountered and limitations of the study – is presented.
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4.3.1 Research process
The research process started as I became interested in studying interorganisational
relationships and their formation and management processes in the software research and
development field. At that time I worked in NET/IMN, in a position which allowed me a
lot of practical insight into these processes; however, a more theoretical view also
interested me. I started by studying the theories of interorganisational relationships –
what kind of relationships have been identified and what kind of research already exists
in the field (Fig. 41). I soon realised that research on interorganisational relationships is
rather fragmented and has to be searched for in different domains. I also found out that
relationships in the software research and development field have not been researched
very extensively. More research can be found from the information systems and
information technology point of view, as well as in general research on e.g., partnering
and outsourcing. I also realised that an understanding of business processes was needed
to give some backbone to the research.
Marketing & management
research on interorganizational
relationships

Analysis...

Strategic sourcing and
strategic partnering research

SW R&D/IT/IS
partnering
Partnering

…produces
framework

Business processes research
SW R&D
outsourcing partnership
process and success factors

Outsourcing
SW R&D/IT/IS
outsourcing

Phase 1

Case material
collection

Case documentation
Case

Case interviews

Phase 2

Analysis and
synthesis

Synthesis of literature
and case material

- Outsourcing partnership
process description
- Success factors

Phase 3

Fig. 41. Research process.

When an opportunity presented itself for me to follow and study the formation and
management of a software research and development outsourcing partnership from a
company’s internal point of view I took it immediately, as based on analysis of the
literature I realised that the case might yield some interesting results. I produced a
synthesis of the suitable models found from the literature and based on that I started the
second phase of the research process (Fig. 41) and began collecting data on the
outsourcing partnership case. This phase took about one and a half years. The second and
third phases somewhat overlapped as the collection of data was still ongoing when I
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began an analysis of the data. Also, I had to go back to the first phase from time to time
as new references of interest were found.
In the third phase I analysed the case data thoroughly using the literature-based
synthesis process model as a framework. One result of that was an improved model of
outsourcing partnerships. The resulting model was not further evaluated during this study.
That remains to be done in future research.

4.3.2 Research methods
Often qualitative and quantitative approaches are set against each other and compared as
to the ‘superiority’ of one or the other. I argue, however, that the two approaches have
their own strengths and weaknesses and it depends entirely on the subject which one is a
more suitable research approach (Yin 1989). When the phenomenon is a well known one
it is fairly easy to conduct an in-depth analysis of it by using the quantitative approach –
to create a set of questions that go very deep into the subject and then analyse the answers
by using statistical methods.
When the phenomenon is one that has not yet been very extensively researched all the
questions set about the subject still just ‘probe’ it from different angles. By asking
different questions, a new understanding of the subject can be gathered and eventually the
‘correct’ set of questions can also be created. In some cases this situation can be reached
fairly quickly; in some cases – especially if the phenomenon in hand is a very
complicated one – it may take longer.
Outsourcing partnerships are a phenomenon on which we already have information
from several viewpoints. However, it is still true that outsourcing and partnering research
started rather recently and thus there are many ways of viewing the subject that we do not
know very much about. One of them is the process view of it. Thus, even though a
quantitative approach to the outsourcing partnership process is a possibility, it may not be
the wisest choice.
It is easy to forget that qualitative and quantitative approaches can also both be used in
the same study. Some aspects of the phenomenon can be studied by using one approach,
some by using the other. Another way to use both these approaches is to make a series of
studies – starting e.g., with a qualitative single case study, followed by a qualitative
multiple case study, then a quantitative study of an interesting point of the phenomenon.
A more in-depth qualitative study would then follow that, and so on. This kind of strategy
could also be used in further studies of outsourcing partnerships, starting with this study.
When I got the opportunity to follow the outsourcing partnership case, a case study
method combined with a qualitative approach felt like the most natural choice of research
method, as the phenomenon in question was contemporary within its real life context, the
boundaries between phenomenon and context were not clearly evident, and it was
possible to use multiple sources of evidence (Yin 1989). Cunningham (1997) presents a
framework (Table 6) of three different types of case studies (based on a framework
offered by Yin (1989)). Of these types, the intensive case study fitted best for the case at
hand, especially as I was at the time working in the customer company and thus had
much insight on the case. To categorise my study further, an explanatory approach was
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the one I mainly used – presenting a story with details of the actual case, including my
own interpretations of what happened and why. The goal was to compare the facts of the
case with some competing frameworks (Fig. 41, phase 3) to create a synthesis model.
Table 6. Different types of case studies (Cunningham 1997, p. 403).
Type of case study
Purpose

Intensive cases

Comparative cases

Action research

To develop theory from

To develop concepts based on

To develop concepts

intensive exploration

case comparisons

which help facilitate the

Creativity through

Comparison of cases leads to

Theory emerges in the

comparison with existing

more useful theory

process of changing

process of change
Assumption

theories
Examples

Dalton

Eisenhardt

Trist

Situation

Usually evolves out of a

Usually concepts are developed

Developing theory to

researcher’s intensive

from one case compared with

assist practices and future

experience with culture or

another case

social science

organisation
Types

Narratives

Case comparisons

Diagnostic action

Tabulation

Case survey

research

Explanatory

Interpretative comparisons

Experimental action

Interpretative

research

According to Silverman (1994), methods for both qualitative and quantitative research
are often of a similar type: observation, analysis of texts and documents, interviews, and
recording and transcribing. However, the differences between the methodologies can be
seen in the use of the methods, for example (Table 7). Methods are seen as techniques
that are used according to the methodological principles. Also, use of these methods
varies: in one study all of the methods may be used, whereas in another only one of them
or some combination of the methods is used. In this study, the methods used mainly
consisted of interviewing, recording and transcription of the interviews, and textual
analysis of the written material collected from the case companies.
As is typical (Cunningham 1997), the selection of research methods was not that
straightforward at the beginning of the study. Originally I intended to gather information
by using surveys sent to the employees of both the customer company and the partner
company, and to analyse the information by both quantitative and qualitative methods. I
also intended to compare several cases. However, as time went by and the research idea
crystallised in my mind, I realised that it was for the best to focus on a single case from a
qualitative point of view and not to widen the scope of the research too much. Also, it
would have been very difficult, firstly to find other cases that were comparable in size
and secondly, to get an opportunity to study the cases in companies where I had no
previous contacts.
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Table 7. Different uses for four methods (Silverman 1994, p. 5).
Method
Observation
Textual analysis

Methodology
Quantitative research

Qualitative research

Preliminary work, e.g., prior to framing

Fundamental to understanding another

questionnaire

culture

Content analysis, i.e., counting in terms of

Understanding participants’ categories

researchers’ categories
Interviews

‘Survey research’: mainly fixed-choice

‘Open-ended’ questions to small samples

questions to random samples
Transcripts

Used infrequently to check the accuracy of

Used to understand how participants

interview records

organise their talk

4.3.3 Data gathering and analysis
To investigate the case, a series of in-depth interviews with 24 participants from the
customer company and 10 participants from the partner company were conducted. All the
interviews were tape-recorded and transcribed. For validation purposes, after each
transcription, I wrote a more fluent description of the interview and sent that version to
the interviewee in order to check the correctness of the interview report and to give them
the chance to add further thoughts on the subject. In some cases I also asked some
additional questions.
The duration of the interviews was typically between one and one and a half hours.
The interviews were conducted as theme-centred interviews (Hirsjärvi & Hurme 1993) –
I presented all the interviewees several open-ended questions about the themes central to
my study and we discussed the subjects rather freely. The themes discussed were: 1) the
role of the interviewee in relation to the outsourcing partnership process and to the
customer/partner company, 2) relationship formation, if the interviewee took part in the
process somehow, 3) the relationship between the companies in general, 4) interfaces and
processes concerning the relationship, and 5) the past and present expectations of the
interviewees for the relationship and how satisfied the interviewees have been with the
relationship in relation to their expectations. The first theme provided background
information about the interviewee, the second theme addressed the issues of the
relationship formation stage, the third and the fourth themes were about relationship
maintenance and management issues and processes, and the last theme addressed my
second research question about factors affecting the successful outcome of the
relationship. See Appendix 3 for more a detailed description of the themes.
As information about all of the process phases was needed, the interviewees were
chosen based on their involvement in different stages of the outsourcing partnership
process and their position in the companies. They can be divided in two groups: in Group
A are those who were either participants of the relationship formation stage or somehow
closely involved with it, and in Group B are those who were involved in the relationship
maintenance and management stage. Three of the customer company interviewees belong
to both groups, meaning that they took an active role in the relationship formation stage
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and were also somehow related to the relationship maintenance and management stage as
well. As the partner company’s organisation is much smaller than the customer
company’s, five of the 10 interviewees were involved in both stages (Fig. 42). The
interviewees were also selected based on their geographical location; they represent all
the affected customer company sites. For reasons of anonymity, this cannot be described
in greater detail.

Group A
13

Group AB
3

Group B
9

Customer company
interviewees

Group A
3

Group AB
5

Group B
3

Partner company
interviewees

Fig. 42. Interviewee groups.

All of the interviewees held some kind of managerial position. Their roles regarding the
outsourcing partnership can be divided into outsourcing team members, human resources
representatives, members of company top management, relationship management team
members, partner managers, lawyers, agreement negotiation team members, information
technology specialists, and managers who were not relationship management team
members but were still somehow closely involved in the relationship between the
companies. Two relationship managers from the customer company and one relationship
manager from the partner company, as well as one IT specialist from the customer
company and one human resources representative from the partner company, are amongst
the interviewees; however, for reasons of anonymity they cannot be pointed out. See
Appendix 2 for a more detailed list of interviews. Five of the partner company
interviewees were transferred from the customer company to the partner company in the
outsourcing.
The interviews were conducted in three batches: the first ones were quite soon after
the outsourcing and these discussions were mainly about the outsourcing process and
factors affecting the outsourcing. The people interviewed were from the customer
company (with one exception). The second batch of interviews took place about one year
after the outsourcing and the third batch about one year after the second one. The main
issue in these interviews was the management of the relationship. However, as a fair
number of the interviewees did participate in the first three phases of the process as well,
we also discussed the outsourcing process.
Some of the interviewees were clearly more important informants than the others. The
ones belonging to top management or the relationship management team had a good view
of the relationship as a whole and thus were able to provide a wider range of information,
whereas some of the interviewees were able to give more detailed information about
certain activities.
In addition to the interviews, I collected written material concerning the case. This
included, for example, memos of meetings, process descriptions, organisation charts,
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question–answer lists, and different kinds of plans from both companies. See Appendix 4
for a more detailed list. I used the documents mainly for checking the information
received from the interviewees; however, in some cases the documents were my sole
source of information.
In the case material analysis phase I categorised and collected the data under different
sets that were suitable for the purposes of analysis. First, the data was categorised as
belonging to one or more of the four phases of the literature-based synthesis model
(Planning, Developing, Implementing, or Managing the relationship). After that it was
further divided as belonging to the different activities and tasks of the phases. From time
to time, however, I found data which did not fit into the framework, and elements of the
process were found which had not been mentioned in the literature-based model. The
changes to the literature-based model originated from those process pieces.

4.3.4 Limitations
A single-case study has its own limitations, and the general applicability of the results can
be questioned. However, as Yin (1989) argues, single-case studies cannot be contrasted
with (for example) survey research. In survey research the generalisation comes through
statistics whereas in a case study it comes from the analysis – a set of results is
generalised to produce a broader theory. Thus the results of a single-case study have their
general value as well. They give us valuable additional information concerning the
phenomenon under research, more so when the subject itself is one that has not yet been
researched very thoroughly, as in the case of software R&D outsourcing partnerships.
The results of this study build on previously presented theories of relationships between
companies and thus can be considered to be generalisable through analytic generalisation
(Yin 1989). The final validation of the results of a single-case study can be carried out by
testing the findings in some other, corresponding cases. This should be performed with
this case as well.
Another limitation originates from the size of the companies analysed. Both of them
are rather large, and this also sets some limits on the generalisation of the results. They
may be useful for other companies of the same size but smaller companies probably need
to adjust the process somehow to suit their resources and needs.
I originally planned to conduct the interviews in two batches; the first batch was to
focus on the planning, developing, and implementing phases of the process and the
second batch was to focus on the relationship management phase. However, as often
happens with industry case studies, the ideal approach cannot always be executed. In my
case the interviews were eventually done over a period of almost two years, and in some
cases the interview was delayed to the point where the case had already proceeded to the
relationship management phase, hence the interview of the three first phases had to be
done retrospectively. This delay was due to two main reasons; firstly the interviewees
naturally had their own work priorities and as a researcher I had to be content on getting
an appointment when it suited them, rather than how it fitted on my plans. Secondly,
there was an issue of company confidentiality and trust – it is natural that a company is
wary about giving access to information to a researcher who, after all, plans to publish at
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least some of that information to an unrestricted audience. In my case this risk
materialised in that the customer company was hesitant, for some reason or another, to
allow me to interview the members of the partner company. Gaining trust and going
through the process of getting the right people to give their approval for the interviews
took considerable amount of time.
The limitations stemming from this flaw in the research execution come in two
flavors. First, while the retrospective view to things can help in that it puts things in
perspective and highlights the most important issues, the risk of detail being forgotten
and things overlooked by the interviewee is relatively high. Second, while I had a clearly
defined set of themes for the interviews, the fact that I had to cover all phases of the
process in one interview carries a risk that the focus on individual phases is less than
what it would be in an interview with a more narrow scope.
The partner company point of view in this study is rather limited. As this study has
been made and the material collected from the customer company point of view – even
though employees of both companies have been interviewed separately – the activities of
the partner company reflect the activities of the customer company; they are not viewed
independently. It gives us some understanding of the internal processes in the partner
company but the result is not very satisfying and leaves many open questions.
As this study is conducted from an information processing sciences point of view,
some unquestionably important issues have necessarily been left out of the study. The
study presents in a rather cold and clinical manner the outsourcing partnership process
and the successes and failures during the process. It is important to notice, however, that
in such a case where staff transfers are needed, very strong emotional undercurrents exist.
However, in this kind of a study these need to be filtered out in order to see the process
clearly. From a more people-centric viewpoint this study would have provided some very
interesting results on, for example, human behaviour in a stressful situation.

4.3.5 Personal bias
In all research, objectivity is an issue to be kept in mind. In an ideal case the researcher
should maintain complete neutrality to the phenomena being researched, but in practice
no research is value-free. The researcher is invariably a source of bias, and measures need
to be taken in order to alleviate the flaws that this may cause in the results. In the case of
my research the risk has a particular weight, because of my relationship to the customer
company; I was not just a researcher but also an employee, an insider within the
company. This risked causing a bias in several phases in my research, and I will here
discuss the areas in which the bias may occur and what measures I have taken to mitigate
this problem.
Research is about collecting evidence, analysing it and drawing conclusions from the
results of the analysis. Thus the first step involves obtaining data, and the latter steps
involve its interpretation. These two broad aspects are also where the bias can be created.
In an ideal case the data collected is both complete and truthful, and the interpretation is
comprehensive and objective.
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Bias may already creep in during the data collection phase and can affect the
completeness and accuracy of the data. Many issues can influence the researcher’s ability
to access relevant data, especially when she is an insider in the company. Firstly, the
organisational position and affiliation of the researcher means that she automatically has
good access to material and persons that are created or circulated within that part of the
organization, but that she may have limited access to material that is considered to be the
property of another part of the organization. The researcher can also be more readily
perceived as a representative of the department she is working for rather than being
considered as a neutral agent. In such cases, internal company politics can significantly
help or hinder the collection of material, depending on the relationship between the
researcher’s department and the department from which the data is to be collected. Interdepartmental political undercurrents may have an even more pronounced impact on data
drawn from interviews – people may be more or less willing to reveal things or, in
extreme cases, may even alter the truth if they think they can either benefit or harm their
personal or departmental agendas within the company. Secondly, the researcher
invariably has a certain personal reputation within the organisation, and the reputation
may even vary from one group to another. The bias caused by this is similar to that of the
organisational affiliation. Thirdly, the researcher may have personal relationships –
positive or negative – with some of the sources of data, and again this can help or hinder
data access.
In my case I worked in the customer company as a subcontracting manager, in the
department that also handled outsourcing issues. Being an insider helped quite a bit in the
interviews – the customer company interviewees perceived me as ‘one of them’, and the
partner company interviewees as a representative of the customer company – hence a
customer to them as well. Due to these factors, people assumed I already had in-depth
knowledge of the case and in any case had the right to know issues related to it, and thus
discussed freely with me during the interviews. Although the timing of the interviews was
a slight problem due to the priorities of the interviewees, getting the interview arranged in
the first place was not a problem and the help I got from my manager to persuade people
to participate in the interviews was very valuable. However, as my position was not a
high-level managerial position with wide clearance for information it was rather difficult
to access documentation. People were willing to reveal issues in documented material
and even show the documents during the interviews, but were not ready to hand out the
same material to me, due to its high confidentiality rating. The partner company declined
to give out any case-related documentation without explicit clearance from the customer
company, and were reluctant even to hand over partner company-specific documentation,
of which I obtained only very little. With the customer company (i.e., my own company)
I had moderate success with documentation but still was not able to get clearance to a
number of documents I knew to exist. As my position – and the department I worked in –
did not have any particular significance or political standing in the customer company,
the likelihood of customer company interviewees altering the truth is very slight.
However, this is not the case with the partner company interviewees. To them I
represented an organisation that had a say on future outsourcing and partnering cases, and
this may have influenced the data. These interviewees mostly gave a very positive view
of the relationship, and it is possible that the picture is somewhat beautified and that some
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of the less pleasant issues that would have reflected badly on either party of the
relationship may have gone unsaid.
The bias stemming from limitations in data is sometimes simply impossible to counter,
and instead needs only to be acknowledged. I have taken measures, however, to ensure
that what information has been acquired is carefully documented. Furthermore, to combat
possible flaws in the interview data – on which I had to rely for the majority of the
research – I have covered different organisational layers and different parts of the
organisation, as well as both companies that were involved in the case, in order to create
as much potential for cross-checking and corroboration of observations as possible.
While bias in the data collection phase can be easy to spot but less easy to counter,
bias during the interpretation phase is easier to counter with proper means, but it can be
very difficult to notice as it arises from personal values and preconceptions, which play a
role when the data available is reflected against personal insight on the issue. It is a rare
case where a researcher does not already have a certain preconception of the topics in
question, a pre-constructed – or incomplete – model in her head of how things are.
Conflicting data can be easily overlooked or its significance downplayed because it
would mean that the researcher might need to alter her worldview, sometimes to a large
extent.
In my case the preconception had two sources: the company indoctrination that tries to
project a certain picture of how things are – or should be – to all its employees, and the
personal picture I had assembled through personal experiences over the years as an
individual working in the company. To fight this bias and to validate the end result of the
study, I had three representatives from the customer company and two representatives
from the partner company read and comment on this thesis. Furthermore, specifically to
minimise the company or industry indoctrination bias, two of my peers from the
academic world, who have no affiliation to either of the companies involved, have
reviewed the case material, my analysis, and the conclusions I have drawn. Corrections
have been made accordingly, based on all the comments.
Finally it should be noted that although it carries the risk of bias, the fact that I have
been an insider in the company is not altogether without merit either. My insight and
understanding of the processes and procedures used in the customer company has greatly
enhanced my ability to understand the reasoning behind decisions and the flow of events,
and to build a complete picture from the fragmented data, while an outsider might not
have been able to come up with anything but detached observations and a number of
questions. Hence I do not see my involvement as a hindrance, but rather as an enabler, to
this study.

5 Analysis of the results
This chapter analyses the empirical data. The analysis follows the literature-based
synthesis process model presented in Chapter 3. In this chapter that model is applied and
then complemented with material from the empiric case.
To understand and to be able to analyse the process better, it needs to be broken into
smaller pieces – process phases – which are, in turn, broken into process activities. Both
process phases and process activities have inputs and outputs. The inputs are either in the
form of transforming inputs – staff and facility resources – or in the form of transformed
inputs – materials and information such as company strategies, different drivers for the
process, or customers, or any kind of combination of these (cf. Fig. 3 on page 33).
The activities have in some cases been broken into tasks to give a better understanding
of the activity in hand. However, the task level is not complete and is given only to
further illustrate the activity. Please note that the tasks discussed in the study may form
only a subset of all the actions needed in a certain activity and should not be considered
the only actions needed to complete the activity.

5.1 Background for the analysis
The empirical data for this case consists of general collaboration process descriptions
from both companies, and material concerning the case, that is, interviews with
employees who themselves took part in the process, and different kinds of documents
(plans, memos, checklists, etc.) relating to the outsourcing partnership case. This data is
used to evaluate the correspondence between the literature-based model and the real
world.
In addition to the formal process description, the customer company interviewees
divided the process in other, different ways. One of the interviewees saw the process as
divided into five parts: Technical planning, business planning, ‘soft’ issues, planning the
actual outsourcing process, and, included in every part, implementing the outsourcing. In
technical planning, the outsourced products/competences are defined, as well as what is
done in-house and what knowledge is needed in-house in spite of the outsourcing. In the
business planning part, goals and visions for the relationship are defined and agreements
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are drafted and negotiated. Soft issues are different kinds of issues concerning how the
outsourcing affects employees. These need to be identified, defined and planned.
Outsourcing process planning is concerned with identifying and planning the following,
among others: work definition, employee transfer, starting the collaboration,
communication. All the parts include the deployment part of the process as well. (C3, line
213.)
Another interviewee divided the process into a preparation phase and an
implementation phase. In the preparation phase, a team for outsourcing is created, the
roles and tasks of team members are agreed, activities for outsourcing are defined, and
the implementation phase is planned. The implementation phase is the actual
‘implementation project’ for the outsourcing. (C9, line 122.)
These two views of the process do not in any way contradict the process presented in
Chapter 3; they are more like different views of the phenomenon and as such very
interesting. However, for analysis purposes I have embedded the empirical data into the
previously presented literature-based process rather than starting process modelling anew.
The companies need to be somehow differentiated in the text and for that I have used the
terms ‘customer company’ and ‘partner company’. Even though both are partners to each
other they are not totally equal in the partnering relationship as the customer company is
still the one who buys the services and the partner company provides them. However, the
customer company treats the other party as a partner, and the partner company treats the
other party as a customer.
The customer company had several concurrent outsourcing processes ongoing with
several companies after the Planning phase (Fig. 43).
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Fig. 43. Concurrent outsourcing processes with different partner company candidates.

The customer company went through the same activities with each of the partner
candidates. The processes with the companies ended during different activities. Only two
of the partner company candidates got through to the agreement negotiation activity, and
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that activity was completed with TietoEnator alone. The process continued with
TietoEnator to the end of the Developing phase and into the Implementing and
Relationship management phases. As the customer company wanted to go through the
same activities with all the candidate companies in as a similar way as possible, a process
for that is most useful.
The activities and tasks of the outsourcing partnership process, with their inputs and
outputs, are presented in a format similar to that found in Chapter 3. Activities that are
new to the model (i.e., the ones that are not present in the literature-based synthesis
model) are presented in bold and the ones that have been changed somehow (inputs
and/or outputs have changed, the activity/task has been moved into another phase etc.)
are presented in italics. At the end of each phase, the activities and tasks belonging to that
phase are presented in a single summary figure. After presenting all the individual phases
of the model, the whole model is presented and discussed.

5.2 Planning
The beginning of the planning for a single outsourcing partnership case is often hard to
define exactly, since the pre-work for outsourcing partnerships may start in the form of
customer company strategies even years before the actual outsourcing case starts. That
was exactly what happened in the customer company. This outsourcing case was part of a
bigger plan that actually began in 1992 when Nokia Corporation started to focus in the
telecommunications business, and continued later in the 1990s in the form of a number of
sales and outsourcings. Collaboration in its different modes was a major part of the IP
Mobility Networks business unit’s strategy and thus seriously affected daily work in the
business unit. (C5 line 57.) The reasoning behind this strategy was fairly typical: the
opportunity to concentrate on the company’s core competences, flexibility in allocating
human resources, shortened time to-market, and transferring fixed costs into variable
costs (C9 line 354; C10 line 121; C11 line 247; C13 line 322; C18 line 92). These are
motivations that are often mentioned in connection with outsourcing partnerships (cf.
earlier discussion in this thesis). In this single case, however, there were other reasons in
addition to the above-mentioned. These are discussed later, in section 5.2.3.

5.2.1 Form an outsourcing team
When the customer company management decided, based on the company’s strategies
and previous value point analyses, that some DX200-based software products were to be
outsourced somehow, the first thing to do was to nominate a business case owner who
had overall responsibility for the implementation of the outsourcing case (Fig. 44). The
business case owner nominated for himself a ‘right hand’, an issue owner responsible for
the practicalities during the outsourcing project, and thus the assembly of an outsourcing
team was started. The team grew gradually – new team members were added as needed
after each major decision during the planning process. The team was empowered to carry
out the needed actions and to make decisions. (C4 line 162; C11 line 101.)
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Fig. 44. Organisation of the outsourcing team in the customer company.

Top managers of each affected customer R&D site were asked to choose a site
representative for the outsourcing team. The site representatives acted as contact points
with the issue owner and the business case owner. Together with the issue owner and the
business case owner they formed the core team, the inner circle, having inside
information. The site representatives chose for themselves a team of persons who had a
vast experience in the DX200 world, to be able to analyse and define what activities were
to be outsourced. At some sites these persons represented middle management. They
were usually specialists in their field, and well informed regarding what the project
workers did as their daily work. Despite of that they had a broader view of the subject
than the team managers, who usually worked on the projects themselves in addition to
their management work. At some sites mainly higher level managers (i.e., the site
manager and his immediate subordinates) were involved in the process. The ‘site team
members’ were part of the second degree circle, having inside information as well,
although not as much as the inner circle members. (C4 line 184; C5 line 75; C10 line 172;
C11 line 143.)
Later on, the second degree circle was expanded as wider expertise was necessary in
making the final selection of outsourced staff. (C4 line 201.) This happened in a very late
phase – one of the interviewees told that as a new team member he had only one day to
give any comments. He considered this to be too short a time for the managers to
consider their decisions carefully enough. (C8 line 131.)
“If I had had even a single week to consider what competences were needed in the
partner company it would have helped.” (C8 line 147.)
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A rather similar arrangement was used in the partner company as well (Fig. 45). The
outsourcing negotiation team members were chosen based on their earlier experience in
outsourcings or other demanding negotiations and also based on their technical and
business understanding of the outsourced business field. There was no need for as wide a
level of participation from different sites as in the customer company. The negotiators had
a good knowledge of the kinds of competences that existed in the partner company’s
sites. Also, the partner company’s internal resources were not so significant in this case,
as the intended outsourcing also included transfer of staff. Thus it was easier to keep the
inner circle small and to use the second degree circle only when necessary. (P2 line 172.)
One problematic situation was that the manager of one of the negotiators was not aware
of what was going on. He knew, of course, that an important task had been assigned to his
subordinate but the subordinate was not in any way able to report to his manager what he
was doing or even to meet him during the negotiations (P2 line 211).
In quite an early phase, a partner manager was taken into the customer company inner
circle to collect and analyse information about ongoing collaboration related to the
outsourced products, and information on licenses for applications used for product
development work. (C18 line 57.) For further information on this, see Chapter 5.4.4 .
Lawyers were needed from both companies, to draft and discuss the agreement during
negotiations and also to explain the legal requirements in an outsourcing partnership case
(concerning staff transfer, equipment transfer, requirements of the Finnish competition
authority, etc.). Human resources specialists were used for issues concerning employees
and their rights and needs, as well as issues regarding confidentiality during the
negotiations. Information management specialists commented on the agreement and
outsourcing arrangements from the IT point of view, and press officers made the
communications plan. (C4 line 167; C9 line 143 P2 lines 192, 216.)
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Business
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HR specialist

Company top
management

The head
negotiator

Lawyer
IM specialist
Press officer

Fig. 45. Organisation of the outsourcing team in the partner company.

The division between inner circle, second degree circle and the ‘outsiders’ was necessary
because of strict confidentiality rules (C5 line 26). As listed companies, both the
customer company and the partner company need to take extreme care of what kind of
information goes out of the company, to prevent playing the market. Usually, when
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people other than just the top management (in this case the inner circle) have access to
the information, information leaks are bound to happen – it is virtually impossible to
prevent information from leaking out. If some disclosures are made to outsiders, the
company has to make a public announcement containing at least the same amount of
information as was disclosed to the company outsiders, to permit a reasonable evaluation
of the matter. However, in this case both companies succeeded in keeping the outsourcing
deal secret, which was a small miracle, especially in the customer company as there were
so many employees involved in or somehow aware of the outsourcing process. In the
partner company it was slightly easier as the company’s top management and the
members of the outsourcing team were the only persons involved in the process. (C11
line 357; C13 line 311; P2 line 437.)
One interesting finding is that for some reason the need for confidentiality is rarely
mentioned in the literature and there is much more discussion about the positive aspects
of openness and employee involvement in the outsourcing process. However, for a listed
company it is essential that agreements between companies are kept confidential until the
public announcement.
Based on the empiric material one task was added to this activity (Fig. 46): making the
division between inner and second degree circles.
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Fig. 46. Form an outsourcing team.

5.2.2 Support the outsourcing partnership process
The customer company’s top management had actively promoted outsourcing and
especially partnering for about a year before this outsourcing case. Many training and
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information sessions had been arranged for the employees about the possibilities and
benefits of partnerships. Top management support for and commitment to the outsourcing
case was very clear to all involved. (C5 line 47.)
In the partner company taking on outsourcings is an essential part of the company
strategy. The company has grown over the years mainly in this manner – absorbing whole
companies or parts of them. That, along with the fact that the customer company is a very
attractive customer candidate, meant that the partner company’s top management very
actively supported the process when needed. (P2 line 38.)
This activity remained practically unchanged (Fig. 47). The only change was the
addition of the company’s overall strategy as a transformed input for the activity.
Input
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TRed: Company’s overall
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Input
TRing: Top management

Task

Output

Commit to the outsourcing

Visible commitment
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Fig. 47. Support the outsourcing partnership process.

5.2.3 Form a business plan
The customer company outsourcing team did not specifically make a business plan for
outsourcing, nor did the partner company; however, corresponding information was
collected. In the customer company, the issue owner analysed company level business
strategies, plans, roadmaps and collaboration strategy, and produced a collaboration
requirement memo which included clarified requirements for this collaboration case.
Much of their work was part of the general company strategy work. (C11 lines 75, 112.)
Two tasks mentioned in the literature-based process belonging to this activity were not
carried out in either of the companies. They did not benchmark best practices – there was
no need to do so, as the outsourced work was to be transferred to the partner as it was and
no changes were to be made in any case. Formal identification of the costs of all
alternatives was not made. Furthermore, as one of the most important factors for starting
the outsourcing partnership was changing fixed costs to variable costs (C13 line 321),
there was considered to be no need for cost analysis. In the light of the view of the future
at that time, this was probably the right solution. However, now that we see that the
future was to turn out very different from what had been assumed, one may ask if cost
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analysis would have produced results that might have somehow affected the decision.
Also currently (in 2005) the partnering costs are no more considered variable costs by the
company accountants. The partner company made a more thorough analysis of the costs
and profits of the intended relationship, while the agreement negotiations were underway.
At the foundation of that analysis there was, however, the main strategy of the company:
the relationship has to be generally profitable – there may be drawbacks and time periods
when the relationship is unprofitable, but still, in the long run, it has to make a sufficient
profit for the company. (P2 line 62.) However, as the actual cost/profit analysis was based
on information provided by the customer company, it is always possible that the customer
company may give a more rosy view of the situation than is actually the case.
Below is a discussion of the requirements for the relationship and the drivers for them.
Identify the objectives. A very typical and often mentioned driver for the outsourcing
decision is a need for cost savings (cf. earlier discussion in this thesis). This was one of
the most important reasons for this outsourcing case as well. The fixed costs in research
and development (R&D) of telecommunications software are very high and it takes a
long time before any payment is received from a customer (typically a
telecommunications operator). The customer company is a listed company and making
money for the shareholders is of course important. Thus the company is under constant
pressure to make a better profit. One way to increase profit is to reduce the costs of
research and development. There are not too many alternatives for reducing the actual
R&D costs in a short time span. Over a longer time span, changes in processes etc. may
be effective ways to reduce costs, but the company wanted to cut down as many of the
fixed costs as possible, as soon as possible. Thus, for this case, reducing the amount of
employees and changing fixed costs to variable costs were very important drivers for the
decisions. (C13 line 321.)
However, cost savings were not the only reason for considering the outsourcing. The
company’s top management looked further into the future, and considering the
telecommunications boom of the time (2001), and the predicted rapid development of
telecommunications networks, it was important for the company to be prepared for the
R&D challenges of the future. At the time that meant a deep concentration on the
company’s core competences. These were thought to be in developing UMTS (Universal
Mobile Telecommunications System) equipment, the 3rd generation wideband
telecommunications networks. These core competences were considered of increasing
importance, into the future, as the demand of telecommunications operators was that the
UMTS network equipment should be available as soon as possible. Following on from
UMTS systems, a rapid development towards all-IP networks was predicted. Hence
second generation telecommunications network systems (GSM systems) were not seen as
a core competence area for the company, even though GSM network equipment still sold
well and brought cash flow to the company. The GSM network was seen as slowly
nearing the end of its life cycle and thus it was thought that GSM work in the future
would be mainly of the maintenance type. Also, strategy workshops for lower and middle
management of the company all pointed out that GSM network related software was seen
as the best candidate for outsourcing. (C5 lines 32, 57.)
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The most important visions and goals for the future relationship were:
− Cost reductions had to happen, and thus, staff reduction was a possible option
− A large amount of work could be transferred to the future collaborator at once and the
work could continue with a minimum of interruptions
− The outsourced work was part of company core activity, thus the collaborator needed
to be very reliable
− More flexibility through collaboration in R&D work was needed
− The collaboration must be cost-effective (C9 line 354; C10 line 121; C11 line 247;
C13 lines 274, 326; C18 lines 92, 115)
All of the abovementioned points are clearly connected to the strategy of the company:
collaboration with other companies was seen as a very important and, in some cases,
absolutely necessary tool for the execution of the goals and visions of the company. The
company’s own personnel was to concentrate on core activities (planning and developing
UMTS equipment and the subsequent generations) as, at the same time, collaborating
companies were doing the non-core activities, as well as the more trivial parts of the core
activities. A need for different kinds of relationships was seen in the company but
currently one type of relationship was missing: the company did not have a really big,
reliable Finnish partner for software development. Finding one was a natural corollary of
the aforementioned factors. (C13 line 267.)
The drivers, visions and goals discussed above were inputs to a big issue in the
customer company outsourcing business plan: what type of relationship was it to be.
Everything pointed to a partnering relationship; however, before that decision was made,
further analysis was needed to make sure it was the best decision in this case. (C11 line
293.)
The partner company, for its own part, of course had drivers and goals of its own for
the relationship. It is a listed company as well and thus it is very important that it has a
good turnover and is a profitable business. It had recently established a new business unit
in the telecommunications and media focus area. The strategy of the unit was to provide
different service solutions including research and development services. The strategy, at
the time, included a list of attractive potential customers and some plans concerning what
kind of relationships were planned with those customers. The customer company’s name
was on the list. At that time the partner company already had some ongoing collaboration
with the customer company on the research and development of mobile phones but there
were hopes of broadening the field of collaboration to other areas of telecommunications
product development as well. The drivers for the intended relationship were
understandable: the customer company is one of the biggest telecommunications
companies in the world and, as such, an interesting partner candidate. It is known as a
reliable and stable collaborator. Also, being a big company, it has a lot of work to give to
its collaborators. And, being based in Finland, it is a natural partner candidate for another
big Finnish company. (P2 lines 55, 66, 85.)
The partner company had chosen an overall strategy in which it focused its resources
carefully. Thus, the most important goals for this relationship, as for all of the partner
company’s other relationships, were
− to achieve a good turnover with a good operating margin
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− with a chosen customer
− on high-value-added services (in this case software product research and development)
− in a chosen field (in this case telecommunications and media)
The vision was to build up, within several years, an extensive collaboration relationship
with the customer company. (P2 lines 47, 66.)
Identify needed services. The next step in the customer company was to find out what
activities could and should be outsourced. The company’s top management advocated
aggressively networked product creation and core competence thinking. Thus it was
required that business units take that into account and try actively to seek out suitable
areas for partnering in their yearly strategy planning rounds. During the previous year,
this policy, along with value point analyses and the results from workshops for managers,
had pointed clearly towards DX200; however, a more detailed definition of the activities
to be outsourced was now needed. (C5 lines 36, 59) In this phase it was necessary to
expand the outsourcing team to such managers and specialists who were very familiar
with both DX200 products and the employees who worked with the products. (C4 line
147; C5 line 172; C10 line 232; C11 line 189; C18 line 128; C24 line 68.)
The customer company’s interests were well suited to the partner company: as
mentioned earlier, the partner company had stated in its strategy that its intention was to
provide high-value-added services to a chosen customer in the chosen field. The recent
addition of a telecommunications and media business unit, a vision of significantly
widening collaboration with the customer company, and the fact that the partner company
was very open to different kinds of widening the relationship (on software production)
matched very well with the customer company’s ideas on collaboration. (P2 lines 47, 55.)
At the same time discussion on the relationship type was taking place amongst the
customer company’s top management.
Decide needed internal competence. Two of the interviewees (C15 line 177; C16 line
401) from the customer company commented that one possible big risk in the relationship
was a lack of competence in the outsourced activities in the customer company. They
feared that the customer company would slowly lose its understanding of the outsourced
software and needed resources, and would not be able to evaluate offers from the partner
company any longer thus ending up paying too much for the work.
Identify the future relationship type. Typical possibilities for the relationship type in
this kind of situation are (C11 line 67; C13 line 85):
A subcontracting relationship, where the subcontractor works under the guidance of
the client company. This was not a preferred form of operation for the customer company
in this case since a more independent collaborator was wanted (such as in a close
partnering relationship), as there was to be a large amount of outsourced work. Another
problem with this kind of solution was that competence transfer to the subcontractor
would have required a very great effort and it would have taken at least one year before
the subcontractor could have been productive. This option was considered to be too slow,
since the biggest driver behind the outsourcing was to get rid of the ‘old work’ (such as
maintenance etc.) and get employees working with the third generation (UMTS) network
systems and all-IP network systems that were seen as soon coming into use. Also,
transferring the work of 300 employees to a contractor is a very big and risky business.
Another reason that this was not such a good option was that it did not include staff
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transfer – at that point staff reduction was also seen as a beneficial and desirable thing by
the company’s top management, as it was part of the whole company strategy.
A partnering relationship, where only work is transferred to a partner company. This
would have been a slightly better alternative than subcontracting but still, competence
transfer would have taken too long and there would not have been any staff reduction.
Management buy-out, where somebody from the customer company management
buys out the outsourced activities. This kind of solution often works out rather well as
there is already an ongoing working relationship between the companies. However, a
newly established company is not financially capable of taking risks, and as the intention
was toward a risk-reward sharing relationship, this was not the best option.
A joint venture between the customer and another company. One example of this case
would be both companies investing in a joint venture, with the customer withdrawing
from it little by little. However, managing such a venture is rather challenging, and, at
that time, this kind of solution was not part of the strategy of the customer company’s
business unit.
An outsourcing partnership, where both work and staff are transferred to the partner.
After considering the other alternatives the outsourcing team and the company’s top
management found this to be the most suitable solution for the situation in hand, as it
fulfilled the prerequisites of the relationship rather well:
− By using a risk-reward business model it was possible to convert some R&D fixed
costs to variable costs and thus decrease R&D costs during the actual R&D phase.
− It was possible to transfer a large amount of work to the partner at one time and it was
possible to continue the work with a minimum of interruptions.
− It included staff reduction.
− This way it was possible to acquire a large partner for software R&D.
Thus, it was decided that the relationship was to be of the outsourcing partnership type.
(C11 line 132; C13 line 112.)
As the business model of the partner company is to sell services to other companies,
relationship type plays a very significant role. Sometimes focusing on short term earnings
is a suitable form of relationship. However, a more sustainable solution is preferred in the
partner company, such as a relationship lasting ten or even tens of years, having a
sensible risk level and giving good enough profit. (P2 line 281.)
Hence, although almost all the abovementioned options for the relationship would
have suited the partner company, the outsourcing partnership model was the ideal
solution in their case as well. The partner company did not have the specific competence
needed, as that competence is not generally available anywhere, and part of the company
strategy is to expand by mergers with other companies, thus staff transfer suited it very
well as a form of competence transfer. Also, strategic partnerships are part of the
company strategy as the top management of the company believes that the partnership
model is the most suitable for fast changing, difficult to manage environments, such as
telecommunications, where large investments are required and complexity is increasing.
(P2 lines 286, 298.)
Determine partner selection criteria. Before the outsourcing partnership decision was
made by the customer company’s top management the biggest problem concerning the
DX200 field was to find a global partner company with a suitable knowledge (the DX200
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system). It was seen that competence transfer to a partner would have taken a great deal
of effort and that it would have taken at least one year before the partner could have been
productive. However, when the top management decided that both work and staff were to
be transferred, finding the partner company and setting the prerequisites for the partner
became much easier. (C10, C11) The most important criteria were found to be the
following:
− The partner company should already have sites in the cities in which the customer
company had the activity to be outsourced. This would help in the starting phase of the
collaboration as it would reduce the amount of basic infrastructure building (obtaining
office space, building IT infra etc.), especially as one of the original requirements for
the relationship was that there should be a minimum of interruptions in the outsourced
work.
− The partner company should be big enough, and have a strong process control. A big
company would provide a more equal partner. It is good for a partnering relationship if
both parties are relatively equal. A big company with a strong process control is more
capable of absorbing hundreds of new employees.
− Taking outsourcings should be part of the partner company’s strategy. If the company
is already familiar with outsourcing cases it will know the good parts and obstacles of
outsourcings. The amount of unwelcome surprises will be minimised for both parties.
− The partner company should work cost effectively. This was very important in the
economic situation at the time, as the customer company wanted to reduce the costs of
R&D. A not-so-cost-effective partner might even cause a rise in costs.
− Company cultures should fit together. This would help in the beginning of the
collaboration especially, as the companies are learning to work together. This was a
very important point.
− The partner company should be flexible in negotiations – it should be possible to agree
on things both in the initial agreement negotiation as well as in later phases of
collaboration.
− The company should be familiar with and accept the risk–reward business model. As
the risk–reward model is the basic requirement for the customer company’s partnering
relationships, this is a very important prerequisite.
− The company should have the telecommunications field in its strategy – there should
be a ‘strategic fit’ between the companies. Both companies should view the future
through similar glasses.
− The company should have enough resources, in both economic and workforce terms.
That is, it should be as big as possible. This increases its reliability and flexibility.
(C11 line 141; C13 line 80; C18 lines 98, 230; CC1.)
Document all the effects of the decision. This task was not formally carried out in either
of the companies. An organised approach to this subject would probably have been
beneficial, especially as the basis for similar types of cases later on.
Prepare a schedule for the outsourcing process. In this phase a schedule for the
outsourcing process was prepared. The company’s top management wanted the process to
be over quickly: the process was started in January 2001 and the goal was to sign the
outsourcing agreement at the end of June, before the summer holidays (CC2 slide 6).
Outsourcing projects of this magnitude may easily take one year, from the start of the
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process to the signing of the agreement, and thus the schedule was rather ambitious.
However, companies almost succeeded in keeping to the schedule – the agreement was
signed right after the summer holidays, at the beginning of August, and the public
announcement was made in September. (CC3, CC7.)
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Fig. 48. Form a business plan.
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In the literature-based synthesis model, making a schedule for the outsourcing has not
been mentioned. However, as outsourcing was carried out in both companies in a form of
a project (C4 line 12; P2 line 25), creating a schedule was a very natural and also
necessary thing to do. Otherwise the process remained the same (Fig. 48).

5.2.4 Comparison and summary
Comparing the case to the literature-based synthesis model reveals that the customer
company followed the model fairly closely. It would be interesting to know to what
extent this is affected by the fact that in writing the literature study I may have
unconsciously added my own knowledge and empirical experience of the issue to it.
However, this is practically impossible to find out.
The empiric material affected the process model in this phase by mainly supporting it
and by adding many details to the textual description of the model. All the activities in
the literature-based synthesis model were found in the empiric material as well. The most
important additions to the model are the outsourcing team line-up, and a deeper
understanding of the making of a business plan for the outsourcing. There were, however,
some interesting notes: the outsourcing team was not created in one effort, as could be
understood from the literature; instead it grew gradually during the whole outsourcing
process as new team members were included as needed and others were left to be more in
the background. Team members moved between the inner and second degree circles
during the process. Two new tasks were added to the model (see Fig. 49).
Phase
Planning

Activity
Form an outsourcing team
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Form a business plan

Task
Choose the team members
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Decide needed internal competence
Document all the effects of the decision
Identify the future relationship type
Determine selection criteria
Prepare a schedule for the
outsourcing

Fig. 49. The activities and tasks belonging to the Planning phase.
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Even though, as I mentioned earlier in my discussion of the literature-based synthesis
model, the Form a business plan activity still rather dominates the phase, the empiric
material did not clearly support its division into smaller activities and thus I left it as it is.
When the partner selection criteria have been determined, it is possible to move on to
the Developing phase as many of the activities of the next phase are somehow dependent
on the future relationship type and the selection criteria.

5.3 Developing
The Developing phase builds strongly on the basis of the Planning phase, especially on
the business plan.

5.3.1 Define competences for outsourcing
Once there were rough definitions in the customer company of what activities to
outsource and a decision that competence transfer would be carried out by transferring
employees to the future partner company, it was possible to choose the employees to be
transferred. This was done by first finding out the competences needed in the activities to
be outsourced. When these competences had been chosen it was possible to select those
employees who were currently working with the products to be outsourced and who thus
had the necessary competences (Fig. 50). (C2 line 44; C3 line 139; C4 line 49; C5 line
92.)
This selection process was very difficult in many senses: the managers doing the work
wanted and needed to be very objective, so that no employees were transferred who were
not really needed in the partner company and, at the same time, that all the employees
needed were transferred. This was extremely important as if mistakes are made the
transferred employees may contest the transferring process. Another, just as important
reason, was to ensure that the partner company would be able to carry out the outsourced
work: with the right competences it is entirely possible that the outsourcing will work
well, but matters are greatly complicated if important competences are missing. (C2 line
50; C4 line 52; C5 line 101.)
The selection process was emotionally very trying for the managers involved. They
needed to make decisions about the lives of other people who were in many cases their
long-time colleagues (10-15 years), even good friends. That is why it was very important
to analyse and select competences first and consciously avoid discussing employees by
name before all the other decisions had been made. (C2 line 48; C3 line 127; C4 line 58;
C5 line 103.)
“Some of them had been colleagues for a very long time, so decision making was
really difficult.” (C2 line 46.)
“When a subordinate asks face to face “why me?” you’d better have strong
arguments for the selection.” (C3 line 141.)
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“It was really difficult to make the selections as I knew the people so well.” (C4
line 60.)
“You need to make the selection very coldly – freeze the current situation and make
the decisions based on that.” (C5 line 93.)
Four of the interviewed managers who were personally involved with the selection
process reported that the process was painful. (C2 line 47; C3 line 126; C4 line 60; C5
line 106.) As they had to keep it confidential one of the managers told that he faced
questions that he was not able to answer easily and with the whole truth, and was even
forced to tell lies to his subordinates (C2 line 64). He had to discuss future plans with his
subordinates and even had to make fake plans or very vague ones, even though he already
knew that some of the employees were to be transferred to another company and thus the
plans were unnecessary (C2 line 67). All this was emotionally very hard for the
managers.
Other problems in the selection process came from the lack of coordination between
different sites. The responsible persons from each site were in contact with each other but
no unified rules were created as to how the employees were to be selected at each site.
(C2 line 26; C4 line 66.)
“There were differences between sites as to how the [transferred] employees were
selected.” (C2 line 26.)
“The employee selection process was scrappy; it left a nasty taste in the mouth.”
(C4 line 67.)
This caused situations where employees working in certain roles were transferred from
one site but not from another. This led to some inconsistency between different sites as to
what kind of work it was possible to give the partner to do. (C18 line 45.)
Also, some problems appeared when employees with critical decision-making roles
were transferred to the partner. They needed to make important decisions and plans
concerning the future of the products and they consequently needed much more sensitive
information than was usually given to the partner. This resulted in some common
problems: visibilities of databases had to be considered, extra non-disclosure agreements
were needed, etc. Solutions for this kind of situations had to be made case-by-case in
each and every project and for each needed application. However, the expectation was
originally that in a partnering relationship it was not necessary to consider these kinds of
small details, as the partner had overall liability for the work. If those roles had been kept
at the customer company, no problems would have arisen. The customer company had to
revise the responsibilities of this kind of roles. (C18 line 45, 60, 72.)
The easiest situation was when whole teams of people were transferred, with no need
to select employees one by one and thus no need for detailed explanations to the
employees as it was clear to all why the group was transferred. The most painful
situations were when just one or two people from a group were transferred. (C3 line 166.)
The amount of employees to be transferred fluctuated during the process. The smallest
number that was talked about was around one hundred employees, whereas the final
number was around 330 employees. This was probably due to the fact that in the
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beginning it was not clear what work was to be outsourced. Implementation work alone
would have required the smallest amount of employees but as it became clear that the
intention was a partnering relationship – and not e.g., subcontracting – it was realised that
for a partner to be able to do all of the necessary work, specification, testing, and
maintenance work also had to be outsourced. This increased the amount of employees
transferred. (C5 line 18; C18 lines 32, 178, 184.)
There were not many managers involved in the selection process, for reasons of
confidentiality (C2 line 32). Afterwards, a low level manager commented that “we [the
low level managers] might have known the situation better and been more competent in
choosing the employees to be transferred.” (C4 line 83). The selection process was
mainly based on numerical information concerning what the employees were doing in
April 2001. In some situations however the numbers did not tell the whole story, and
sometimes the necessary competence was not actually transferred to the partner as the
managers making the selection did not know the situation and the employees well enough
(C6 line 86). It was a conscious choice, however, not to have the lowest level managers
involved in the process, as it was felt that it would have been even harder for them to
make objective decisions (C18 line 76).
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Fig. 50. Define competences for outsourcing.

The competences the customer company wanted to outsource suited the partner company
well as they fitted easily into the company’s recently established focus area of
telecommunications and media (P2 lines 74, 97).
Based on the case data it seems that at least some competence transfer is needed
between companies. For some reason this activity cannot be found in models in the
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literature. It is possible that in certain cases competence transfer does not have as
important a role; however, in this case it formed the basis for decisions during business
planning (C11 line 123). However, no kind of competence transfer plan was made for the
outsourcing in either of the companies and work was given to the partner to do for which
the transferred employees did not have competence; thus some kind of competence plan
should have been made (C16 line 376). One probable reason for the lack of such a plan
might be the transfer of the employees – possibly no need was seen for separate
competence transfer as it was thought that the transferred employees carried all the
necessary technical competences with them to the partner company.

5.3.2 Screen potential partners
As it was extremely important to keep the whole outsourcing partnership plan
confidential the only method available to the customer company for screening potential
partners was to find the partner candidates through the company’s own channels. Open or
selective tender could not be considered as it would have been impossible to maintain
confidentiality. Experienced partner managers made ‘a long list of candidates’ based on
partner selection criteria (Fig. 51). Candidates were briefly evaluated based on their size,
capabilities, and corporate culture. Non-western companies were rejected as it was felt
that a cultural fit between companies was very important, especially because staff transfer
was needed – it was thought that Finnish employees would strive better in a western (and,
even more so, in a Finnish) company. A brief memo was created about each company,
based on the prerequisites for the relationship. Thus ‘a shortlist of candidates’ was created
and that list was further shortened to contain just a couple of companies. (C13 line 16;
C18 line 89, 257.)
The partner company had performed its own screening for potential partners earlier. It
chose the most attractive target candidates based on the company’s general strategy, that
is, the ones which possibly interested of a long-term partnering relationship. Of course,
those companies needed to be focused on the telecommunications and media areas. (P2
lines 61, 97; PC6.)
Contacting the potential partners was moved from this activity to the following
activity (Evaluate the candidates). According to the empiric material it is better to first
conduct an internal preliminary analysis of candidates and contact the companies after
that on the basis of the results of that analysis.
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5.3.3 Evaluate the partner candidates
The customer company contacted the companies that were seen to suit its needs best,
based on the analysis conducted in the previous activity. In the first contact no
information concerning the possible deal was given before the initial meeting, for reasons
of confidentiality. The case was presented to the candidate companies in the first meeting,
after a non-disclosure agreement had been signed. After the meetings, each of the
candidate companies was evaluated based on the relationship prerequisites. The
candidates’ expectations and possible requirements of investment were discussed. The
customer company representatives were also very interested in the possible cultural fit
between companies. (C13 line 20; C18 line 259.) Another important criterion was the
general trustworthiness of the company: there were candidates who were overconfident
of their capabilities in handling such a big agreement, and who were not able to grasp the
potential risks of the deal (C4 line 227). Such candidates were discarded as it was felt that
they did not have the right attitude (C11 line 112). One of the interviewees described it as
follows:
“There were some companies we discussed with that we realised during the first
five minutes of the discussion that there were no possibilities for co-operation.
Some were such ‘yes-men’ who promised to take the deal even before they had
enough information about it. Those were rejected right away.” (C4 line 230.)
Comment about the chosen partner was quite the opposite:
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“TietoEnator was a tough negotiator – they did not do anything eyes closed. We
were very pleased with that and thought ‘we’ll get a good partner of them.’” (C4
line 202.)
The chosen partner fulfilled the prerequisites (CC2 slide 11): it had sites in the cities in
which the activities to be outsourced were located. It was big enough and had strong
process control. Offering outsourcing services was an integral part of its strategy – it was
the way the company had expanded during its long history. It was economically
sustainable and stable, and generally credible; it accepted the risk-reward model but not
without negotiations. It was flexible in negotiations but, at the same time, a tough
negotiator. And the telecommunications field was already part of the company’s strategy.
So it seemed to be a very good partner candidate. However, there were other good
candidates too. (C11 line 96; C13 line 18.)
The partner company was well prepared for the evaluation. They had some idea of the
kind of services the customer company might be interested in buying, and of the
customer’s intention for the relationship type. Thus in the initial meeting the partner
company presented their expertise in taking on outsourcings and also some information
on what kind of business model and profit level is needed for the relationship to succeed.
The partner company representatives knew that the customer company is not easily
convinced and wanted to give the best possible first impression. (P2 lines 87, 97, 111.)
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Fig. 52. Evaluate candidates.

Contacting the potential partners was moved from the previous activity to this activity
(Fig. 52). A short preliminary relationship plan for all the evaluated candidates was
created in the customer company during this activity. The plan also included the customer
company’s own intentions for the relationship. (C18 line 260.)
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5.3.4 Make the decision
The customer company had already made a decision about the outsourcing itself.
However, if a suitable candidate had not been found the outsourcing team would have
recommended cancelling or at least delaying the outsourcing process to reconsider the
objectives and goals for the relationship, especially the relationship type and the way to
carry out the competence transfer. (C11 line 125.) As there was more than one suitable
partner candidate, this was not necessary. Instead, the outsourcing team members
selected, based on the preliminary relationship plans, the most suitable candidates for
further negotiations. (C11 line 67; C13 line 11.)
The partner company had had to make a similar type of decision in the earlier phase
when the customer company made the initial contact and asked for some kind of proposal
for the services required. (P2 line 112; PC6.)
In the literature-based synthesis model the decision on whether to make or buy and the
selection of the partner were seen as two separate activities. However, the empiric
material shows that these two decisions are very much tied to each other. Without suitable
partner candidates it was not possible to continue the outsourcing process. That is why
these two decisions have been combined together (Fig. 53). One of the interviewees
mentioned that it is also good practice to start negotiations with more than one company
at the same time, if possible, just in case the best partner candidate is found to be
somehow unsuitable. That way some time is saved as the process does not need to be
started all over again with a new candidate. (C13 line 74.)
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5.3.5 Negotiate the agreement
The customer company was carrying out negotiations with several companies
simultaneously. However, I will only describe the negotiation process with the current
partner company in this chapter as I have no information on the other negotiations. I was
told that they were of similar type, but ended in quite an early phase. (C11 line 326, C13
line 72.)
When agreement negotiations started after the initial contact with the partner
candidate, a schedule for the negotiations was planned together. It was hoped that
negotiations would proceed quickly, as the summer holidays were drawing closer and the
intention was to sign the agreement no later than the beginning of September that year.
(P2 line 119; C13 line 46; CC2 slide 6.)
The first actions were to choose permanent members for the negotiation teams for both
parties. The team members needed to be empowered to make decisions. The team
members in the customer company had different backgrounds – a lawyer, two line
managers and one partner manager (C11 line 255). In the partner company there were
three experienced managers and one lawyer (P2 line 274; P7 line 233). The goal was to
have at least two meetings per week to make sure the process proceeded quickly enough
(P2 line 203).
The negotiation teams together produced a term sheet containing critical aspects that
needed to be discussed during the first weeks (P7 line 156). These included things that
were considered critical for the relationship in some way, such as the business model,
risks of the relationship, a non-disclosure agreement, patent rights, liquidated damages,
termination rules, etc. The goal was to have both parties commit to the process. Once
something had been agreed, it was not discussed again. (C11 lines 50, 80; P2 line 195.)
First the managers discussed and agreed on different things; the lawyers were not
permitted to comment on anything. When it was clear that both parties were in agreement
it was lawyers’ turn to formulate it in legal language (P7 lines 161, 218). The negotiation
process itself was very quick: the negotiation teams usually had two meetings a week and
in between the meetings both teams did their ‘homework’ for the next meeting. (C11 line
87; C13 line 326; P2 line 201.)
As the customer company had multiple negotiations taking place concurrently, a time
came when they had to make the final decision between the companies: which one would
be the best partner. That task was added to the agreement negotiation activity (Fig. 54).
Otherwise the activity remained the same.
Even though the negotiations went well, some problematic areas of the negotiation
process were noticed afterwards. The customer company team was too one-sided: not all
aspects of the outsourced products were represented (e.g., platform vs. product). The
result was that delivery times, quality requirements, milestones, fault corrections, and
other practical aspects mentioned in the agreement were not suitable for all the customer
company’s business areas. Also, the negotiators did not pay any attention to possibly
problematic situations concerning the work roles of transferred employees – some of the
roles transferred should not have been, as employees working in such roles had to make
important business decisions. Later on it was not considered a good idea that an
employee of the partner company should need to make such decisions. (C18 line 157.)
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Fig. 54. Negotiate the agreement.

More partner managers should have been involved in the agreement negotiations (as
backups), especially the ones who were the first to execute the agreement. Some partner
managers did indeed give their comments but this too was problematic, as they were only
allowed to see small parts of the agreement and thus were not able to understand the
general view. The result was that the agreement was written mainly considering just one
product. (C18 line 210.) The other problem was that when making the agreement, the
main focus was on the actual outsourcing moment (i.e., the requirements of Finnish law
concerning outsourcings), and did not include too many aspects of the partnering
relationship, for example warranty times. This could have been prevented, for instance by
using the background support personnel in such a way that they were asked for comments
on certain aspects, with instructions like “give your comments on warranty time from the
viewpoint of your product” or “think about fault correction times”. It would have been
possible to do this even without explaining the context as it is not too uncommon in the
company to have these kinds of requests circulating. (C18 line 225.)

5.3.6 Consider the impact on other collaborators
The need for this kind of activity was not mentioned in the reference models. However,
as the customer company had an existing collaboration network they needed to consider
this issue (Fig. 55).
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The customer company was already collaborating with several companies in the
development of the software products to be outsourced. The partner manager belonging
to the customer company’s outsourcing team collected information on what kinds of other
collaboration agreements were in place concerning the software products to be
outsourced, how the subcontractors would be affected by the outsourcing, and whether it
was possible to terminate the agreements. Collecting information was not very simple
since it had to be done disguised as other things. Other partner managers were often
rather surprised at the kind of information they were asked, and wondered why they were
being asked. It was hard to not to tell them anything. (C18 line 53.)
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Fig. 55. Consider the impact on other collaborators.

The partner company also had to consider the situation as it had a possibility to continue
the agreements with the existing collaboration companies. Another possibility was to
somehow reorganise the work so that no other collaboration companies were needed. (P2
line 672.)
Some consideration in the partner company was also needed due to the fact that the
partner company already provided services to some competitors of the customer
company. In that delicate kind of situation the partner company needed to be able to
provide clear procedures concerning how it separated the work of the companies, as well
as company-specific confidential information. (P2 line 681.)

5.3.7 Consider the impact on the employees
This activity can be divided into two separate tasks: considering the impact on transferred
employees, and considering the impact on the employees remaining in the customer
company (CC3, PC1) (Fig. 56).
The impact on the outsourced employees was considered from different viewpoints, as
both companies understood that it was critical for the success of the outsourcing. The
negotiation team together with the outsourcing team (in particular the human resources
specialists in the teams) listed the most important areas (PC2, CC8):
− What will happen to employee benefits (mobile phones, company options,
occupational health care, staff canteens, retirement allowances, insurance, ongoing
training, lease cars, company credit cards, internet connections at home etc.) (P5 line
198)
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− What are the critical points affecting the employees’ opinions of the new company
(e.g., payment of wages continues without interruption, mobile phones are not
disconnected, employees get compensation for the company options, no major
changes in occupational health care system) (P5 line 208)
− What kind of support should be given to the transferred employees (e.g., discussion
with a human resources consultant (psychologist) plus additional discussions if
wanted) (P5 line 204)
− Question-answer (FAQ – Frequently Asked Questions) lists for managers to make it
easier to give consistent answers to questions which arise (CC3 , PC1)
−
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It was realised in the customer company that there would be some impact on the
remaining employees as well but this was not taken very seriously and there were no
plans for it (C1 lines 278, 292, 310; C2 line 370; C5 line 310).

5.3.8 Plan the interface between companies
This activity (Fig. 57) can be considered to be part of the relationship establishment
activity in the Implementing phase; this could explain the fact that it is not found in the
reference models. However, in the case process, the interface-planning activity fell
naturally into the Developing phase, since it was partly connected with the agreement
negotiations. During the negotiations both companies wanted to have some kind of an
idea of how the collaboration between companies would work in practice, and that is why
they needed some kind of a plan of the interface (C18 line 32).
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One of the partner managers from the customer company outsourcing team was the
driving force in planning the future interface between the two companies. Based on the
experiences and practices of the customer company and input from the partner company,
he made a preliminary plan of the interface – the different kinds of teams and practices
needed for both relationship management (e.g., somehow measuring the relationship and
what kind of roles are needed in the relationship management team) and for managing the
R&D work itself (e.g., what kind of work to order from the partner and how to do it).
(C18 line 216.)
As both companies were very used to working with other companies this was not a
difficult task, as practices which worked very well already existed. However, there was
no precedent in software R&D work of a collaboration relationship of this magnitude and
thus careful consideration was required in order to scale the practices to a collaboration
relationship of this size. (C18 line 232.)

5.3.9 Define information technology requirements
This activity cannot be found in the reference models, which is rather surprising but this
may be explained by the fact that none of the reference models were developed
specifically for software R&D work. However, two of the interviewees (C10, C11)
mentioned that they think that in R&D work information technology arrangements form
the backbone of the relationship. If the information technology arrangements work as
unnoticeably and smoothly as possible without unnecessary interruptions, it gives the
relationship a solid base. If problems appear and the network connections or applications
do not work, it very quickly causes problems in the everyday R&D work leading to
unnecessary frustration and irritation, and schedules being late. (C10, line 195; C11 line
308.) Information technology specialists were added to the outsourcing teams in both
companies to make preliminary plans for the infrastructure of the collaboration
environment (Fig. 58). They identified and defined IT working environments and
infrastructure requirements, and planned the necessary changes. (C24 lines 257, 278.)
The outsourcing team partner manager in the customer company collected information on
the different licensing agreements of the applications used in the product creation process
and what effects an outsourcing partnership agreement would have on these, and made a
preliminary plan for further actions concerning the application licensing agreements.
(C18 line 45; C24 line 361.)
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The information technology specialists were added to the outsourcing teams rather close
to the public announcement of the outsourcing agreement and thus they had only a few
weeks to carry out the analysis and planning work (C24 line 361). One of the
interviewees criticised this later as some of the IT plans might even have affected the
partnering agreement if there had been enough time to make careful enough plans (C24
line 771). This activity happened at the same time as the Implementing phase but
logically it belongs to the Developing phase of the process (due to the aforementioned
criticism).

5.3.10 Comparison and summary
The line between the Planning and Developing phases is often rather hazy and the
different phases may even have some overlap. For example, some activities regarding
information technology requirements were carried out at the same time as the main
activities of the Planning phase. Still, those activities belonged clearly to the Developing
phase rather than to the Planning phase, as they were clearly tied to the agreement
negotiations and their results.
Whereas the Planning phase followed the literature-based synthesis process model
quite well (cf. Chapter 5.2.4 ), the Developing phase was heavily amended by the
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empirical data (Fig. 59). Four totally new activities were added. Competence transfer has
been totally overlooked in the literature even though in this case it was a very important
and, when selecting the transferred employees, very difficult activity. The situation is
probably similar in many cases when employee transfer is required, especially when,
instead of transferring whole units, the transferred employees have to be selected
individually based on their competences.
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Fig. 59. The activities and tasks belonging to the Developing phase.

Considering the impact on existing collaborative relationships is also important, as the
future relationship may cause big changes to existing ones. Some interface planning
between companies is useful for future use and also in order to see how the practices of
both companies fit together. It is also very important to define the information technology
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requirements for the relationship – both infrastructure and application needs, and also
necessary changes to the current IT working environment.
Two activities – Plan the outsourcing timeline and Plan the communication – were
moved from this phase to the Implementing phase.
It is not possible to find a very clear trigger for moving on from the activities of the
Planning phase to the activities of the Implementing phase. However, moving on to the
next phase is not possible before the outsourcing partnership agreement has been
negotiated.

5.4 Implementing
In this phase the outsourcing implementation is first planned and then deployed.

5.4.1 Develop an outsourcing timeline and a communications plan
Even though developing the timeline (Fig. 60) and the communications plan (Fig. 61) for
the outsourcing are different activities I have presented them under the same heading, as
the production of them is very much interconnected. In the literature-based synthesis
model these activities were in the Developing phase of the process. However, in the case
they clearly belonged together with the activities concerning planning and carrying out
the outsourcing transition.
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A high-level outsourcing timeline had already been created earlier as the deadlines for the
signing and public announcement of the agreement were agreed in the Planning phase
(C11 line 57; CC2 slide 6). However, as a more detailed timeline was needed, the human
resources specialists and press officers of both companies together planned the
outsourcing timeline and public announcements in greater detail from the viewpoint of
both companies (P5 lines 15, 49, 53).
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In addition to the items mentioned in the literature-based synthesis model (see Chapter
3.2.5 ), these plans included (P5 lines 66, 109, 119, 129; C7 lines 7, 42, 67, 96, 202; CC8;
PC2):
− A timeline for different issues in outsourcing (information sessions for outsourced
employees / managers / the whole company / etc.)
− Information for media and shareholders
− A public announcement plan (a timeline, press releases, stock exchange releases,
information sessions)
− Frequently Asked Questions (FAQ) lists
− Managers
− FAQ lists to help managers give answers to their subordinates (CC3; PC1)
− How and when to educate the managers (CC6)
− Outsourced employees
− Information sessions in both companies
− Discussions with human resources representatives
− Occupational health clinic services
− Synchronising the actions of both companies during and after the public
announcements

5.4.2 Plan and carry out the outsourcing transition
The planning of the outsourcing transition continues naturally from the creation of the
outsourcing timeline and communication plan. As discussed in the literature, outsourcing
transition is a rather complicated activity and should be planned carefully.
The planning of the transition (Fig. 62) can be divided in two parts: planning before
the public announcement and planning after it (P5 line 28). Many things can be planned
before the public announcement but, due to the confidentiality of the outsourcing, many
things have to be planned afterwards, when the outsourcing is public knowledge (P2 line
179). However, which aspects are planned before and which after depends greatly on
company policy concerning which employees can get information on outsourcing before
it is public knowledge. The greater the amount of those employees, the more aspects can
be planned earlier, and vice versa. (P5 lines 27, 40.) In this case, items amongst the
‘planned after the public announcement’ category included:
− Interviews of the transferred employees (planned and carried out by the human
resources specialists) (C7 line 195)
− Work reorganisation: some of the transferred employees had had some changes in their
work in the customer company and did not work with the outsourced activities any
more. As these employees were transferred to the partner company the work needed to
be reorganised for the remaining employees to do. Also, some of the transferred
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employees were responsible for maintaining some software that was not transferred to
the partner. That work needed reorganisation. (C6 lines 65, 72.)
− Managers needed to plan how to handle the outsourcing issue with their subordinates.
Discussions with the transferred subordinates were sometimes extremely difficult and
demanding. Two managers commented that they mainly had to rely on their
professional knowledge and leadership experiences. (C2 lines 79, 85; C6 lines 18, 47.)
One of the managers stated that “I had to think this thing over in my head many times
and really use all the skills I have.” (C6 line 48)
− Organisation of the transferred people in the partner company (who will be the
managers, who is whose subordinate etc.) (C1 line 187; C4 line 89; P2 line 180; PC2)
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The public announcement, out of all the activities in the actual business transfer, stood
out as it was a very large undertaking and needed very careful planning (P2 line 219)
(Fig. 63). Based on the empiric data the way the public announcement is handled seems
to affect greatly the way the employees take the outsourcing. The first couple of weeks
after the public announcement also seem to be very important. In the customer company
the company’s internal announcements were given as a series of information sessions: the
first information session on the day of the public announcement was for the managers
who were to be transferred, after that there was one for their managers, and then one for
the rest of the employees to be transferred. The last one arranged was for all the other
employees of the company. Public announcements to the media and shareholders, as well
as an internal announcement in the partner company, were made at the same time as the
last information session in the customer company. (C2 lines 70, 75; C7 line 96; C8 line
37; P1 line 86; P6 line 592.)
In the information sessions for the outsourced employees, once the customer company
top management had explained the facts of the outsourcing, the partner company
representatives presented their company and gave some information about it (P2 line
229). However, two managers (C2, C6) reported that some of their subordinates walked
out of the room without realising that they were among those to be transferred to the
partner (also P2 line 244). It was also problematic that the information session had to be
held simultaneously in five different sites. For this reason, the customer company used
video conferencing in the information sessions. The company’s top management first
presented the situation to every site simultaneously through a video conference, and after
that local managers and partner company representatives discussed the situation in more
detail. (C2 line 212; C5 line 361; C7 lines 98, 225.)
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After the first information session for the outsourced employees there was also an
information session for their managers (who were not outsourced), where they were
given information on how to cope with the situation and how to handle the outsourced
subordinates, what to discuss with them, etc. (C1 line 214; CC3; CC8.) The process was
very hard for the managers as emotions ran very high and it was quite difficult to have a
rational discussion. One experienced manager called it “one of the hardest days of my
entire working career” (C6 line 26).
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Fig. 63. Carry out the outsourcing transition.

Additional information sessions for the outsourced employees were arranged in different
ways at different sites, but typically there was a session one or two weeks after the public
announcement, where the employees were able to ask questions concerning anything they
had on their minds, for example about the selection process used in choosing the
transferred employees. (C1 line 125; C5 line 372.) The partner company also had their
own information sessions for the employees where they presented company benefits
compared to the ones in the customer company and gave additional information of the
partner company (P5 line 109). An official business review of the partner company was
sent to all the transferred employees, the day after the announcement. (P2 line 431; P5
line 287.)
The additional information sessions can be considered as belonging to the next activity
of the process, Establish the relationship, as well, but as they are a logical continuation of
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the deployment of the outsourcing transition and the information sessions belonging to
that phase, I feel that a natural place for them is in this activity rather than in the next one.
Synchronisation of actions and co-operation between the companies seemed to be
extremely important in this activity as very much depended on how the new arrangement
was ‘sold’ to the transferred employees from the customer company. Both companies
tried to give as positive an image as possible of the partner company as an employer, and
also of the career possibilities in the partner company.
Even though a lot was done to minimise distraction and change to ongoing projects,
some was however inevitable. Project organisations changed and one manager (C7)
mentioned that in this phase it would have been very helpful if some compendium
material had been provided for use in the customer company projects. The material could
have included general level information on the contents of the partnering agreement and,
in particular, information on how the outsourcing would affect the projects. For example,
clear rules on what kind of information should or should not be given to the former
colleagues in the future, and guidelines on how to treat them, would have been highly
beneficial. (C7 lines 201, 207.)
Compared to the literature-based synthesis process the most notable change brought
by the empiric material is the significance of the public announcement and of the way it
is handled by both the companies. I also simplified the process by putting together two of
the activities under a single activity (Support the process).

5.4.3 Nominate a relationship manager and establish the relationship
Finnish legislation requires a one month period after the public announcement for the
Finnish competition authority to ratify the deal. During this period planning further
actions is allowed but none of these plans are to be carried out before the deal has been
accepted by the competition authority. (C12 line 45.) This causes some difficulties as
drawing the line between planning and deployment is sometimes problematic (C4 line
84).
In both companies a relationship manager who had overall responsibility for the
development and maintenance of the relationship was nominated (Fig. 64). The first task
of the relationship managers of both companies was to make practical plans for the cooperation, both separately and together. (C10 line 27; P2 line 17.)
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Once the one-month period was over and the competition authority had ratified the deal,
it was possible to start real work on establishing the relationship (C12 line 47). In the
case companies, establishing the relationship took about four months, as had been
planned. Some period of transition was thought to be necessary to get the relationship
working smoothly, but making it a lengthy period would not have helped at all; on the
contrary it would have left the two companies in a state of limbo where the situation in
the relationship was not clear to anybody. (C10 line 472; P2 line 532.)
The relationship establishment activity (Fig. 66) in both companies consisted of
corresponding actions which needed to be carried out in close collaboration:
− Setting up the organisation for the relationship management (Fig. 65). The
organisation in this case consists of three layers of steering groups. Joint executive
steering group members are from the top management of both companies and draw the
main lines of the relationship development. There are also relationship steering groups
for the different customer company business units as the partner company serves all of
them. These steering groups discuss current practices and necessary improvements,
future visions and the development of the relationship, as well as problems which need
to have a repeatable solution for situations where the same problem may arise again.
Members of these steering groups include the relationship managers, appropriate
partner managers and program managers, and required representatives from the
partner company. In addition to this, there are different kinds of local operational
steering groups in which everyday problems are handled and discussed. Members of
these steering groups typically include project and program managers, line managers,
and partner company representatives. A common quality forum discussing quality
issues was also set up. (C10 line 481; P8 line 156; CC4 line 426; CC39.)
− Establishing measures for the monitoring of the relationship. In cooperation, the
companies defined a list of measures they felt best depicted relationship success and
satisfaction. (P8 line 161.)
− Setting up processes for the creation of project agreements and work amount
estimates, as well as processes for the work of the collaboration projects (most
importantly the interface between the companies) and other management work. (C18
line 118.)
− Designating responsibilities for the operational activities of the relationship, such as
for agreement negotiations and work amount estimations for the project agreements
for different sites and project programmes. In both companies those roles were
typically fulfilled by different types of managers, such as partner managers and
program managers in the customer company and line managers in the partner
company. (C18 line 165.)
− A seemingly endless list of practical arrangements: which building the outsourced
employees were going to work in, when they were to be moved to the new locations,
transferring their mobile phones to the partner’s responsibility, etc. All of this needed
to be done in a way that caused the fewest possible interruptions to project work. (P1
line 68; P5 line 198.)
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Fig. 65. Organisation diagram for relationship management work.

The intention was to ensure that the abovementioned organisation and processes were
ready by the end of the relationship establishment activity, and this succeeded. The
problems which arose during this activity were not related to the actual work of creating
the organisations and processes. They were more related to the awkwardness of the
situation as former colleagues had to get used to working in different companies, and to
problems in the partner company as the transferred employees needed to treat their
former colleagues as customers. (C10 line 461; C11 line 387; P6 line 252.) It took about
one year of ‘mourning’ for both sides – the outsourced employees and the remaining
employees – to get the collaboration working professionally, (almost) without underlying
tensions, etc. (P5 line 511, P6 line 415; C17 line 289.)
The relationship establishment activity continued until the relationship was businessas-usual, or at least until all the practicalities were working. It is rather difficult, and
maybe not even necessary, to draw the line between the establishment of the relationship
and the beginning of the actual relationship management. The relationship establishment
activity can be seen as the beginning of the relationship management, and some actions
that can be considered as belonging mostly to the relationship management category
(e.g., work coordination), need to be started in the relationship establishment activity.
However, as I have argued earlier, relationship management clearly consists of more than
just establishing the relationship, as it is often implicitly assumed in the outsourcing
literature.
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Fig. 66. Establish the relationship.

Changes to the literature-based model were needed in the relationship establishment
activity: relationship manager nomination was added to the process, and two new tasks
were added to illustrate better the actions needed.

5.4.4 Build network infrastructure and create IT practices
Building the network infrastructure and creating IT practices quite naturally form part of
the relationship establishment activity. However, the relationship establishment activity
time span was not long enough to get the whole infrastructure ready and to complete all
the necessary applications and processes work (C24 line 11), and thus I have separated
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the activities. This activity follows naturally from the Define information technology
requirements activity in the Developing phase.
Building a network infrastructure between the companies was no small effort, and
neither was getting all the necessary applications and IT processes to work (Fig. 67). Four
new project networks needed building, and seven laboratories had to be connected to
them (CC28 line 54). Former customer company employees’ connections to the
customer’s network were removed and replaced with new ones. About 700 personal
computers were transferred from the customer to the partner. This affected e.g.,
applications, network connections, and e-mail. There were more than 2500 software
licenses from over 200 vendors used previously in customer internal use that had to be
checked, and in many cases re-negotiated. Some of them already had some option for use
in a collaborative environment but many of them either did not include collaboration
options or flatly denied any collaborative use. The negotiation process is long – often
taking months – and experienced personnel is needed. The only way to prevent this kind
of problem is to take collaborative needs into account when new applications are taken
into company internal use, even if they are not intended for collaborative use. More than
1000 applications had to be checked for suitability for use in a collaborative environment,
and many of them needed major changes. However, they needed to be available for the
users in both companies at the same time. (C24 lines 10, 24, 78, 82; CC12; CC28 lines
52, 97, 361, 391.)
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Fig. 67. Build network infrastructure and create IT practices.

One major challenge was how to transfer the customer company’s existing working
environment to the partner company with as few changes as possible in such a way that
project schedules and information security were not affected (C16 line 131; C24 line 32;
CC28 line 65; CC10 slide 4).
An IT project was started as soon as the Finnish competition authority had accepted
the business deal. Network infrastructure building was started as soon as possible. The IT
project included a project manager and some other members from the customer
company’s information management team as well as members (transferred employees)
from every affected site. The members were chosen based on their experience and interest
in IT matters. In addition to that, the project was supported by the customer company
employees who were responsible for the applications used in R&D. In total about 450
persons worked for this IT project in some capacity (from both the customer and the
partner, as well as from other collaborators, such as hardware providers). (C24 line 45;
CC28 line 110.)
The project took 10.5 months of calendar time. The total work time used for this
project was more than 6 man-years, or even more, since not all work was logged. (CC28
line 111.)
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As there were more than 1000 applications in use in the environment, a practical way
to check and create a solution for each of them was needed. That is why the applications
were divided into three types: stand-alone application, collaborative applications, and
applications used over the Intranet (Fig. 68). (CC28 line 32; CC11; CC40.) A
management strategy and solution was created for each type: Stand-alone applications
were the ones installed on a single computer. These usually did not create any problems
and it was possible to continue using them as before. Collaborative applications were
already useable in a collaborative environment, or it was possible to create a solution for
this environment and thus they did not cause big problems either. A common solution was
to add a server to the network for the replicated data and secure it with some firewalls.
(C24 lines 760, 820, 847, 917.)
Applications used over the Intranet were the most problematic ones. Use of them in a
collaborative environment would usually have violated the customer company’s
information security policy, and that is why these applications generated a significant
amount of work. For some of them, it was not possible to find a solution. Solutions for
this type of applications usually included the addition of several firewalls, or even
changing to totally new tools. (C24 lines 852, 923; CC10 slide 16.)
Building the project network was a big job but it was fairly straightforward work, once
it was clear what the needs for the network were. In the beginning of the relationship the
former customer employees still used the customer network, but once the project network
was ready and the necessary application solutions had been found, former customer
employees were transferred into the project network. The transfer was carried out in
phases (10-30 persons at a time) to make it easier to solve any problems which arose.
Each transfer took 3-7 days. (C24 line 954.)
Communication during the IT project was inadequate and caused unnecessary
interruptions during the transfer of employees from the customer network to the project
network: when easily fixable problems appeared, the entire transfer process was
interrupted. As a result, two to four workdays were lost from the transfer project each
time. This could have been prevented with even better communication planning, and the
use of one clear contact point at every site. (CC28 lines 239, 267, 283.)
Some working time was also lost from the R&D projects because the network was
unstable during the transfer of the employees. There was the same problem with some of
the tools which did not have a collaboration solution. Also, some systems automatically
revoked the users’ access rights. This caused unnecessary delays while the access rights
had to be renewed (P3 line 415; P4 line 670). The delays could have been prevented with
more vigorous testing of the tools in the new environment (CC28 line 243). Checking the
systems in an early enough phase to override access rights revocation would also have
helped. (C16 lines 134, 144; C24 line 249; CC28 lines 29, 31.)
Large amounts of data had to be moved from one server to another. The data
ownership of different kinds of databases and network disk shares was not always clear –
sometimes no-one knew who had the authority to give permission to access, move or
copy data, and this naturally caused unnecessary delay. (C24 line 261; CC28 lines 205,
337.)
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Fig. 68. Choosing a management strategy for different application types.

The crucial areas in a big R&D outsourcing partnership deal (List 3) – based on the
empiric data – seem to be: allocating resources for the IT project, technical solutions for
the infrastructure, understanding the quantity and type of transferred applications
including possible solutions for the transfer, piloting the solutions, license negotiations,
possible risks for the project, and, last but not least, communication to the affected
parties.
Once the environment is up and stable it needs only maintenance if the basic
underlying solutions have been made carefully and if the requirements were
comprehensively mapped out when establishing the relationship. For this, having an IT
specialist present during agreement negotiations makes a big difference and would have
been helpful in this case also. The decision to use transferred employees for the IT project
work was successful. They helped in the communication and were also able to inform
others of problems as soon as they appeared. (C24 line 1003.)
Network infrastructure building is easy. The difficulties lie in getting the applications
to work in the collaboration environment. Another difficult part is to keep working
environments (including applications) stable during transfer so that the employees are
able to continue their work as usual. Careful piloting of all the application solutions
before putting them into use helps greatly. (C24 line 978.)
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The amount of work involved in checking and re-negotiating licenses should not be
overlooked. First, the real need for the application has to be checked. There were many
applications that were not actually needed in the collaboration interface. For the
remaining applications all the licensing terms, conditions, and agreements have to be
checked before transfer. Negotiations take calendar time and a lot of work, and proper
assistance is needed (i.e., legal support). (C24 line 986.)
List 3 Items to take into account when planning the IT environment.
Allocating resources for the IT project
Technical solutions for the infrastructure
Understanding of the amount and type of transferred applications, including possible solutions for the transfer
Piloting the solutions
Licence negotiations
Possible risks for the project
Communication to the affected parties

Communication to those who are affected by the change is important. People whose daily
work revolves around changes do not always remember that the change is always a shock
to those who are on the receiving end. Well-planned communication reduces unnecessary
delays due to lack of information. (C24 line 991; CC28 lines 167, 203.)
To summarise, based on the data from this case, two basic IT requirements can be
found for an R&D outsourcing partnership: First, the environment needs to be stable – all
the required tools are available when needed, without interruptions, and second, conflict
between information flow and information security needs to be resolved – two companies
need to work as one without putting IT security at risk.

5.4.5 Comparison and summary
The activities Develop an outsourcing timeline and Develop a communications plan were
moved from the previous phase to the Implementing phase as they belong more naturally
to the outsourcing implementation. In the Implementing phase, empiric material brought
some big issues to light compared to the literature-based synthesis process model. The
planning and deployment of the outsourcing transition are described in the literature in a
rather sequential manner: first the outsourcing transition is planned and then it is
deployed (following the “plan – do – check – act” process). However, it actually seems to
follow a more cyclical process: do some planning work, deploy it, do more planning,
deploy it etc. as some of the actions need to be planned before the public announcement
and some of the actions cannot be planned until after the outsourcing is public
knowledge.
Public announcement, in the literature, has been simply taken as a part of the
deployment activity. However, I argue that planning and carrying out the public
announcement has and should have more weight than that. The public announcement is
one of the most important points in the whole process as it divides the outsourcing
process in two: things that happen and can be done before the public announcement and
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the ones planned and happening after it. Also, for most people the public announcement
is seen as the starter’s pistol for the whole partnering relationship. The significance of the
public announcement is emphasised in the current shareholder value society, as it gives
signals about the current state of both companies, and markets may react strongly to it.
The amount of work which needs to be put into planning and carrying out the public
announcement should also not be underestimated.
For the establishment of the relationship, and its management in the future, the role of
a relationship manager is crucial. That has not been noted in the literature: the nomination
of an outsourcing team is discussed but, not the role of a single person who has the main
responsibility for the relationship. However, in the customer company it has been noted
over several years that a relationship manager is necessary in a big collaboration
relationship, and nominating one in as early a stage of the relationship as possible (in the
relationship establishment stage at the latest) is common practice (C10 line 5). The
partner company has a similar kind of practice (P2 line 4). To further emphasise the
significance of this I have separated it from the relationship establishment activity to be
an independent activity (Fig. 69).
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Fig. 69. The activities and tasks belonging to the Implementing phase.

There were also other changes to the relationship establishment activity: in addition to
the relationship management organisation, relationship management processes also have
to be created to make both the interface between companies, and the company’s internal
interfaces work effectively. Designating the operational responsibilities is needed as well
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to ensure the easy going of the operational work. On top of all these tasks there are a
large number of practical arrangements that need to be taken care of in order to get the
relationship working smoothly. The most notable change in the Implementing phase was
the addition of activities for network infrastructure building and creation of IT practices.
This outsourcing partnership need was not mentioned in the reference models at all. One
possible explanation for this might be that the reference models were not specifically
intended for an R&D relationship. However, nowadays in any kind of relationship there
are always at the very least e-mail messages between the parties, hence some attention
needs to be paid to IT practices. These should at least cover ways of delivering messages
safely from one company to another by using encryption or other methods for making the
information secure. In an R&D relationship, in addition to e-mailing, it is usually
necessary to develop documents and products in coordination and as a result of that it is
usually necessary to use some applications jointly, over a network connection. It requires
careful planning to make the connection work efficiently and flexibly, and at the same
time protect it from intrusions.
No obvious trigger for ending the Implementing phase and changing to the Managing
the relationship phase can be found. The case companies simply decided that the
Implementing phase was to last four months, and considered that after that it would be
possible to move on to business-as-usual.

5.5 Managing the relationship
Many topics relating to the immaterial values of the relationship have been discussed in
the literature – how people behave towards each other, do they show trust, commitment,
and satisfaction in their everyday interactions and if so, how. However, operational
management is naturally part of relationship management as well, and yet it has not been
covered very well in the scientific literature. I have analysed the case from both points of
view – developing the immaterial values in a relationship and also the operational
actions. Many interesting new activities were found thanks to the case material.

5.5.1 Develop the relationship
This activity is a combination of many activities from the literature-based synthesis
process model (Fig. 70). Developing a relationship happens at the relationship’s
operational management level as well as at the social level of the relationship. Both
issues are discussed in this section.
There may be different factors that trigger a need for changes in a relationship. The
trigger may come from company strategy somehow as the strategy guides the future
actions of the company and thus also affects collaborative issues. Another trigger may be
a relationship evaluation report, especially if there are some big problems with the
relationship. The strategy may lead to either expanding the collaboration considerably in
the current area or developing it in new areas. It is also possible to decrease the amount of
collaboration or even close the relationship, for example if a competitor acquires the
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other party. Also, as both parties have their own interests and own strategies, it is possible
to come to a situation where the interests are so different that it not possible to continue
the relationship any more. (CC1.)
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Fig. 70. Develop the relationship.

When collaboration needs to be reduced or the relationship is to be terminated, there are a
considerable number of practical tasks to carry out. In such a case the customer company
prepares a closing plan for the relationship. Items in the plan include e.g., termination of
agreements (both the partnering agreement and the project agreements), clearing
outstanding invoices, cancelling partner personnel access rights to customer company
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premises, returning keys etc., cancelling access rights to the information management
systems and disabling accounts, returning all hardware and software delivered to the
partner, delivering all documents and work products (finished and unfinished) to the
customer, drawing up a competence transfer plan and ensuring that actions related to it
are executed, and preparing an internal communication plan in order to communicate
information relating to the closing of the relationship. (CC1.)
For the benefit of the relationship, it is good to discuss company strategies and
possible changes in the relationship openly and frequently enough. Different kinds of
steering groups are natural places to do so. Development targets come from the
combination of both companies’ strategies, from the results of the monitoring of the
relationship (e.g., assessment results), and from a joint vision for the relationship (P6 line
527; P8 line 276). All of these include both business aspects as well as the relationship
aspects. (CC1.)
The strategies of both companies form the basis for relationship development as they
give indications and goals for what is needed from the relationship in the future – be it
closer co-operation, co-operation in a different area, etc. Based on these goals it is
possible to form a joint vision for the relationship and to make a development plan. Also,
as the relationship is monitored continuously the results of the monitoring also bring out
the development targets and thus affect the development plan. (P3 line 472; P8 line 551;
C22 line 253; CC1.)
In the literature-based model “Investing in the relationship”, “Adapting culturally to
the partner”, and “Encouraging social and personal bonding between companies” were
shown as separate activities, but in the case companies they were more or less combined
with the relationship development activity (CC1).
Investment in the relationship (in the literal sense of investing money in it) came
naturally, as during the partnering agreement negotiation phase the parties had already
agreed the movement of some testing laboratories to the partner. These laboratories
contain some very expensive equipment. (C24 line 99, 104.) Also, as the customer
needed to further expand the co-operation, the partner hired more employees to fulfil the
need. (C20 line 43; C24 line 13; P2 line 316; CC15.) Both companies arranged rather
expensive assessments, and actively developed the relationship in terms of quality and
processes (C18 line 250; P8 lines 13, 224). Thus the companies both gave each other
strong signals of commitment, as ending the relationship would cause both parties
economical consequences and difficulties in the project work arrangements.
Cultural adaptation had already begun in the outsourcing implementation phase as one
of the most important partner selection criteria was a cultural fit. In the outsourcing
situation the work needed to be transferred to the partner with as few interruptions as
possible, and large differences between company cultures probably would have disturbed
it. The customer consciously looked for such a partner candidate, and was very satisfied
with the selection. Amongst other things, both companies were devoted to quality and
processes. Cultural fit was also, naturally, easier because of the transfer of customer
company employees – they brought with them part of the customer company’s culture
(P5 line 300; CC14).
Social and personal bonds resulted from the outsourcing as the bonds between former
and current customer employees were not broken by the outsourcing. The work continued
in the same form as earlier, so there was no need to artificially create bonds, except on the
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relationship management level. (P5 line 434.) It was interesting to discover when I
analysed the case data that at sites where personal bonds are strong, they seem have
significantly affected the attitude and satisfaction of the employees of both companies. At
those sites, the parties feel that trust and commitment exists on both sides and conflict
handling is easier, as was work coordination. At sites where the bonds were not as strong
there were not necessarily problems but the overall satisfaction was not as good. This
cannot be illustrated by any particular interview quotations; it was more simply the
feeling I got when holding the discussions with the employees. On the relationship
management level (i.e., between relationship managers) both companies noted that social
bonds are important and help in creating trust and commitment, thus a conscious and
continuing effort was made to nurture and advance these bonds. The relationship
managers are in almost daily phone contact with each other and meet regularly. (C22 line
74.)

5.5.2 Monitor the relationship
Monitoring and evaluating the partnership was implemented in many different ways in
the case companies. The implementations can be classified in two groups: on the one
hand, different kinds of steering groups, and on the other hand, actual measuring
activities where raw data concerning the situation in the relationship is collected by some
mechanisms.
The steering groups have been described in more detail earlier, in Chapter 5.4.3 . The
data collected is analysed and discussed in the appropriate steering groups. Evaluation
data has been collected in different ways in both companies:
− Monitoring the performance of the partner company is done in the same way as the
usual progress monitoring for projects in the company, that is by counting numbers of
faults, fault correction times, etc. which are the usual meters used in the projects. This
results in raw performance data about the everyday work. (C14 line 59; C17 line 108;
C18 line 246; P4 line 162; P8 line 339.)
− Both companies feel that making formal assessments has greatly benefited them, by
assisting evaluation of the co-operation. The customer company has assessed the
partner company about five times over a one year period, and the partner company has
made about as many assessments of the customer company (C18 line 250; P8 line
275). Both companies have been very interested in the results of the assessments. The
results have been discussed together in the common quality forum, and actions have
been taken in both companies. This kind of data gives information on the processes
and interfaces between companies – how they work, how they should be improved,
whether there are problems in e.g., roles, change management, or communication
flows. (C17 line 85; P4 line 168; P8 line 226.)
− Once a year, the partner company conducts a satisfaction survey about the customer
company. This is carried out partly in the form of a questionnaire, and partly by
interviewing some of the customer company’s key personnel. The results have been
analysed together in the appropriate steering groups and where necessary actions have
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been taken to improve the co-operation. (P3 line 245; P4 line 161; P6 lines 247, 258;
P8 lines 348, 386, 395.)
− The customer company conducts a company-internal survey of all the used software
collaborators yearly and the partner company is included in the survey. The
performance and competence of the collaborators is measured, as well as quality of the
work. This information is also shared and discussed with the partner. (C14 line 72.)
Reporting the results of the monitoring was included as a task within the monitoring
activity (Fig. 71), as those two belong very naturally together, even though in the
reference models they were separate activities. The task of continuous evaluation was
also added.
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Fig. 71. Monitor the relationship.

The original goal set for the relationship when making the business plan was close cooperation with a flexible company that has a cultural fit with the customer company (CC2
slide 6). However, there may be also other, often more detailed requirements for a
relationship that are not written down in the business plan. Some of these are in written
format, such as the processes used by the customer company, and some of them are tacit
knowledge (as coined by Nonaka and Takeuchi 1995). This arises from the everyday
practices of the company, from experiences of work with other collaborators, and so on –
information known in the company but never written down.
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The above-mentioned evaluation data do not perhaps reflect the original business
goals for the relationship very well – the original goals are rather general and are not very
easily transformed into the form of measures (CC2 slide 6). What does this tell us then? It
might tell us that neither of the companies was very familiar with the subject in hand, and
hence they were not able to set more down-to-earth goals. However, knowing both
companies, we might say rather that this is a tale of two companies with tens of years of
experience of working with other companies in different kinds of relationships. In fact,
the partner company lives off collaboration with other companies. As the companies have
enough experience in, and tacit information about this field, they are probably able to set
goals at a general level and still produce from them very down to earth measures. Or vice
versa, they are able to understand and analyse general level measures and to point out
what lies behind them. And thus, the original goals are actually unwritten; they are built
into the customer company’s systems and processes. It should be noted, however, that
some other company, not having such extensive experience of collaboration, should
perhaps set goals that are clear and easy to measure.
Another important point to note is that the selected ways to measure the relationship
are not in any way unique but they do require a large and experienced organisation to
collect and analyse them. In my opinion, it is not often very easy – or even in any way
necessary – to implement all of these practices in a smaller organisation. Instead it is
important to find ways of compensating for the lack of resources and relationship
management competence, and to scale down management requirements.

5.5.3 Exchange information
The parties used both formal and informal techniques for information exchange. The
formal methods included the companies’ common project network, web pages, project
and product documentation-sharing applications, meetings for different needs
(relationship steering group meetings, regular project meetings, a quality forum for
development of work quality, crisis meetings, etc.), the sharing of information concerning
different evaluations, and the creation of a common relationship plan including a
common vision for the relationship. (C15 lines 97, 294, 302; C16 lines 200, 203, 223,
254, 447; C17 lines 225, 424, 429; C19 line 355; P3 lines 342, 373; P4 lines 158, 340,
351, 364; P6 lines 416, 424, 430; CC38; CC39.)
Two of interviewees mentioned a conscious use of informal methods (P6 line 442;
C21 line 500), and underlined the need for them. One of the interviewees reported that he
usually made daily telephone calls to his ‘counterpart’ in the partner’s office. Telephone
calls were mainly used for ‘relationship maintenance’:
“The subjects we talk about [on the telephone] are more like relationship
maintenance – it is easy to grab the telephone when there are things that need
discussing, not just decisions to be made. And there needs to be a certain type of a
person on the other end for it to work.” (C21 line 501.)
“Most of the decisions are made outside of formal meetings, in informal meetings,
by using e-mail or the telephone. It is just normal daily work” (P6 line 445).
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They also ate lunch together and even met during their leisure time as there were many
cases of good friends who ended up in different companies. These relationships did not,
of course, end with the outsourcing. (P6 line 439.) Three of the interviewees considered a
very good thing that old relationships continued in the new positions as the employees
did not need to create a totally new network for finding necessary information. In many
cases the contact point in some technical issues did not even change and thus information
exchange was very easy. (P3 line 167; P6 line 112; P10 line 46.)
Process-wise the empiric material did not necessitate any changes (Fig. 72).
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Fig. 72. Exchange information.

5.5.4 Negotiate project agreements
Even though the original partnering agreement is negotiated during the outsourcing
partnership’s Implementation phase, this is usually not enough; in addition, project
agreements need to be negotiated for each of the common projects. In a project
agreement the work and payment details are described in necessary detail. In this case,
tens of project agreements were negotiated locally (at different sites), at the end of the
relationship establishment activity. (C18 line 114.) This activity cannot be found in the
reference models.
Project agreement negotiation work can be divided in two: the pre-work in both
companies, and the actual negotiations (Fig. 73). In the customer company the pre-work
includes a definition of the work given to the partner to do, and an estimation of the
amount of the work (the necessary working hours) (C21 line 379). The partner company
also needs to make their own estimate of the amount of work, after receiving the work
definition (P4 line 124).
Estimating the necessary working hours is usually a rather difficult task, especially if
the competence for carrying out the actual work no longer exists in the customer
company. In the case study both companies still had the necessary knowledge and
competence, as the customer company had kept a log of the working hours needed for
certain tasks over a number of years (C15 line 191) and, again, the partner company’s
new employees were themselves familiar with the tasks (C15 line 184). However, as time
goes by, the customer company’s data of working hours slowly grows old. If the
necessary competence does not exist in the company at the time the partner needs to trust
the partner totally in their work amount estimations (C15 line 177). Even though trust is
very important in a partnering relationship it is still good to have some understanding of
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the work in the customer company as well, to be able to evaluate partner’s offer. (C17
line 337.)
There were some problems, especially in the first project agreement negotiations after
the outsourcing. On the customer side there was usually at least one experienced
negotiator in the negotiating team; often it was a local partner manager who was
responsible for the formalities of the negotiations. Other team members were usually in
technical specialist roles; typically they were project or line managers whose role was to
understand the technical details of the agreement, such as work amounts and work
definition. (C18 line 319.)
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Fig. 73. Negotiate project agreements.

On the partner’s side, the situation was often such that the negotiators were the
outsourced employees who had a technical background, had no previous experience in
agreement negotiating, and had rather bitter feelings towards the customer. They were not
yet competent enough in negotiating to take responsibility for the results of the
negotiations, and thus needed to ask their managers about even minor points. Many of
those technical specialists seemed to feel that the negotiations were too time-consuming
when there was also ‘real work’ to be done, and became frustrated when some details of
the agreement needed to be discussed many times over. The bitter feelings often resulted
in an atmosphere where negotiation turned to fighting over little matters. Furthermore,
not having experience in negotiating, the partner’s negotiation team often had no clear
roles, they were not sufficiently prepared for the negotiating situation, and did not always
handle action points from the previous meeting internally before the following meeting.
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In other words, the agreement negotiation process was not clear for all the negotiators on
the partner’s side. (C18 line 324.)
Having some more experienced negotiators in the partner’s negotiation teams would
probably have prevented this kind of problems, at least partially. It would have provided
the transferred employees with an opportunity to learn the negotiation process alongside
more experienced colleagues – perhaps in the role of a technical specialist – and grow
into understanding why certain things need to be agreed and written down before starting
the actual work. (C18 line 336.)

5.5.5 Coordinate the work
Work coordination requires more consideration in a collaboration relationship than in the
situation where work is done totally inside one company. Three of the interviewees
mentioned this fact in the interviews (C15 lines 74; C17 line 27; C15 line 73), as
internally in a company it is fairly easy to divide the work and define internal interfaces
for the work groups. If the interfaces need to be negotiated it is usually quite a simple and
quick task, even in a big project. However, when two different companies collaborate, the
division and definition of the work has to be absolutely clear, as do the interfaces (Fig.
74) (C15 line 150). Negotiations are of course possible afterwards but they require much
more effort than company internal negotiations as any changes in the actual work
potentially cause changes to the project agreement between companies and thus have to
be considered carefully, and usually the agreement will have to be re-negotiated (C18 line
507). This causes additional management effort for both companies. This activity cannot
be found in the reference models.
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Fig. 74. Coordinate the work.

One of interviewees (C23) also noted that even though the outsourcing partnership is
supposed to decrease the customer company’s workload, it is not often as simple as that.
Of course the actual work is no longer carried out in the customer company but, as he
said:
“If the work of ten employees is transferred to the partner it does not mean that ten
employees [in the customer company] are freed to do some other work, as
partnering generates lots of extra work that has not previously been necessary”
(C23 line 75).
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Maybe the real effect is not as drastic as that, but three of the interviewees (C17, C19,
C21) noted that the workload increased due to the outsourcing partnership, especially in
certain managerial roles. Project agreement negotiations were a new addition to the work
of managers. Their expertise is needed in commenting on the required work amounts and
work definition. (C21 line 382; C17 line 385; C19 line 208.) Also, managing the partner
employees is different from managing the company’s own employees and thus causes
extra work again as the situations and problems cannot be solved using the same pattern
as internally. One small example is setting up accounts for the company network or for
different applications used in the project: different routines and procedures are used for
the company’s own employees than for the partner employees. (C19 lines 474, 482, 488.)
The situation also set new demands for information exchange. One manager mentioned
that there was need to consciously analyse what information is needed by the partner
employees and what is not, what can be told and what should never be told. There were
often situations where partner employees for some reason were not present in the
information-sharing situations but they did, however, need to get the same information.
Thus extra effort was needed to ensure that all the necessary information was shared, and
new ways to do so had to be found. (C17 lines 580.)
The increase in workload was also, ironically, due to the need to define the partner’s
work clearly, and to the need to negotiate agreements in which all the work done is also
paid (C17 line 27; C20 line 299). When the work was done internally, the group whose
task it was proactively took care of all the work somehow connected to it, such as extra
work when there were problems or open questions. However, when the work was done
by the partner, the partner employees did only the work defined in the project agreement.
This means that they often worked reactively, as they work according to the agreement
and need to be paid for all the work they do. That may cause new work to the customer as
they sometimes need to do the, often rather complicated, extra work by themselves. And,
as they have not needed to do it prior to the outsourcing, they do not even have the
necessary competence for it. And again, their work load increases. (C23 lines 83, 95.)
The most effective tools to help with the problem of work coordination interviewees
found to be clear enough project agreements (C17 line 32; C23 line 97), clarification of
work roles and work division, and the use of different information spreading mechanisms
as effectively as possible. (C17 line 585; C19 line 490; C23 line 125.)
Based on the case data it seems that it is important to recognise that the division of
work also necessarily affects the customer company’s competence – if something is done
internally the competence for it remains in the company but if it is done by the partner the
competence slowly disappears from the customer company (C15 line 193). That is why it
is very important to make the work definitions carefully, consciously considering whether
some competence will be needed in-house in the future. Also, even though the
competence for doing the work is not always needed in-house, it is often useful to
maintain some amount of understanding in the customer company, to retain an ability to
supervise and validate the work done by the partner, as well as to be able to negotiate
sensible project agreements in which estimated work amounts and payments are realistic.
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5.5.6 Handle conflicts
Conflict handling was not included in any of the reference models but a need to add it
among the activities was rather natural (Fig. 75). In the case companies, the importance
of conflict handling and the need for procedures for it were noted during the agreement
negotiations, and the agreement itself includes an escalation procedure for conflict
handling (P3 line 556; CC3). In this procedure the intention is to find a solution to a
conflict situation locally, by discussing the problem with the local partner manager, for
example. If that is not possible, the conflict situation is brought up with the relationship
manager. Finally, if necessary, the relationship management steering group handles the
problem, and creates a final decision on the situation.
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Four of the interviewees (C15, C17, C18, P3) mentioned that the process works well:
“We have always got answers to our problems” (C15 line 304).
“This [process] works well at the management level” (C17 line 189).
“The escalation process works well” (C18 line 358).
“Yes, it works well” (P3 line 559).
However, none of them reported any serious conflicts or problems. The reported conflicts
solved using this procedure have included, for example, cases of dissatisfaction with the
work of a single person (C18 line 352), work amount estimates overrunning with
disagreement about the reason for the overrun (C17 line 173; P6 line 491), disagreements
over the work responsibilities of certain roles (C15 line 336; C20 line 464),
disagreements about who should pay partner employees’ travel costs (C15 line 312), and
interpretation of the frame agreement or project agreement (C15 line 311; P3 line 533).
Even though the reported conflicts were not considered serious by the interviewees, from
an external point of view they seem to be just the kind of problems that may potentially
create very severe troubles in a relationship, if not solved in a constructive way. Thus, as
the interviewees from the both companies agreed as well, this conflict-handling
procedure has to work well. However, a formal, effective procedure does not as such
guarantee good results in a conflict situation. One of the interviewees (P6) argued that
something else is also needed – trust, commitment, satisfaction, and a desire to make the
relationship work and to find ways to create common satisfaction. If conflicts can usually
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be resolved in such a way that both parties are relatively satisfied with the solution, it
indicates that the relationship works well. Problems in conflict solving may indicate
problems in other areas of the relationship. (P6 lines 511, 520.)

5.5.7 Manage risks
I argue that preparing for risks and managing them are necessary practices for every
company. Controlling and managing risks inside one company is, however, probably
easier than in the situation where two companies are working together. Inside a company
– apart from the external business risks – risks often originate from the practices of the
company in some way, and those practices can often be changed relatively easily when
necessary. In a collaboration situation the same risks are often present but there are new
risks as well, coming from the practices of the partner company but also from the
relationship itself. Those risks are not as easily managed; neither are they always as
obvious. New external business risks also emerge – for instance, changes in the
ownership of the partner company may have extremely significant effects on the
collaboration and through that on product development, sales, and maintenance. (CC37.)
The reference models did not take this activity into account in any way, even though
some references to the issue can be found in IS and IT outsourcing literature.
The customer company has a routine procedure for controlling and managing the risks
of all the current collaboration relationships. The risks are analysed, their root cause,
probability and severity are estimated, and these estimations are updated regularly based
on current information provided by the relationship monitoring activity, i.e., partner
performance and experiences from the relationship (Fig. 76) (CC37; CC1). Also, changes
in the general business environment and markets affect the evaluation. The aim of this
task is to reduce the level of risk. If risks are very high in some areas of collaboration, an
action plan is made to ensure the company will be prepared for the worst-case scenario.
(CC37.)
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The risks identified – from the viewpoint of the customer – differ somewhat depending
on the phase of the relationship. They can be roughly divided in two: the ones related to
the relationship establishment phase and the ones related to the mature relationship. They
can be further divided into partner company-related risks, and risks related somehow to
the customer company itself. (CC37.)
Relationship establishment, partner-related risks
Most of the partner company-related risks mentioned by the interviewees soon after the
outsourcing concerned the competence of the partner (Table 8). The worst fear was that a
large amount of transferred employees would decide to leave the partner company as five
of the interviewees (C1, C2, C5, C6, C7) reported that very many of the transferred
employees were bitter and felt that they had been cheated after – in the case of many of
them – ten to fifteen years of service. As the necessary competence was unique, and
could not be found anywhere else in the world, a situation in which many of the key
resources decided to leave the company would have led to very big problems (C8 line
83). Also, the partner company would not have been able to take care of all the planned
work.
“The larger the amount of work to be transferred to the partner company the more
we need to be able to rely on them – but if people start leaving the company…” (C1
line 104)
“They are bitter and feel they have been cheated…” (C2 line 97)
“What if they leave the partner company?” (C5 line 104)
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“I wonder how many of them will leave the company when better times arrive…”
(C6 line 99)
Thus both companies tried to make the employee transfer and relationship establishment
activities as smooth as possible, and present the partner company in an agreeable and
satisfactory light. (CC37.)
Both companies agreed that the customer company would not hire the transferred
employees for some grace period (C6 line 100). The risk of employees leaving the partner
company was very real but the situation did not occur: during the first year and a half of
collaboration, fewer than ten employees left the company (P5 line 75). Two of the
interviewees assumed that possibly the biggest reason that prevented employees from
leaving the company was the market situation – it was not very good at the time and there
were not that many jobs available (C2 line 98; C6 line 101).
One of the interviewees mentioned that if the motivation of the transferred employees
had been very low it would have affected their performance and thus slowed down the
project schedules resulting in the products being late (C2 line 98). He argued that many
of the transferred employees probably still feared that they would lose their jobs after
some time when the customer company might end the collaboration relationship. So,
even though multiple ways to affect employee motivation exist, maybe the most
important one in this case – in his opinion – would have been to give as much
information as possible about the partnering relationship – what the intentions of both
parties are, what kind of cooperation there will be in the future, how it affects the
employees and their jobs, etc. When people have some confidence about their future they
are able to use their full effort in their everyday work. (C2 line 100.)
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Table 8. Partner-related risks during the relationship establishment from the customer’s
viewpoint.
Risk

Root cause

Prevention mechanisms

A large amount of transferred

The transferred employees are so

Making the partner company as

employees leaves the partner

bitter that they don’t want to work

agreeable as possible.

company. Result: Partner loses in connection with the customer

Making the interface between

company any more. Some of the

companies as agreeable as possible.

employees would like to work in

Having a grace period during which the

another business unit of the

customer company would not hire the

customer company.

outsourced employees.

Partner company is not able to

The transferred employees’

Making the partner company as

deliver all the needed software

motivation is very low as they feel

agreeable as possible.

in time.

bitter and let down and are afraid

Making the interface between

of what the future may bring.

companies as agreeable as possible.

required competence

Giving the employees an insight into
future plans and prospects.
Partner company is not able to

Customer company leaves partner

deliver all the needed software

company alone to struggle with the for partner’s performance as well.

Customer company takes responsibility

in time or there are big

responsibilities.

Creating an effective interface between
companies.

problems with software
development.
Partner is not able to accept all The transferred employees leave

Making the partner company as

the work customer wants to

the partner company. It is very

agreeable as possible.

give to partner.

difficult to find new employees

Developing the necessary competences

with the necessary competence.

in the partner company.

On of the customer company employees (C4) also saw it possible that once the
relationship had been established the partner company would be left alone to struggle
with the new responsibilities, and would not be supported enough by the customer. This
might cause big problems with software development, or delays in schedules. He argued
that understanding that the responsibility for the success of the relationship lies with both
parties is crucial in preventing this danger from becoming reality. I assume that when
collaboration is a relatively new concept to one or both companies this risk may be very
real. However, in this case both companies are familiar with the concept and very used to
working with it. Thus, even though not all the customer employees were familiar with the
concept, the company still had a strong support system for the collaboration. That
probably lessened the extent of the risk. (C4 line 73.)
Relationship establishment, customer-related risks
The interviewees also mentioned some risks related to the customer company itself
(Table 9). Two of the interviewees were worried because the remaining customer
employees were not willing to work with older products any more as they feared that
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soon the rest of the older products would be outsourced as well, and the employees
transferred to another company. The only way to help the situation was to somehow
convince the employees that this was not going to happen. However, the employees did
not trust their immediate managers very much; this kind of reassurance should have come
from the company’s top management. In this kind of a situation, openness about future
plans is the best way to prevent rumours and unnecessary stress. (C2 line 106; C6 line
106.)
Another risk mentioned was the possibility that too many employees were transferred
to the partner resulting in a lack of resources in the customer company – meaning that
there were not enough employees to do all the needed work (C2 line 112). This can be
prevented by the careful planning of the resource usage. (CC37.)
Table 9. Customer-related risks during the relationship establishment from the customer
viewpoint.
Risk

Root cause

Prevention mechanisms

Customer employees

The employees fear for their jobs: they fear

Openness about the company’s

unwilling to work with

that the rest of the work related to older

future plans.

older products.

products will be outsourced as well and the
employees working with them will be
transferred to another company.

Customer resource pool

Too many employees transferred to the

too small due to the

partner.

Careful planning of resource use.

outsourcing. Result: not
enough employees to do
all the necessary work.
Many problems in the

Not all customer employees are familiar

Affecting the general atmosphere.

cooperation between

with collaboration. They treat partner

Customer employees need to

companies.

employees arrogantly.

understand why the collaboration
is important and how it works well.
Information sessions for
employees are needed.

As the relationship was new and not all the customer employees were very familiar with
the concept of collaboration, one risk was also that big problems might appear in the
interface between companies due to the ways in which partner employees were treated.
One of the interviewees (C5 line 105) feared that customer employees might behave
arrogantly towards the partner employees. An understanding of the importance of the
collaboration and an awareness of good practices can prevent this situation from
becoming real. Training sessions tailored for this need were arranged in at least one of the
customer sites. (C5 line 107.)
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Mature relationship, partner-related risks
In a mature relationship the risks are somewhat different. Of course all the
abovementioned risks are still there but they are no longer as likely to occur once the
relationship has been established. The risks related to the partner company can be divided
into the ones originating from actions – or the lack of them – in either of the companies,
and the ones caused by some external activities (Table 10).
It seems that in the customer company open and honest communication is held to be
an all-curing prevention mechanism: it prevents or at least mollifies many problematic
situations. Trust between parties is a result of understanding each other, and accepting
and acknowledging the differences in each other’s needs, goals and motives, and this
cannot be achieved without communicating them clearly, openly and honestly to each
other. (C15 line 238; CC37.)
The risk of information leak is mentioned in the customer company risk list as a very
real one in a close relationship, as there is usually a large amount of information
exchanged, and the information is very intimately related to the companies’ products and
core competences. However, when clear lines are drawn between necessary and
unnecessary information, and extra effort is put into network infrastructure security,
unintentional information leaks can be almost completely prevented. Security audits are a
good tool for ensuring this. (CC37.)
The customer company risk listing also includes risks caused by external factors: the
market may become unstable and cause the partner to move to better markets, a
competitor may buy the partner company or shares in it, or the R&D unit may burn to the
ground. All of these cause big changes and rearrangements in the customer’s R&D work
and may even jeopardise the future of the products. (CC37.)
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Table 10. Partner-related risks in a mature relationship from the customer viewpoint.
Risk

Root cause

Prevention
mechanisms

Partner does not have all the
competences the customer needs

Partner company might not be financially capable
of developing necessary competences.

Open and honest
communication

Customer does not pay enough.
Parties do not understand each other’s needs and
problems due to lack of communication.
Information leak

Too much unnecessary information given to the
other party. Problems in technical solutions
(network infrastructure).

Security audits

Long-term trust between
companies disappears

Parties do not keep their promises, tell the other
party just part of the truth, are over-optimistic etc.

Open and honest
communication

Both try to get ‘quick wins’.
Parties do not understand each
other’s goals and needs.

Communication between parties is not open
enough. Insufficient preparation for the
negotiations.

Open and honest
communication

Negotiators are not competent enough to
understand each other’s message.
Willingness to conclude the agreement has been
too big a driver.
One or both parties are not capable of making cost
and margin estimates for the business case.
Result: Surprises in quality of the product,
schedules, responsibilities, etc.
Long-term planning and trust are
missing in the relationship

Problems in communicating company strategy to
the partner.
Possible reason: frequent changes in relationship
manager position.
Relationship manager does not have enough
strategic information.
Importance of a strategy is not understood.
Customer sends confusing messages about its
strategy.

A competitor buys partner
External cause
company or shares in it. R&D work
needs to be transferred elsewhere.
The market becomes unstable and
turbulent, the profitability of the
industry fades, economic situation
plunges. The partner moves to
better markets.

External cause

Open and honest
communication.
Understanding the
importance of the
relationship
manager role.
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Mature relationship, customer-related risks
The risks can also relate to the customer company itself (Table 11). They seem to
originate from problems in the company internal processes and with some process
improvement they may be prevented fairly easily.
Table 11. Customer-related risks in a mature relationship from the customer viewpoint.
Risk

Root cause

Prevention
mechanisms

Competence needs of the
customer and competences
offered by the partner are not
in balance.

Customer company is not able to foresee competence
needs as far into the future as needed. Customer
company communicates different competence needs
depending on the person or situation.

Customer company
internal process
improvement. Better
understanding of the
partner’s cost
structure. Open and
honest ommunication.

Customer company demands too much – does not
understand the partner company’s situation.
Partner company pricing is too low and does not
leave opportunities for competence development.
Turbulent markets.
The costs of partnering are too
high for the customer
company.

Partner company does not have the competence
needed to do the work cost-effectively enough.

Micromanaging the partner

No clear understanding of the concept and working
methods of partnering.

Business case assessment/verification in the
customer company has been lacking. Basic
assumptions for the relationship are inaccurate.

No real trust in the partner.

The customer company’s
internal politics cause
problems with the relationship

Customer company
internal process
improvement.

Information sessions
about partnering in
the customer
company. Customer
company internal
process improvement.

Personal opinions affect how the partner is treated.

Information sessions
about partnering in
the customer
company.

Customer company is not able Customer company does not have the competence
to make work and cost
needed to make work and cost estimates any longer
estimates any more. Prices etc. (due to the outsourcing).
grow too high.

Ensure that some
amount of the
competence is still to
be found in-house.

Costs and time needed for
managing partnered projects
grow too high.

Customer company processes are not mature enough
to handle partnered projects.

Customer company
internal process
improvement.

Strategic message to the
partner is inconsistent.
Preference changes from
partnering to internal R&D and
vice versa too often.

Problems in customer company internal
communication and coordination. Desire for
partnering is not strong enough.

Customer company
internal process
improvement.

Market situation can also affect this.
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Risk

Root cause

Relationship manager does not When the relationship manager changes the new one
seem competent enough
may not be as competent as the previous one.
Possible reasons: lack of necessary competence,
wrong person chosen, no familiarisation process, no
deputy system in use.

Prevention
mechanisms
Customer company
internal process
improvement.

Other possible reasons: Relationship manager’s role
and responsibilities have not been defined and
communicated internally clearly enough. Problems in
division of work between relationship manager and
business owner. Relationship manager does not
participate in strategically important phases.

Balancing competence needs of the customer and the competences offered by the partner
in the long run may be difficult when the markets are turbulent. The role of relationship
manager is very important as he is the contact point with the partner company. He has to
understand the business as well as the cost structure of both the partner and customer
companies, to be able to evaluate the situation and discover the critical points. He is in
the best place to see, influence, and start up any necessary changes. He has to know the
strategic intent of both companies and he needs to work for the best interests of both
companies in order to make the relationship succeed. If he does not have the necessary
competences, or if his role and responsibilities have not been defined unequivocally,
problems may start to appear. (CC37.)

5.5.8 Manage competence transfer
A Manage the competence transfer activity (Fig. 77) cannot be found in the reference
models. In the case companies no need was seen for a separate plan in outsourcing
phases, as competence transfer took place in this outsourcing case through the transfer of
competent employees to the partner company. However, the companies still ended into a
situation where some work was transferred without any employee competent enough to
take care of the work. (C16 line 376.) Some time after the beginning of the collaboration
it was necessary to expand collaboration and transfer some new work to the partner
without transferring any employees (C14 line 105; C16 line 16; C19 line 14; C21 line
281; P6 line 134; CC15). The intention was also to tackle the problem of missing
competences at the same time.
This presented a new challenge even though both companies already had experiences
in this kind of competence transfer (C23 line 36). Thus, a series of competence transfer
plans was created for different transfer needs (C16 line 31; C20 line 27; P6 line 318; P9
line 546; CC18; CC19; CC20; CC29; CC30; CC31). The plans included the items in List
4.
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Fig. 77. Manage competence transfer.

When the new employees had been hired by the partner company the actual competence
transfer began. Different methods were used: training sessions (C16 line 345; P6 line
324), self-training (C20 line 263), and learning by doing in laboratories working side-byside with experienced employees from the customer company (C16 line 353; C19 line
120; C20 line 29; P6 line 325; P9 line 583). Usually a basic general training course
concerning the GSM network was needed (C19 line 123; C20 line 248; P9 line 587), as
well as some more specialised customer company internal courses on the products (C16
line 360; C19 line 120; C20 line 99; P9 line 504). Training sessions on processes,
methods, and applications were also needed, including information about where to find
the documents and other material needed to carry out the work (C19 line 122; C20 lines
103, 115). A personal training plan was created for every trainee and each trainee’s
situation was followed up regularly (C19 line 52; C20 line 252; P6 line 322; CC24;
CC25; CC26).
List 4. Items in competence transfer plans.
Description of the transferred work
List of contact persons
Description of what kind of competence the partner employees should have prior to the competence transfer
Some estimates of the resource requirements of the transferred area – how much work is usually required, an
estimation of the number of employees needed in different roles based on the estimated amount of work in the
future
List of equipment needed for testing purposes in laboratories
Induction/training plan - what kind of training is arranged for the new partner employees, by whom and when
Schedule for the competence transfer
The actual plan of how the competence transfer is to be carried out
Resource allocation ramp-up/ramp-down – recruitment plan for the partner company (for new employees
needed for the transferred work), plan for the customer employees who are released to do some other work
(when they will be released, and for what work)

At first the partner company employees used the laboratories and test equipment in the
customer company but when they were competent enough to take total responsibility for
testing, the environments were transferred to the partner company’s premises (C20 line
311).
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When the competence transfer was being planned, a three year transfer period was
discussed (C23 line 41). However, the customer company had earlier experiences of
competence transfer and these experiences had shown that a period this long does not
work very well (C23 line 37). As the main responsibility for the work remains in the
customer company during the transfer period, the employees of the customer company
cannot move on to do other work (C20 lines 86, 91). And as long as the partner company
does not have total responsibility for the work they will not really know how to do this
work and manage with it:
“It is not possible to do a hundred per cent competence transfer – at some point the
game just has to be stopped, and total responsibility has to be transferred to the
partner. After that the partner employees ask lots of questions, then, slowly, the
amount of questions decreases, and eventually the questions end.” (C23 line 39)
Thus a one year period was used for the competence transfer (C20 line 21; P6 line 352).
Both companies felt that this period was probably the minimum time needed as it also
included the recruitment of the new employees to the partner company. Still, this was an
acceptable time in which to carry out the transfer (C23 line 34). After the one year
competence transfer period, the customer company still has some employees nominated
as support persons for the transferred work (P9 line 197). The goal is for the need for the
support to diminish slowly, and to end in one or two years. (C20 line 338; C23 line 182;
P9 line 498.)
Even though the employees hired by the partner company were competent individuals
and quick to learn, it takes years to really understand the area:
“It often looks like the competence transfer was very successful but when some
unexpected troubles arise, it can be seen that only the superficial knowledge has
been transferred and the deeper understanding is still missing.” (C23 line 171)
Problems may also arise from the different ways of organising the work within the
companies: in the customer company many of the lower level managers are often also
important technical specialists. In the partner company, however, the managers were not
able to hold such dual roles as they had too much actual managerial work. This caused
difficulties in the competence transfer as the company culture had to be changed. (C20
lines 37, 131, 467; C23 line 51.)
The organisers of the competence transfer had, at the beginning of the competence
transfer activity, discussed the possibility of carrying out the activity as a project. The
idea was considered a good one, but it never became reality. Instead, the transfer process
was carried out as single tasks, run jointly by the customer company competence areas
owning the competences to be transferred, and the partner company areas receiving them.
There was, however, centralised management for the competence transfer. (C17 lines 71,
81; P6 line 323.) Still, it was problematic that the roles and decision-making power of the
actors were not very clear in the customer company (C19 line 144). Two of the
interviewees (C15, C19) felt that if they needed to find something out, they did not even
know who to start asking. Also, because of the nature of the process, they needed to make
decisions without having the actual power to do so. This caused uncertainty and
ineffectiveness during the activity. These problems may be due to the large number of
different actors. Still, carrying out the competence transfer as a project might have
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lessened these problems. There were fewer such problems in the partner company,
possibly because this type of activity is very familiar to them (C19 line 145; C15 lines
267, 276).
To monitor the process of competence transfer, the companies had weekly meetings
where the managers of both companies discussed current problems and agreed necessary
actions (C17 line 79). They also had some planning days during which they could go
through the situation, discussing openly the strengths and weaknesses of the transfer
process. Both companies collected feedback from the employees who participated in the
transfer process; how it was going, how the trainees seemed to be learning the new skills,
how the trainers were managing to teach the trainees, etc. This was considered very
fruitful and useful. (C20 lines 268, 275; P10 line 247.)
The organisers of the competence transfer also considered what kind of competence
should be sustained in the customer company in order to be able guide the partner in the
right direction and to have some control over and understanding of the work. As welldefined sets of activities were to be transferred to the partner to carry out, this issue was
resolved by naming specialists in the customer company system who were responsible for
maintaining up-to-date knowledge on the transferred products and competences. There
was no previous experience of this kind of arrangement in the customer company and
thus the interviewees were interested to see how this would work out in the long term.
(C20 lines 64, 76, 91.)
On the whole one of the interviewees said that the customer company had been
satisfied with the competence transfer process and its results (C23 line 151). However, he
commented:
“If employees’ feelings etc. were not considered at all, the slickest solution would
have been, again, to transfer to the partner company both the work and the
employees doing it. The work is based on experience – only after two years of work
is one able to manage these tasks totally by himself. There are employees who have
gathered such an experience base during ten years of work that it cannot be
transferred to some other person. Hence the slickest solution would have been to
transfer the employees.” (C23 line 134.)

5.5.9 Manage support services
Support services have an important – although easily forgotten – role in the smooth
running of the relationship. Support services include various functions of the company,
depending on the relationship type and the work done by the partner. In this case the
support services used in both companies have so far included at least the following (Fig.
78):
− Human resources management for training services provided to the partner (cf.
Manage competence transfer activity)
− Information management for network infrastructure building and management, as well
as application management (cf. Build network infrastructure and Create IT practices
activities)
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− Legal services for agreement negotiations and creation of agreement templates (cf.
Negotiate the project agreements activity)
− Quality and processes for process improvement, quality issues (e.g., the previously
mentioned Quality forum), measuring and improving the relationship (cf. Develop the
relationship activity)
− Company security for security audits and consultation on information security issues
(CC1)
− Corporate communication for communicating the business deals to the public when
needed (cf. CC15, Plan and carry out the outsourcing transition activities)
Other possible support functions used may be, for example, company finance and control,
manufacturing, sourcing, or company-wide risk management (CC1). Assistance is
requested from the support functions when needed. Sometimes it is necessary to plan the
services more carefully (as in the case of big changes in network infrastructure etc.);
sometimes just one-time assistance is enough (as in agreement negotiations). (CC1.)
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Fig. 78. Manage support services.

The customer company’s information management is probably the most visible support
function as it is seen by both the customer company itself and the partner company. Also,
problems with information management affect everyday work and thus it is
understandable that I heard many frustrated comments concerning the hitches and lack of
flexibility of the function. The users were rather annoyed that still the information
management processes did not support application use in a collaborative environment
well enough:
“It is simply unbelievable that every time the partner hires a new employee,
problems with application user accounts and access rights appear. The only
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explanation I can find is that decision-making is distributed and thus the access
rights need to be applied separately every time.” (C19 line 253.)
There were no comments concerning the work of the other support functions. Support
functions do not usually affect daily work very much, nor do they sometimes prevent
employees from doing their work, as IT problems may do. Thus, even though the
importance of the other support functions should not be underestimated, information
management should be given very high priority in a collaborative relationship.

5.5.10 Comparison and summary
Activity-wise, the Managing the relationship phase saw a lot of changes to the original
model (Fig. 79). As the operational part of relationship management was almost totally
forgotten in the reference models, five new operational activities were added (Negotiate
the project agreements, Coordinate the work, Manage risks, Manage competence
transfer, and Manage support services), as was one other activity (Handle conflicts). Five
of the ‘old’ activities were combined under two activities (Develop the relationship and
Monitor the relationship). The same theme can be seen throughout this phase: the
importance of communication and information exchange.
I gathered under the Develop the relationship activity most of the activities from the
reference models concerning the social aspects of the relationship and also the one
considering the future of the relationship. In the case companies the relationship was
developed very actively and joint visions and development plans were made.
Development targets were found both through informal communication and formal
assessments.
The Monitor the relationship activity remained rather similar to the one in the
literature-based model. I combined result reporting with it, as in the case study they were
very closely tied together.
Five of the new activities – Negotiate the project agreements, Coordinate the work,
Manage risks related to the relationship, Manage competence transfer, and Manage
support services – formed an integral part of the operational management of the
relationship. It is easy to forget that negotiating the original outsourcing agreement is not
enough; each and every project agreement needs to be negotiated separately. Even when
the relationship is working well and both parties are in agreement, good negotiators and a
working negotiation process are still needed. Work coordination in one form or another is
also necessary. Analysing and controlling risks is always important but it becomes even
more crucial when a collaboration relationship brings new, not always very obvious risks
into the picture. Integrating the work of two companies needs consideration and careful
planning. It is not unusual that competence transfer is needed in a relationship as it
develops over time. And last but not least, support services help in getting the relationship
to work smoothly, or even form the backbone for the whole collaboration, as in the case
of IT services.
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Fig. 79. The activities and tasks belonging to the Managing the relationship phase.

A new activity was also added for handling conflicts in the collaboration. The importance
of this activity was seen clearly in the case study. Interviewees from both companies were
familiar with the conflict-handling procedure and used it fairly often to solve problematic
situations. It seems that because of the existence of a working conflict-handling
procedure, conflicts usually did not have time to become very difficult to handle, but
were quite easy to resolve. This resulted in an open and trusting atmosphere.
As the importance of information exchange was so evident, having an activity solely for
that purpose is clearly justified. Having both formal and informal ways to exchange
information seems also to affect satisfaction in the other party, and make it easier to
resolve conflicts.
The complexity of the relationship and its management is undeniable. It is not
surprising that so many different views of a relationship can be found in the literature and
that the analysis of even in single-case was often confusing. Combining the ‘social’
relationship models – which saw the world from a very different point of view – with the
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more operational ones, and presenting the result in a form of a process model was an
interesting task.

5.6 Summary of the model
In the previous chapters, I have used the literary-based synthesis process model as a
framework for an analysis of the empirical data. The summary of the outsourcing
partnership model modified according to empiric case presented in this chapter (Fig. 80)
contains the activity level; to see the task level and inputs and outputs for the activities
and tasks, please refer to the earlier chapters where the activities and tasks are discussed
in more detail. The activities somehow modified (e.g., additional tasks) are presented in
the model below with italics and totally new activities are presented with bold text.
When analysing the case data it became very clear that the outsourcing partnership
process is not as linear as it appears. Many activities are taking place simultaneously;
some of the issues have been decided much earlier in business roadmaps and strategies
etc. and some of them need to be defined during different phases. Also, it may be
necessary to come back to activities that have been completed earlier, to make some
changes. The Managing the relationship phase in particular is very non-linear as many of
the activities are taking place simultaneously and do not end before the whole
relationship ends. The reference models did not assume linearity; however, it is easy to
think that the process is linear unless some problems occur. The empiric case shows that
even a problem-free case is rather non-linear.
The Planning phase of the outsourcing process follows the processes presented in the
literature fairly closely. The most interesting point about this phase concerns the
outsourcing team and its creation: the team was not created in one effort, as could be
understood from the literature. Instead, it grew gradually during the whole outsourcing
process as new team members were included as necessary and others were left in the
background.
Quite a few changes were made to the model in the Developing phase. The most
important additions to the model were the activities of planning the competence transfer
between companies and defining what the information technology requirements for the
relationship are (for the basis of the activities in the following phase).
The most notable change in the Implementing phase was the addition of network
infrastructure building and creating of IT practices. This outsourcing partnership need
was not mentioned in the reference models at all. One possible explanation for that might
be that the reference models were not specifically intended for an R&D relationship.
However, as nowadays in any kind of relationship there are always at least e-mail
messages between the parties, some attention needs to be paid to IT practices; at the very
least it is necessary to create ways of delivering messages safely from one company to
another, for example by using encryption. In an R&D relationship, in addition to e-mail,
it is usually necessary to develop documents and products in cooperation, and as a result
of this there is a need for applications which can be used jointly, usually over a network
connection. This requires careful planning in order for it to work efficiently and flexibly,
and at the same time to protect it from intrusions. In an even closer relationship the need
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Fig. 80. The outsourcing partnership model modified according to empiric data.

The biggest transformation was seen in the Managing the relationship phase. The
reference models addressed the operational management of the relationship very lightly
and thus there it was necessary to add six totally new activities to this phase and
rearrange the existing activities.
The resulting outsourcing partnership model differs rather a lot from the literaturebased synthesis model. It has a wider view of the relationship; there are more activities
and tasks identified, as well as new actors (transforming inputs), transformed inputs, and
outputs.

5.7 A successful outsourcing partnership
Many research papers have addressed the issue of a successful partnership. However, the
difference in this case compared to previous research is that as the relationship is an
outsourcing partnership some new factors are mentioned concerning the success of the
formation phase of the relationship (the phases of Planning, Developing, and
Implementing the relationship), whereas in the literature, relationship success factors have
usually been collected from a mature relationship. The success factors presented below
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have been collected from interviews with personnel from both the customer company and
the partner company. The interviewees were asked how satisfactory has the relationship
been so far (vs. expectations) and what kind of things affect the satisfaction. Some of the
success factors were also mentioned by the interviewees in connection with discussion of
other themes. Most of the interviewees also had experience in other relationships and it is
possible that their answers were based partly on that other experience, as well as on their
understanding of the case relationship. A synthesis of all the answers is presented in Table
12 and Table 13, and discussed below.

5.7.1 Factors for success
Fourteen issues were mentioned by the interviewees (Table 12 and Table 13) when asked
about the factors that affect the success of the relationship. Their answers can be divided
into ones concerning the formation phase of the process – that is, the phases of Planning,
Developing and Implementing the outsourcing partnership (Table 12) – and ones
concerning the relationship management phase of the outsourcing partnership (Table 13).
The issues of resourcing the outsourcing process and considering personnel-related
matters both concern the outsourcing phase. As the outsourcing teams in both companies
are responsible for the whole outsourcing process, the staffing of the teams was
considered to be of great importance by three of the interviewees (C2 line 594; C10 line
434; P2 line 387). Previous experience in outsourcing is beneficial as there are many
difficult phases and tough decisions to be made during the outsourcing process (P2 line
189); one of the interviewees mentioned that not having been involved in any
outsourcings prior to this case was a handicap (C2 line 23), and, conversely, one
mentioned how much easier it was to take part in the process having had previous
experience, than to take part in such a process for the first time (C9 line 15). Relationship
managers in both companies should be involved in the process at as early a phase as
possible to help them become familiar with the relationship and with the other company,
as it is their responsibility to guide the outsourcing partnership after the public
announcement of the business deal (C10 line 598).
One of the interviewees also emphasised the importance of negotiation team stability
during outsourcing partnership agreement negotiations (P2 line 189). The negotiations are
often very intense and the general desire is for them to proceed quickly, thus changing the
team members during negotiations may hamper and unnecessarily prolong the process, as
new members need some time to become familiar with the process (C11 line 442). The
negotiations are also a very social thing: as the negotiators grow to know each other, it is
often much easier to discuss the difficult parts of the agreement. The need for lawyers in
the negotiations was mentioned four times in the interviews (C3 line 182; C5 line 36; C9
line 242; P2 line 128). However, one of the interviewees pointed that the lawyers should
not dominate the discussions or, worse, make the decision; their role should be to take
care of legal matters and of the wording of the agreement (P2 line 194).
Concerning personnel-related matters one of the interviewees (C3) emphasised the
importance of remembering that there are always four parties affected by and acting in
the outsourcing: the customer company, the employees transferred to the partner
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company, the employees remaining in the customer company, and, of course, the partner
company (C3 line 525). Both the customer company and the partner company can make a
difference to how the transferred employees experience the outsourcing, and both
companies need to remember their responsibility for that (C7 line 108; C9 line 514).
However, the partner company is the one bearing the responsibility for the transferred
employees and how they are treated once the transfer has been done. Still, the customer
company needs to be in close contact with the partner company regarding this issue and
to ensure that the partner company is able to handle the situation. (C3 lines 532, 551; C5
line 83.) The customer company is also responsible for taking special care of the
employees remaining in the customer company as they are greatly affected by the
outsourcing as well (C1 lines 173, 181; C2 line 601; C3 line 553; C5 line 426; C6 line 77;
C7 line 602). The success or failure of this process has an effect on the successful start of
the relationship (C7 line 612; C8 line 371; C11 line 662).
Table 12. Factors affecting the success of the relationship: during the first three phases of
the process.
Factor

Explanation

Resource allocation for the

Experienced outsourcing team members

outsourcing process

Stable negotiation team, the members do not change during the process
Use of lawyers in the negotiations
Relationship managers in both companies involved in the outsourcing
process at earliest possible phase

Personnel-related issues

There are always four parties in the outsourcing: the customer company, the
transferred employees, the employees remaining in the customer company,
the partner company
Partner company bears the responsibility for the transferred employees
Treatment for the transferred employees/for the employees remaining in the
customer company after outsourcing

Cultural fit between companies Necessary as early as the agreement negotiation phase
Helps in the collaboration
Expectations vs. reality –

Joint expectations need to be written down during agreement negotiations,

realistic vision of the

and discussed regularly afterwards

relationship

Personnel (employees remaining in the customer company/employees
transferred to the partner company) expectations and fears are taken into
account as well

The importance of a cultural fit between companies was seen during the agreement
negotiations: when the cultural fit did not exist – as happened with some companies – the
negotiations did not go very far (C4 line 25). Of course, the cultural fit was one of the
requirements for the relationship and thus there was no point in continuing the
negotiations when it did not exist (C13 line 311). But two of the interviewees also said
that when the cultural fit existed, the atmosphere in the negotiations was much more
comfortable and relaxed compared to the atmosphere when the cultural fit did not exist
(C13 line 313; P2 line 397).
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One of the issues – Realistic vision of the relationship – belongs to both categories: the
formation phase of the process as well as the relationship management phase (see Table
12 and Table 13). It is needed during the relationship forming stage, but also later in the
relationship, by both companies (C21 lines 444, 465). The company personnel – be it the
employees remaining in the customer company or the ones transferred to the partner
company – need to be informed of the current plans for the relationship so that they are
able to concentrate on doing their work instead of worrying for the future existence of
their job (P1 line 312). It is useful for both companies to write their joint expectations
down during the agreement negotiations and come back to them regularly, to discuss
them and update them if needed (P4 line 493). Some of the visions or expectations may
have been too unrealistic, others may be more realistic. In any case, discussing the
situation openly is beneficial for the relationship. (C9 lines 532, 541, 548.)
The rest of the issues have more to do with the Managing the relationship phase
(Table 13). Information exchange becomes more problematic when there are two
companies involved in the product creation process (C10 line 554; C14 line 311; C17 line
190; P8 line 484). Two types of information need to be passed from one company to
another and also within the companies: product specific information and more general
information, concerning the relationship, for example, or the companies themselves in
some way. It is usually necessary to circulate some of this information in both companies,
whereas some of it may be confidential and meant only for the employees of the
company itself. It is important to remember to make the distinction between these types
of information, and to make sure that all the necessary information gets to all the
personnel who need it. (C11 line 558; C17 line 217; P1 line 334.) These kinds of
problems did not exist before the outsourcing partnership and thus new practices for
information exchange had to be created, such as the use of clearly-defined information
channels (C7 line 622; C10 line 559; C11 line 562). Also, the idea of partnering –
especially at the beginning of the relationship – must be explained and continually
promoted, to help the employees learn how to act in the new situation (C10 line 561).
Other new practices are needed as well. The existing steering boards need to gain new
members from the partner company and some new steering boards need to be set up. The
work of the steering boards may need to be changed or rearranged in some way. (C10 line
622; C11 line 599; C17 line 426; C21 line 435.) In this case, as the customer company is
a global company carrying out product creation work in distributed locations, the amount
of different actors in different positions is huge. Getting the partner company into this
network and helping it to learn how to cope with multisite projects is a challenge. (C9
line 522; C17 line 523; C21 line 580.) A working and stable information management
infrastructure and smooth processes are necessary for this kind of product creation
process to work (C3 line 611; C9 line 511; C10 line 315; C11 line 572; C16 line 131; C17
line 196; C19 line 250; C23 lines 370, 399; P2 line 404; P3 line 417; P6 line 460; P10
line 574).
The commitment of both companies together with a joint responsibility to make the
relationship succeed provides a good start for the relationship (C17 line 555; P3 line 128;
P8 line 661). If the companies are somehow dependent on each other it deepens the
commitment (C21 line 530).
Openness (CC38) and honesty between the parties helps in many situations (P7 line
375; 468). Resolving conflicts and discussing difficult situations openly at the lower
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levels of the organisational structures, without always having to escalate the problems to
higher management, were considered by one the interviewees to be good signs that the
relationship is working well (C21 line 495; P3 line 184; P4 line 156; P5 line 315; P6 line
201). Sharing information about company visions and plans for the future was also
considered important (C9 lines 541, 548; C21 line 466; P8 line 251). This was considered
especially important in situations where one of the companies saw the possibility of
relationship-affecting problems appearing in the near future (C21 lines 505, 513, 540;
C22 line 103).
Without openness there is no real trust (C21 line 498; C22 line 168; P3 line 195; P4
line 91; P5 line 319; P7 line 469; P8 line 656; P9 line 212). Without trust there is no
flexibility. (P6 line 211; C19 line 243) Openness, trust, and flexibility together seem to be
the three factors that three of the interviewees think sum up the essence of an outsourcing
partnership. They give both parties the feeling of ‘being married’ (P2 line 284; C21 line
534; C22 line 169; P6 line 222). An understanding of the interdependence of companies
helps in creating trust and also helps in situations where flexibility is needed (C15 line
259; P6 line 525). Adhering the spirit of the agreement rather than taking it literally is
another helpful approach (C19 line 244). However, if there is no real trust between the
parties, the agreement is followed to the letter (C18 line 572).
As human beings are social creatures, none of the above can be created without
interaction – close and frequent contact between the parties (C17 line 467; C19 lines 222,
360, 368; C21 line 501; C22 line 75; C23 line 92; P6 line 200; P7 line 493; P9 line 148).
Not being in contact regularly enough makes the relationship much more difficult and
distant.
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Table 13. Factors affecting the success of the relationship: during the relationship
management phase.
Factor

Explanation

Expectations vs. reality – realistic

Joint expectations need to be written down during agreement

vision of the relationship

negotiations, and discussed regularly afterwards
Personnel (employees remaining in the customer company/employees
transferred to the partner company) expectations and fears are taken into
account as well

Information exchange

Not as easy as it was prior to the outsourcing
Make the employees understand that proper information exchange
channels need to be used
Both companies: promoting and explaining the idea of partnering

Practices

Steering boards etc. in projects (members from both companies, new
practices when needed)
Networked environment, many different actors in different positions
Multisite organisation

Information management

Working and stable infrastructure

infrastructure, processes

Smooth processes

Sense of responsibility,

Both companies feel that it is their responsibility to make the

commitment

relationship succeed

Openness

Honesty

Both companies need the relationship to succeed
Open discussions of difficult issues (e.g., conflicts), even at the lower
levels of organisation
Conflict-resolving techniques
Openness in company plans and visions
Trust

Understanding of how dependent the companies are on each other
‘Being married’
“Without openness there is no trust”

Flexibility

Adhere to the spirit, not the letter, of the agreement

Interaction

Close and frequent contact between parties

Business success

Business is cost-effective

“Without trust there is no flexibility”
Day-to-day collaboration needs to work well

It is worth noting that only four of the interviewees specifically mentioned that business
factors would affect the success of the relationship (C22 line 102; P3 line 133; P6 line
216; P10 line 394). This might possibly be because the interviewees did not consider
business success as important as the other aspects of the relationship. However, I got the
impression instead that the interviewees did not even think of mentioning business
success, since it was so obvious; for a business relationship between companies to be
successful the most important factor is that it is somehow beneficial to both companies to
be in the relationship rather than not in it, and often the measure of that is, simply, money.
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5.7.2 Summary
The outsourcing partnership success factors discussed above support findings from
previous research on partnering relationships and also bring forth some new ideas of what
kind of factors it is necessary to take into account in an outsourcing partnership.
Nonetheless, the new findings are largely still along the same lines as previous research.
As this is a single outsourcing partnership case, the results are indicative only but still
they give some idea of what issues need further research. It is also good to remember that
both of the case companies are very familiar with different types of collaboration and
thus many of the employees’ ideas of a ‘good relationship’ come from company culture
and probably show a mindset typical for the companies.
Many of the success factors mentioned in the literature are immaterial ones, and so are
many of the ones found in this study. However, it is the harsh truth that even if the
relationship is open and honest and the parties trust each other, this is not always enough,
if practicalities make the relationship difficult. In the empiric case this culminated in
information management issues. Fortunately, in this case the problems were not too
drastic.

6 Conclusions
The first part of this thesis (Chapters 1 and 2) described the conceptual background and
theory for the basis of the thesis. In the second part (Chapter 3), the literature-based
process for building and managing an outsourcing partnership is presented. The third part
(Chapters 4 and 5) document the case itself and analyse the case material using the
framework provided in Chapter 3, in order to establish answers to the research problems.
The purpose of this study has been to investigate the process of building and managing
a software R&D outsourcing partnership. This has been done by studying outsourcing
and partnering frameworks and processes in the literature and by creating a process
framework that has been tested and complemented with empiric material from an
industry case study.
In this final chapter the research problems are revisited, the answers are summarised,
and the added value is discussed. To conclude this thesis some key topics for future
research around this subject are identified.

6.1 Research results and contributions
In this section the research questions are revisited and the answers discussed, along with
the implications of the case.

6.1.1 The software R&D outsourcing partnership process
The first research question in this thesis was
Q1. What is the process for the formation and management of a software research
and development outsourcing partnership?
To find an answer to that question I searched through the literature somehow related to
the theme, and based on the models and frameworks found I produced a synthesis of
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models. This synthesis was then tested and complemented with the information found in
empiric material.
In analysing and combining the models and frameworks found in the literature,
combining the models proved problematic: activities were described in different levels of
detail and the models viewed the process from different viewpoints. This caused
difficulties in getting the big picture as well as in creating the combined model.
As there was very little material concerning relationship management available in
outsourcing and strategic partnering literature (even though the relationship itself has
been researched quite extensively, looking at success factors in the relationship etc.), I
had to get additional material from relationship marketing literature. This also caused
problems as the terminologies and viewpoints of different domains were very different
from each other.
Empiric material from the case greatly affected the outsourcing partnership process.
The literature-based process had four phases – Planning, Developing, Implementing, and
Managing the relationship – and each of them contained activities. The phases remained
the same after testing and complementing the model with the empiric material, but many
activities were added and the task level of the model also deepened (even though the task
level exists in both models mainly for illustrative purposes to give a better understanding
of the content of the activities).
When comparing the literature-based synthesis model (Fig. 37 on page 73) to the
model modified with empiric material (Fig. 80 on page 159), a considerable change can
be seen. Changes in the Planning phase were not very significant but in the other phases
there were rather a lot of additional activities. In the Developing phase only one activity
remained untouched – all the others were changed somehow – and four new activities
were added. The most notable additions were planning the competence transfer between
companies and defining information technology requirements for the relationship.
The changes in the Implementing phase were not as drastic but still, roughly half of the
activities in the phase are either totally new or have been changed in some way. The
biggest transformation was seen in the Managing the relationship phase where, once
again, only one activity remained untouched and six new activities were added. This
phase is interesting. It is clearly different from the other phases of an outsourcing
partnership process. In the earlier phases, activities follow each other and they necessarily
end at some point of time. In this phase, however, all the activities are activated as and
when needed, numerous times during the duration of the relationship. Some of them are
even active continuously. For many of the activities, the end point is not reached before
the whole relationship comes to an end.
It is interesting to ponder why the reference models seem rather lacking when
compared to reality. One possible reason may be that the models were not developed for
an R&D relationship – some of the additional activities in the modified model are due to
the nature of the relationship. Perhaps the data the reference models were based on was
collected from a different point of view and the process was only an offshoot of that.
And, considering the Managing the relationship phase, the two life cycle models (Ellram
& Edis 1996 and Zhu et al. 2001) did not even note the need for relationship
management. As many of the activities of the Managing the relationship phase in the
literature-based synthesis model originated from a model that had a very different (more
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‘social’) point of view of the relationship (Kern & Willcocks 2000) it is understandable
that a more operational viewpoint (as in this study) should cause big changes.
After conducting this study I am not very surprised that so many different views of a
relationship can be found in the literature and that even this single-case study was
sometimes rather confusing when trying to carry out analysis, particularly of the
Managing the relationship phase. Combining the ‘social’ relationship models – which
saw the world from a very different point of view – with the more operational ones and
presenting the result in the form of a process model was not always an easy task.
Perhaps the most interesting finding of this study, however, presented itself during the
literature analysis: the outsourcing partnership models and frameworks concentrate on the
outsourcing process and take very little interest in the end result of that process – the
partnering relationship itself. On the other hand, in the partnering literature there is very
little material concerning the operational process of partnering, even though many other
aspects of partnering have been studied in detail. A comprehensive model of the process
of forming and managing an outsourcing partnership was not found. The model I have
created attempts to fill that gap. The detailed results and conclusions of different phases
have been analysed in Chapter 1.

6.1.2 Success factors for the relationship
The second research question in this thesis was
Q2. What are the factors affecting the successful outcome of a software research
and development outsourcing partnership?
Based on the interviews of this single case study, it seems that the success factors of a
software research and development outsourcing partnership very closely follow the
previous findings concerning success factors in a partnering relationship. Trust and
openness play an important role in such a close relationship. Some new information was
nonetheless found concerning the relationship forming phases of the process, that is, the
Planning, Developing, and Implementing phases. In previous studies the success factors
have been examined mainly from the point of view of an established relationship,
whereas in this study the viewpoint has been of a new, not yet mature relationship, and
how it is built. Some factors during the outsourcing process seem to have a considerable
effect on the success of the process itself and, as a result of that, on the success of the
whole relationship. Many of the mistakes made during the outsourcing phases can
probably be repaired later on, but the beginning of the relationship is much easier and the
forecast for the relationship better if personnel-related issues in particular are taken
seriously enough. Also, cultural fit plays an important role even in the agreement
negotiations, when the building of the relationship starts.
Previous studies have shown that there are both material and immaterial factors for
success and the immaterial ones seem to be more significant. The results of this study do
not in any way disprove this but, on the contrary, support it strongly. One new material,
or operational, success factor, however, was found that the interviewees considered of
great importance in this kind of a relationship (a software R&D relationship): a working
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and stable information management infrastructure, and smooth processes. This is
necessary in order for this kind of a product creation process to work, and thus also
affects the success of the relationship considerably.

6.1.3

Implications for the research community

A qualitative single-case approach suited this study well. A multiple-case approach might
have yielded even better results. However, the analysis work for even a single case is a lot
for only one researcher. Also, it is often very difficult to find a suitable set of cases for the
research. This was the situation with this study too: even though outsourcings take place
in many companies, information about them tends to be confidential. It is very difficult to
get in-depth information about an outsourcing unless one works for one of the
outsourcing parties (as I used to do) or is in some other way in close contact with the
company. Thus finding multiple cases for research is not very easy.
The results of this study show that we do not know very much about outsourcing
partnerships yet, at least process-wise. This study brought forth some new ideas
concerning the issues important in the formation and management processes of an
outsourcing partnership. However, more research is needed to confirm the results and to
understand better what they imply. Although finding suitable cases is not always easy, a
multiple-case study of the outsourcing partnership process would help in digging deeper
into the subject. I argue that even though a quantitative study of some issues might also
be done, a qualitative approach is still more suitable until more information has been
gathered on the subject.

6.1.4 Implications for the practitioner community
Based on the analysis and results of this study the relationship between the case
companies seems to work well. The companies succeeded in avoiding the biggest
mistakes in building their relationship. This case is a good example of a successful
implementation of an outsourcing partnership.
Even though the outsourcing partnership process presented in this study is based on
the experiences of two rather large companies, this does not mean that the process cannot
be applied in smaller companies as well. Some downscaling is probably needed; the case
companies are very experienced with collaboration and thus have quite extensive
processes for it as well as the opportunity to use employees solely for collaboration
management work. Smaller companies are probably unable to use that many resources
for relationship management work, and in any case, such extensive processes or
organisation is probably not necessary for them. Still, understanding the fundamentals
behind the process helps the smaller companies to adopt appropriate parts of the process
for their own use.
The same attitude should suit companies in areas other than the software industry.
Even though the process model presented in this study is constructed from a software
R&D point of view, the underlying reference models are quite general. Thus, by taking
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the ‘software flavour’ away from the model, it can be adapted for use by other types of
companies as well.
Many activities in the partner company correspond to those of the customer company.
In the outsourcing partnership formation phases (Planning, Developing and Implementing
phases), the customer company is clearly, and naturally, the one leading the process;
when something happens in the customer company the partner company reacts to it.
However, in the Managing the relationship phase the companies are more equal and the
partner company often takes action first. This suits the spirit of a partnering relationship
well.
When an outsourcing partnership is successful it may be a very good start for a
productive collaboration over many years. Transferring employees helps in getting a
cultural fit between partners, as part of the customer’s culture is moved to the partner
company with the transferred employees. Thus the initiation and establishment of
relationships is easier, and this brings the companies closer together. The social and
personal bonds between companies are also already in existence as they are transferred
with the employees. Even though, for the employees themselves, transferring to another
company is not necessarily a positive thing (although positive aspects exist and are
reported, such as improved career prospects), when looking at the process from a
business perspective a transfer is a beneficial thing when the customer company wants to
give a large amount of existing work to the partner to do.

6.2 Suggestions for future research
A very natural future research topic – as this study is based on a single case only – would
be to use the results of this study as hypotheses, and to test them further in order to
establish their validity. Refining the process model further using material from other
cases would also be interesting. If possible, a multiple-case approach is recommended,
but as similar types of cases are not usually found in large quantities, a single-case
approach can also be used.
The amount of information of the partner company was limited in this study and thus
many questions were left unanswered. The study yielded some understanding of the
partner company’s internal processes, but more is needed. It seems that the process is
simpler in the partner company than the one in the customer company, but is this really
so? It would be very interesting to find out if the relationship management phase in the
partner company is as similar to the one in the customer company as it appears, and in
what ways the processes differ. Answers to these questions could be obtained by carrying
out a similar kind of study from the partner company’s point of view. Related to that,
there could also be research into the interplay between companies during the formation of
the relationship. Rather little is known concerning the outsourcing partnership process
from that point of view – how the companies act and react to each other when forming
the relationship.
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Appendix 1. Models and frameworks of outsourcing and
partnering
This list of models and frameworks is only meant to be exemplary and for the purpose of
this study. However, it provides some insight into the kinds of models and subjects
available in the outsourcing and partnering literature. The models are limited to the ones
related to my field of research and thus they represent general management literature on
outsourcing, specifically: information systems and information technology outsourcing
literature, strategic sourcing literature, strategic partnering literature, and marketing and
management research on interorganisational relationships.
Table 14. Models and frameworks of outsourcing and partnering.
Outsourcing and partnering processes
Authors

Content of the research

Approach

Ellram & Edis 1996

Development and evolution of purchasing

Purchasing, Partnering

partnerships
Embleton & Wright

Practical guide to outsourcing

Strategic management,

Outsourcing process

Strategic management,

1998
Zhu et al. 2001

Outsourcing in general
Outsourcing in general
Relationship

Authors

Content of the research

Ring & Van de Ven

Development of co-operative interorganisational Relationship marketing,

Approach

1994

relationships

Interorganisational relationship

Kern & Willcocks

Constructs of the client-supplier relationship

Relationship marketing,

research
2000

Information technology
outsourcing

Wilson & Vlosky

Partnering relationship activities

Relationship marketing, Partnering

Anderson & Narus

A model of distributor firm and manufacturer

Relationship marketing, Partnering

1990

firm working partnerships

1997

Morgan & Hunt 1994

The commitment-trust theory of relationship

Relationship marketing

marketing
Dwyer et al. 1987

Developing buyer-seller relationships

Relationship marketing

Authors

Content of the research

Approach

Behara et al.1995

Which IS applications should/could be

Purchasing, Information systems

outsourced, which ones insourced

outsourcing

Which IS applications should/could be

Information systems outsourcing

What to outsource

Yang & Huang 2000

outsourced, which ones insourced
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Success factors, quality
Authors

Content of the research

Approach

Mohr & Spekman

Factors for partnership success

Strategic management, Partnering

1994
Tuten & Urban 2001

Factors for partnership success

Relationship marketing, Partnering

Ellram 1995

Factors for partnership success

Purchasing, Partnering

Lee & Kim 1999

Factors for partnership quality

Information systems outsourcing,
Partnering

Partner selection
Authors

Content of the research

Approach

Michell & Fitzgerald

IT outsourcing vendors and their selection

Information systems outsourcing

1997

process

Varis 2004

Partner selection in knowledge-intensive firms

Partnering

Appendix 2. List of interviews
Coding of the titles of the interviewees:
M
= Manager
OTM
= Outsourcing team member
HRR
= Human resources representative
TM
= Top management
RMTM
= Relationship management team member
PM
= Partner manager
L
= Lawyer
ANTM
= Agreement negotiation team member
The interviewees’ titles cannot be specified in more detail, in order to maintain
anonymity. The interviewees listed as ‘managers’ were in some way closely involved
with the other party but did not belong to e.g., the relationship management team. In
Group A we have the ones who were either participants in the relationship formation
stage or were somehow closely involved in it, and in Group B we have those who were
involved in the relationship maintenance and management stage.
List 5. Interviews of customer company employees.
Interviewee

Group

Title

Date

Interview
duration
89 min
77 min
75 min
65 min
62 min
60 min
86 min
52 min
68 min
83 min
82 min
22 min
50 min
52 min
63 min
57 min
73 min
76 min
69 min
58 min
67 min
63 min

Number of
transcript
lines
723
682
654
489
472
521
734
439
692
727
711
184
452
427
546
574
634
673
602
546
640
572

Transcript
document
name
C1.doc
C2.doc
C3.doc
C4.doc
C5.doc
C6.doc
C7.doc
C8.doc
C9.doc
C10.doc
C11.doc
C12.doc
C13.doc
C14.doc
C15.doc
C16.doc
C17.doc
C18.doc
C19.doc
C20.doc
C21.doc
C22.doc

C1
C2
C3
C4
C5
C6
C7
C8
C9
C10
C11
C12
C13
C14
C15
C16
C17
C18
C19
C20
C21
C22

A
A
A
A
A
A
A
A
A
A
A
A
A, B
B
B
B
B
B
B
B
B
A, B

24.10.2001
30.10.2001
7.11.2001
13.11.2001
14.11.2001
15.11.2001
20.11.2001
23.11.2001
27.11.2001
30.5.2002
30.5.2002
20.6.2002
22.7.2002
7.4.2003
10.4.2003
11.4.2003
11.4.2003
23.4.2003
23.4.2003
23.4.2003
8.5.2003
9.5.2003

C23
C24

B
A, B

M
M, OTM
M, OTM
M, OTM
M, OTM
M
HRR
OTM
TM, OTM
TM, RMTM
PM, OTM
L
TM, ANTM, RMTM
PM, RMTM
M
M
RMTM
PM, RMTM
M
M
OTM, RMTM
TM, OTM, RMTM,
ANTM
M
OTM

9.5.2003
4.7.2003

62 min
111 min

546
1027

C23.doc
C24.doc
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List 6. Interviews of partner company employees.
Interviewee

Group Title

P1

A

P2

A, B

Date

Interview

Number of

Transcript

duration

transcript

document

lines

name

M, RMTM

15.11.2001

56 min

478

P1.doc

TM, RMTM, OTM,

5.9.2002

84 min

723

P2.doc
P3.doc

ANTM
P3

A, B

OTM, RMTM

11.4.2003

82 min

647

P4

A

RMTM

22.4.2003

78 min

754

P4.doc

P5

A, B

OTM, RMTM

23.4.2003

69 min

640

P5.doc

P6

A, B

OTM, RMTM

8.5.2003

64 min

566

P6.doc

P7

A

TM, OTM, ANTM

9.5.2003

68 min

635

P7.doc

P8

A, B

OTM, RMTM

16.5.2003

74 min

775

P8.doc

P9

B

M

23.6.2003

81 min

941

P9.doc

P10

B

M

30.6.2003

78 min

827

P10.doc

Appendix 3. Interview themes
1.

The role of the interviewee in relation to the outsourcing partnership process
and to the customer/partner company (background information about the
interviewee)
o Title and role of the interviewee
o How the interviewee was/is involved in the outsourcing and/or in the
relationship management

2.

The relationship formation stage, if the interviewee took part in the process
somehow
o Drivers for the outsourcing, expectations, visions
o The outsourcing process
o Problematic issues
o Personnel transfer issues
o Lessons from the relationship formation stage

3.

The relationship between the companies in general
o Relationship expectations vs. reality
o Do thecompanies share visions? If so, what is the process for that
o Personnel transfer: current situation
o Lessons learnt so far

4.

Interfaces and processes in the relationship
o The organization of relationship management
o The relationship management process
o Relationship performance evaluation
o Communication techniques, processes
o Information management: processes, interfaces

5.

The expectations of the interviewees for the relationship and how satisfied the
interviewees have been with the relationship in relation to their expectations
o How satisfactory has the relationship been so far (vs. expectations);
why?
o What kind of things affect the interviewee’s satisfaction

Appendix 4. Company specific documents
The material presented here lists all the customer and partner company internal sources
used in this case study. Some document titles have been disguised for confidentiality
reasons.
Customer company documents
[CC1] Partnering process description.ppt, 22.1.2001
[CC2] Collaboration within DX Environment, Presentation to TietoEnator.ppt, 11.5.2001
[CC3] Internal Questions & Answers/IMN, to be used by managers communicating about the
change & spokespeople.ppt, 28.8.2001
[CC4] Frame co-operation agreement between Nokia Networks Oy and TietoEnator
Corporation.doc, 30.8.2001
[CC5] IP Mobility Networks and Professional Mobile Radio Internal information session.ppt,
30.8.2001
[CC6] IP Mobility Networks and Professional Mobile Radio Internal information session for site
managers.ppt, 30.8.2001
[CC7] Press release: Nokia Networks selects TietoEnator as its R&D partner, 30.8.2001
[CC8] Issues to be agreed between Nokia and TietoEnator.doc, 6.9.2001
[CC9] FAQ, answers to subordinates.doc, 11.9.2001
[CC10] Transferring needed technology and working environment from Nokia to TietoEnator.ppt,
22.11.2001
[CC11] IT Application Solutions meeting minutes.doc, 23.11.2001
[CC12] IT transition project briefing.ppt, 23.11.2001
[CC13] Nokia – Tietoenator outsourcing, lessons learned.ppt, 13.12.2001
[CC14] NET Collaboration forum experience sharing with TietoEnator.ppt, 14.2.2002
[CC15] IP Mobility Networks further develops cooperation with TietoEnator and transfers
additional DX 200 related work.ppt, 9.4.2002
[CC16] Risk listing IT project.xls, 14.5.2002
[CC17] Communication and information sharing with collaborators.ppt, 16.5.2002
[CC18] Xxx SW Development work transfer plan inspection.doc, 5.6.2002
[CC19] Yyy work transfer plan inspection.doc, 5.6.2002
[CC20] Xyx Performance Testing training plan, 8.6.2002
[CC21] Competence transfer meeting minutes and training feedback.xls, 11.6.2002
[CC22] Personnel ramp-up-ramp-down.xls 13.6.2002
[CC23] Competence transfer xxx meeting minutes, 27.08.2002
[CC24] Induction plan for AB.doc, 2.9.2002
[CC25] Induction plan for BB.doc, 2.9.2002
[CC26] Induction plan for BC.doc, 2.9.2002
[CC27] Xxz status report 3.9.2002
[CC28] IT project final report.doc v. 1.1, 11.9.2002
[CC29] Xzx Helsinki laboratory & product integration work transfer plan, v. 1.0 3.10.2002
[CC30] Yxx and xyy transfer plan, v. 1.2, 4.10.2002
[CC31] Yyx and xxy transfer plan (SW development) v. 1.6, 5.11.2002
[CC32] Competence transfer recruitment status.ppt, 11/2002
[CC33] Personnel ramp-up-ramp-down.xls Dec 2002
[CC34] Competence transfer recruitment status.ppt, 12/2002
[CC35] Personnel ramp-up-ramp-down.xls Jan 2003
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[CC36] Personnel ramp-up-ramp-down.xls Feb 2003
[CC37] Risk listing TE.xls, 3.4.2003
[CC38] Agenda for Nokia-TietoEnator relationship steering group.ppt 5.5.2003
[CC39] Nokia – TietoEnator steering organisation chart.ppt, 8.5.2003
[CC40] Types of application in Nokia internal use.ppt, 4.7.2003
[CC41] Nokia – TE net platform description.ppt, 4.7.2003
[CC42] Personnel ramp-up-ramp-down.xls Sep 2002
[CC43] Personnel ramp-up-ramp-down.xls Oct 2002
[CC44] Personnel ramp-up-ramp-down.xls Nov 2002

Partner company documents
[PC1]
[PC2]
[PC3]
[PC4]
[PC5]
[PC6]

Questions and answers by TietoEnator, for transferred personnel, 11.9.2001
Human resources check list for HR actions needed in outsourcings.ppt v. 0.1, 2001
TietoEnator Xyz Organisation chart.ppt 1.12.2001 v. 1.1
TietoEnator Zyx organisation chart.ppt, 1.12.2001
TE Quality and Processes.ppt, 7.7.2003
TietoEnator acquisition process description.ppt, 7.7.2003
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