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INTRODUCTION

Outsourcing information technology (IT) has been de-
fined as passing IT functions previously performed in-
houseto outside contractors (Hancox & Hackney, 2000).
Outsourcing has spawned variants, especially
insourcing—two departmentsof oneorgani zationformal -
izing their supply relationship.

Lonsdaleand Cox (2000, pp. 445-449) summarizethe
history of outsourcing, noting that it substitutes for once
fashionable enthusiasms for conglomeration, horizontal
integration, and vertical integration. Williamson and
Winter (1993) stress the role of transaction costs in all
business decisions asking: Given that the market allo-
cates resources efficiently, why do firms exist? They
introduce the “asset specificity” concept; some assets
have a narrow range of applications and have few or no
potential buyers or sellers. The assets are inoperable
without a cluster of peripheral assets, and high levels of
skill and knowledgeinthefirmanditssuppliers. Thereis
no perfect market for such assets; investment in themis
only practical in a planned environment that provides a
guaranteed market for a high volume of very specific
outputs and guaranteed supply of specific components.

Dealing in imperfect marketsinvolves costs (such as
identifying appropriate vendors, verifying their compe-
tence, communicating changing requirements to them,
and monitoring their performances) and risks (of vendors
failing or being unable to meet specifications). Deciding
whether to outsource depends on comparisons of the
long-term costs and risks of different modesof supply. A
long-term outsourcing rel ationship with atrusted vendor
(incorporating some price signals) may be preferable to
securing supply by backward integration or developing
an in-house capacity (possibly creating administrative
complexity). Anorganizationwill alwaysoutsource some
activities (water and el ectricity supply), but retain others
such as strategic planning.

BACKGROUND

Outsourcing information processing (IP) functions has
been facilitated by Web technologies that make it easy,

quick, and cheap to transfer internal data (e.g., payroll
dataor delivery instructions) to avendor. Thevendor can
analyze data and instantly transmit results to the client,
employees banks, and the tax office, eliminating time
delay problems. Physical locations of the vendor and
clientareirrelevant for | Ptasks; somekindsof outsourcing
can be performed inlow wage countriesand/or acentral -
ized facility that provides economies of scale. This is
exemplified by the Asian call center and the payroll
specialist whose volume (derived from many clients)
allowsexploitation of ahighfixed-cost, |low variable-cost
technology and expensive expertise.

These fundamental considerations are manifest in
many different motivationsfor outsourcing. A small orga-
nization might outsourceapayrol | applicationprimarily to
reduce costs by accessing economies of scale, but IT
outsourcing decisions can be complex because I T appli-
cationstend to be integrated with each other and perme-
ate the firm, touching most activities performed. The
criteria used to evaluate outsourcing decisions may be
multidimensional and intangible; besides cost savings
(sometimes hard to ascertain), the firm must consider
possible effectson customer serviceand itsown staff; the
potential advantages of accessto expertise; and whether
it might become uncomfortably dependent on the service
provider (Kern& Willcocks, 2000) or hamper adoptionto
a changing environment.

THE AUSTRALIAN MARKET

In 2003, IDC (Allen & Langby, 2003) estimated that the
Australian 1S outsourcing market was approximately
AU$3.85hillionin2002 and wouldbe AU$5.5B in2007, a
compound annual growth rate (CARG) of 7.4%. IT
outsourcing represents* ...over 10% of thetotal I T market
andisgrowingfaster thanthetotal IT market.” Themarket
leaders—IBM GSA, EDS, and CSC—accounted for ap-
proximately 65-75% of the Australian IS outsourcing
servicesmarket. Growth hasslowed, themarket isbecom-
ing more mature and competitive, clients are seeking
shorter contracts and outsourcing specific tasks instead
entrusting all their I T activitiesto asinglevendor. Moti-
vationsinclude lower costs, higher quality, and focus on
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corecompetencies. Clientsconsidering outsourcingwere
inhibited by potential lossof control, possibleinability to
resume running applicationsin-house, the complexity of
protracted negotiations, lossof intellectual property, and
security issues.

In 2001, Gartner predicted that (i) the value of the
Australian I T services market would grow from $AU20
billionin2001to $AU 50billionin2004. (ii) By 2005, 25%
of Australian organizationswill not owntheir I T services
or infrastructure, and (iii) the value of the Australian
business process outsourcing market was $AU5.5 billion
in2001 andwill grow to $AU15.4 billion by 2004 (Brown,
2001).

Robertson (2001) opined that “ revenuefromthe Aus-
tralian I T outsourcing market was$A 1.3 billionin 1997,
and projectionsto 2004 will pushit upto $A5.3 billion, a
CAGR of 16%.” Theincreased use of I T outsourcing in
Australiaisexemplified by recent outsourcing decisions,
some of which arelistedin Table 1.

In 1998 the Australian federal government decided to
force government departments to outsource their IT re-
guirements. Thisinitiativewasafailure(Connors, 2001);
the suppliersdid not meet the users’ requirements (want-
ing to apply one template to similar but distinct applica-
tions); the costs were excessive and the initiative was at
least temporarily abandoned. In 1995, the South Austra-
lian state government initiated an ambitious “whole of
government” 10-year/$AULbillion I T outsourcing project
with EDS. There are different views of the direct and
indirect benefits of this contract to the state, but the
consensusisthat great effort from both parties produced
marginal benefits. The more experienced state govern-

Table 1. Some recent outsourcing contracts

ment woul d expect morebenefit fromany futureoutsourcing
contract (Connors, 2004).

Thefew academic studiesof Australian| T outsourcing
include: Hurley and Costa (2001), a set of Australian
cases; Costa (2001), an outsourcing literature review set
in an Australian context; Beaumont and Costa (2002), a
reporton | T outsourcing; and Beaumont and Sohal (2004),
a report on outsourcing in general. The author recently
interviewed 10 senior executives of Australian vendors;
insights from these interviews are used in this article.

REASONS FOR OUTSOURCING

Many writershaveproposed research frameworks(Hancox
& Hackney, 2000), criteria (Mamaghani, 2000; Smith &
Rupp, 2003), and schemes for analyzing or assessing
outsourcing (Bazinet, Kahn & Smith, 1998). Earl (1996)
stresses the importance of considering intangible and
tangible criteriain major business decisions. Some com-
monly cited reasonsfor using I T outsourcingaregivenin
Table 2. Reasons for not using I T outsourcing and risks
inherent in IT outsourcing are summarized in Table 3.
Barthelemy (2001) and Barthelemy and Adsit (2003) give
more details. The most common cause of outsourcing
project failureisproject risk. Problemsarisewhen poten-
tial users of outsourcing do not carefully define their
requirements, do not properly prepare for negotiations
with potential vendors, or do not put enough effort into
monitoring the outsourcing arrangement. An Australian
contract with a call center did not specify some of the
services that the client offered its customers. Another

Client Vendor Tasks Total Value (AU$)" | Duration
Outsourced (years)*
Commonwealth Bank of Australia | EDS IT 5B 10
(King, 1998)
Bank of Queensland EDS IT, call centers, 4380M 10
and credit card
processing
Telstra IBM GSA 4B
Australian Taxation Office EDS IT 490M
Five Government Agencies CsC IT 160M
Two Government Agencies (Beer, IBM GSA 351M
1999)
Qantas Oracle/ IBM GSA [ IT 200M
AMP (McFarlan & Nolan, 1995) KAZ I T/Insurance 70M 6
BHP-Billiton CsC IT 1B pa 10
South Australian Government EDS IT 700M 10
Westpac EDS IT 1B 10
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