IDEAGROUPPUBLISHING

ﬁ 701 E. Chocolate Avenue, Hershey PA 17033-1240, USA ITB8997
Tel: 717/533-8845; Fax 717/533-8661; URL-http://www.idea-group.com

Chapter X

ThelS/IT Outsourcing
Phenomenon inthePublic
Sector of a Developing
Country: An Exploration of
Critical Issues

Abdulwahed Moh. Khalfan
College of Business Studies,
The Public Authority for Applied Education and Training, Kuwait

Tom G. Gough
University of Leeds, UK

ABSTRACT

Thischapter presentsan overview of a national case study exploring the | S/IT outsourcing
phenomenon in the public sector of a developing country. The study is empirically based
and provides a logical extension to earlier research studies/endeavors in the field of 1S
I'T outsourcing. Kuwait, where the data collection for this study was carried out, has been
used as an example of a developing country . The primary data on ISIT outsourcing
practices, obtained for the first time in Kuwait, were collected by means of survey
guestionnairesand semi-structured interviewssuppor ted by or gani zati onal documentation.
Theresear ch seekstoidentify thefactorsthat giverisetothel 1T outsour cing phenomenon,
and the degree to which they influence the practices, procedures, and outcomes of |SIT
outsour cing arrangementsin Kuwait. Theoverall resear chaimedto provideacomprehensive
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pragmatic picture of 1S1T outsourcing practices, including motivations, risk analysis,
contract draftingandlegal issues, vendor selectioncriteria, eval uation practices, decision-
making processes, and post-evaluation experience. There is growing evidence within the
Kuwaiti environment to suggest that public organizations are not achieving the desired
benefitsfromtheir 11T outsourcing operations. | Y1 T outsourcing projectsin Kuwait are
still undertaken in waysthat are not clearly related to strategic change. Itisclear that IS
IT outsourcing is a multi-faceted phenomenon that should be studied broadly in context.
The lesson is that the solutions must make sense for the particular context in which they
will beimplemented, considering all cultural and environmental factors. It was found that
culture plays an important role throughout the outsourcing process. The findings of this
study also suggest that there will be an increasing utilisation of IT outsourcing services
in the public sector of Kuwait.

INTRODUCTION

IS/IT outsourcing has emerged in recent yearsin both the private and public sectors
as a key method of managing different aspects of Information Systems/ Information
Technology (IS/1T). IS/IT outsourcing isaterm that encompasses avariety of approaches.
It leads to significant changes in the management processes of the I T organization.

Theevolving literature on 1S/I'T outsourcing has been concerned with “ make-or-buy”
or “in-source-or-out-source” decisionsin relation to organizational behavior (Coase, 1937,
Williamson, 1979; Loh & V enkatraman, 1992) and transaction cost economics(Williamson,
1985; Benko, 1993; Lacity & Hirschheim, 1993) However, the decision to in-source or
outsourcehasnever beenan easy task for thepeopleinvolvedin I T management. Thereason
isthat it involves considerable complexity and business risks (Cronk & Sharp, 1995). IT
outsourcing hasbeen recogni sed asoneof thetop tenissuesfor successinthe1990s(Rockart
et al., 1996). The study of what makes |S/IT outsourcing successful is one of the most
important topicsin IS/IT management nowadays (Seddon, 2001).

In the past decade, the I T outsourcing industry has been growing at a staggering rate
of about 20% ayear, reaching around $55 billionin 1998, whileoutsourcing deal shave been
gettinglarger andlonger (Caldwell & McGee, 1997). Theinformationtechnol ogy outsourcing
servicesarebooming. Industrial analystspredict that the global market will grow $86 hillion
in1996 to morethan $137 billionin 2001 (Diromual do & Gurbaxani, 1998). On conservative
estimates, | T outsourcing may well represent, on average 30%-35% of I T budget by 2002
(Lacity & Willcocks, 2001).

ISIT Outsourcing Framework

Precisedefinitionsof IS/IT outsourcing differ intheliterature (Glass, 1996). But there
isageneral agreement that it isthe carrying out of |S/IT functions by athird party (Kettler
& Walstrom, 1993). IS/IT outsourcing iswhat Williamson (1985) calls a“ market versus
hierarchy” decision. Rands(1992) callsit the* make-or-buy” decision, while Gurbaxani and
Whang (1991) and Porter (1980) label it“ vertical integration.” Inthisstudy, | S/I T outsourcing
isdefined as by Cheon, Grover, and Teng (1995) :

The organizational decision to turn over part or all of an organization's IS
functions to external services provider(s) in order for an organization to be
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