ICT Outsourcing and Insourcing

Trends in South Africa.

THE SEARCH FOR THE SOURCE:

Analysis of what drives the repetitive ICT outsourcing
and insourcing ebb and flow phenomena in the
South African ICT Industry

Student name
Pieter Jacobus Becker
Student Number

854648

A consultancy report submitted to the Faculty of Commerce, Law and
Management, University of the Witwatersrand, in partial fulfilment of the

requirements for the degree of Master of Business Administration

Johannesburg, 2017

(Version August 2017)



DECLARATION

I, Pieter Jacobus Becker, declare that this consultancy report own work except as
indicated in the references and acknowledgements. It is submitted in partial fulfilment
of the requirements for the degree of Master of Business Administration in the
Graduate School of Business Administration, University of the Witwatersrand,
Johannesburg. It has not been submitted before for any degree or examination in this

or any other university.

Pieter Jacobus Becker

Signed at Pretoria, South Africa

On the 30™ day of August 2017.



DEDICATION

The best thing that | found while doing this research, is the undying love and endless
support and sacrifices that my wife and kids make, so we can succeed. Every goal |

reach, | reach because of them.

This research is dedicated to Marike Becker, Ethan Andries Becker, Jonathan Becker

and Michaela Becker.



ACKNOWLEDGEMENTS

| would like to acknowledge, wife and Kids for whom without their help this research
would not have been possible. My supervisor Jessica Louwrens for all the support and
help advice, guidance, long nights in sickness and health. Mike Mundy for guidance
and advice and Anthony Stacy for all the help with the research setup, design and
analysis.

| would like to acknowledge, all the research participants, including T-Systems and
Eskom executives for the time to go through the tiresome interviews and endless

survey questions.

Lastly, I would like to acknowledge the University of the Witwatersrand for the

opportunity, tools and assistance



SUPPLEMENTARY INFORMATION

Supervisor: Jessica Louwrens
Word count T: 14464
Supplementary files: Supplementary Document 1: Research process

Supplementary Document 2: Survey Questionnaire

Supplementary Document 2: Interview Questionnaire

1 Including Executive Summary, References, etc.



TABLE OF CONTENTS

DECLARATION aueeettiiiiiicsrnnrtesesissssssnnsessssssssssssnsesssssssssssssssssssssssssssnsesssssssssssnnsssssssssssssnnsasssssssssnns Il
DEDICATION ciiiiicccieeeetteiiiicsssnneeesesissessssnnsesssssssssssnssssssssssssssssssssssssssssssssssssssssssssnnssssssssssssnnsssssssssssssns ]l
ACKNOWLEDGEMENTS ..oueetiiiiiiiccnneeretiiisicssssnnseessssssssssnnsessssssssssssnssesssssssssssnnsesssssssssssnnssesssssssssnns \}
SUPPLEMENTARY INFORMATION ...uerttiiiiiicsssnnneenesissesssnnsessssssesssssnsssssssssssssnnsssssssssssssnnnssssssans Vv
TABLE OF CONTENTS .....ouiiiiiiiiiiiiiiiiiiisiiisiiisisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssses |
LIST OF TABLES .....ccoieiiiiiiiiiiiiiiiiiieiiitieeeeeeeeeeeeeeeeeeeeeteeeeeeeteeseeseeeeeesssssesssssesssteessssssssssssssssssssssssssssssssssssnns v
LIST OF FIGURES ......cceeiiiiiiiiiiiiiiiitiiiietieeteeeeeeeeeeeeeeeeeeeeeeeeeeeessssesesssssssssssssssssssssssssssssssssssssssssssssssssssssssssnns Vv
LIST OF ACRONYIMIS .....oiiiiiiiiiiiiiiiiiiitiineieeieeeeeeeeeeeeeteeteeeeeeeeeeeeeseesssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 1
EXECUTIVE SUMMARY ..iiiiiiiiiinniiiisnniiiisnsisiiseisismseiismmsisimssisimssssssmstsssssssssssssssssssssssssssssssssss 2
1 INTRODUCTION.....coitiiiiiiiiiiiiiiiiiiiniiiiiiiiiiiiieiieeiiiieismesmsmmsieeimeseeeeseseeeeesesssessessessssssessssssssssssssssssssssses 4
1.1 PROBLEM STATEMENT ..tttteuttteeeauureeesseeeeesureeesssseeesanseessssseeessnsessssssssesesssseesasssesssnsssesessseesssnsssessnssnees 4
1.2 SIGNIFICANCE OF THE STUDY teuuttteeeureeessureeeessueessssseessssseesssssssssssesesssssesssnsssesssnsseessssssesssssseesssseeenns 4
13 DELIMITATIONS OF THE STUDY uuvvetesiureeeesureeeeseeeeesauseesessseesssnsessssssssasessssessasssesssnsssesssssesesssssseesssssees 5
2 LITERATURE REVIEW ......ccoiiiiiiiiiiiiiiiiiiiiiiiniiiinisnisnssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssnnes 6
2.1 INTRODUCTION ..uueeeeeerutuneeeeeeressssnnseseessssssensesessssssnnnsseeessssssnnnesessssssssnnesessssssssnnsesessssssssnneesesssssnnnnn 6
2.2 WHAT OUTSOURCING AND INSOURCING IS? .eieieieieieieieieieieieieieieieieieseiesesesesesesesesesesesesesesesesesesesesesesesens 6
2.3 OUTSOURCING...ccvttureeeererrrrieeeeeerrernnnnnens
2.3.1  What ICT outsourcing is
2.3.2  The main drivers fOr OULSOUICING .........c.cocueiiueeeiueesieeeiee ettt sttt e st essee e 7
2.3.2.1 Cost is @ driver Of ICT OUESOUICING .....evvieriiereerieeiee ettt ettt et sbeesare e b e sneesaeesaneens 8
2.3.2.2 Core is a driver Of ICT OUELSOUICING.....cccvverieerieerieestieeteeseeerieesseesseesseeesseessseesseesneeesseesnseesseesnsenns 8
2.3.2.3 Risk Management is @ driver of ICT OULSOUICING ...c.c.eevvierieerieriieniieree et 9
The main ICT activities that are being OULSOUICEd ..............oeeeecvveeeciieesiiieeeeciieeecieeescieeeeseiva e 10
D G B o 0] o Yo Y1 (o s PP UUPP 11
2.4 INSOURCING ...ttueeeeeeeetuuueeeeeeetetennaeeseseeasnneaseeenenssnnasasesensnssnsnsesesssssnnnnnseeersessnnnnssesenennsnnenesesennsnnnnn 11
2.4.1  WRGLE INSOUICING [S..uvvseeurieeestiieeeeiiteeeieeesstee e ettt e sestaa e sttt e esasteasasteaesasseasesssaeasssssnassassenens 11
2.4.2  The main drivers fOr iNSOUICING..........ccuueeecuueeeesiiireeecieeeseieeeeectteeeseteaessseaessssteessessnessasseeens 11
2421 Core / Supplier Performance is a driver of ICT INSOUICING ....ccvevveveeriieierieeeesteeeesiesee e eeneneens 11
2.4.2.2 Cost realisation is a driver Of ICT INSOUICING ...cccuvervieriiiieerieeieeeie et 11
2423 Incorrect inputs are drivers of ICT INSOUICING ...cccveerieereerieerie e see et see e e e seeeneeeas 13
D NG B o (0] o Yo Y| (o] s OO PP UUPP 13
2.5 IS THERE A TREND FOR ICT INSOURCING AND OUTSOURCING? ...veeieuerreeeurreeesrreeeessreeessssneesssseesessenesnne 13
DT B o 0T e To XY 1 4 (o] ¢ 14
2.6 CONCLUSION ...etettttteeeeeeeeetttneeeeeeesesssanaaeseessssssannsaseessssssannsesesssssssnnnsessssssssnnnnsesessssssnnnnsesessssssnnnnsees 14
3 RESEARCH METHODOLOGY .....ccoitiiiiiiiiiiiiniiiiniiiniiiiiniimmmsmsssmissssssssssssssssmmsmssssssssssssssssssssssssssssssssnns 15
3.1 RESEARCH METHODOLOGY / PARADIGM ....c..uvveieierieeeseteeesssteeesssstesesessessseseeesssssessssssssssssesesssssesesssnns
3.2 RESEARCH DESIGN .. cettiuuuieieeeeettteuieseeeeettunuaesesesetaunnsaseeareansansesessnssnnnnsesersesssnnnsseeerennsnnnseseesnnnnnnnn
3.3 POPULATION AND SAMPLE ...eeiettiuuueseeeretttnuaaeeeesstssnnseseeareassnnseeessessnnnasesersesssnnneseseremsssnneesesssnsnnnnn
G I B oY1V o [ o To T B S
3.3.2  Sample and sampling MEtNOQ................cooeuveeeeeiiie ettt e e e e e s ctea e ssreeaas
3.4 THE RESEARCH INSTRUMENT ...eetttuuieeeeeeesssuunesesesernnnnanseseressssnnnasesessnnssnnsssesensssnnnnsssessssssnnnnsesessnssnnnnn
35 PROCEDURE FOR DATA COLLECTION

3.6 THE PROCESS OF HOW THE RESEARCH WAS CONDUCTED
3.7 DATA ANALYSIS AND INTERPRETATION ..cceiiiiiiiiieiiieiiieieieeeeeeeeeeeeeeeeeeeeeeeeeeesesesesesesesesesesesesesesesesesesesenens



3.8 LIMITATIONS OF THE STUDY «..eevetttuuieeeeererersnaeeeesssssrnneeeessssssssnseeessssssnnnesessssssssnnesesssssssssneeesssssssnnns 18

3.9 VALIDITY AND RELIABILITY 1uuutettuntetttieeeetueeettueerssneessnneeessuneesssnneessnneesssnnsesssnneesssneesssnnesesssneesssnneessnes 18

RESEARCH PLANNING ......ccuitieireecrenieeeeereecrnnereencensesenscrassssssessssssnsessssssnsesassesnsssansesassssnsesassssnsenes 20
4.1 B LY 1= Y- T TN 20
4.2 CONSISTENCY IMATRIX Luuuuuuuuuuuuuuuunessnsnssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssene 21

4.3 CONSISTENCY MATRIX 2

PRESENTATION OF RESULTS ......cccviutrtiiiiiiissnnneesiiissssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnns 23
5.1 INTRODUCTION ..eeuvveeeveesereeseveasaneenes
5.2 FINDING 1 (OUTSOURCING DRIVERS)
5.2.1  Surveys results for question 1 (Drivers t0 OUESOUICE) .........cceeveeveeeeesoeeseesieesieeieeieeeeniens 24
5.2.2  Interviews results for question 1 (Drivers t0 OUESOUICE).........cccceeeeeeevveeseeseesiieieeieneeniens 26
5.2.3  Conclusion regarding finding 1(Drivers t0 OULSOUICE) ..........ccccueveevuerceesieseesieeieeieseeniens 27
5.3 FINDING 2 (DRIVERS TO INSOURCE A SERVICE) +v.uveerureeevrerreeenueessesesseesssesenseesssesesssesssesessesssessseesnsees 27
5.3.1  Surveys results for question 2 (Drivers to INSOUICE) ............ceeeecuveeeeiiueeeeiiereeeciveeeeiiveeesssenn 28
5.3.2 Interviews results for question 2 (Drivers t0 INSOUICE)............cccueeeevueeesiereeeiiveeeeiireeessrennnn 31
5.3.3  Conclusion regarding finding 2 (Drivers to INSOUICe Q SIrviCe) ..........cccccovveeevivveeeivvveeesrnnn. 31
5.4 FINDING 3 (INSOURCING OUTSOURCING TRENDS)....vceuveenteenrerueesueesueesueesseenseansesnsesseesseessessesssesnsessesaes 32
54,1 INAUSEIY ErENAS ...ttt ettt s et ettt e s e nane s 32
5.4.2  Timelines for the Insourcing and Outsourcing Cycle. ............ccccoouveercuvenveencieenieenieesieenanee 33
5.4.3  Conclusion regarding finding 4 (Insourcing Outsourcing trends)...........ccccecevevvvveevvvessueennnen. 34
5.5 FINDING 4 (WHAT ARE THE MAIN DRIVERS FOR THE TREND TO CONTINUOUSLY INSOURCE AND OUTSOURCE A

SERVICE) 35
5.5.1 Surveys results for question 4 (What are the main Drivers for the trend to continuously

INSOUICe AN OULSOUICE G SEIVICE?) ....vveeeeeeieeeeeeeeeeeeeee e e ttee e st tte e e ettt e e e etaaa e e s tsaaaeatseaeesassasssssenaas 35
5.5.2 Interviews results for question 4 (What are the main Drivers for the trend to continuously
iNSOUICE AN OUESOUICE Q SEIVICE) ...eecuvveeeiieeieesiieeieesieeeitesstee st e st e e seesseesasaesseessaassseessaesseesases 39
5.5.3  Conclusion for question 4 (What are the main Drivers for the trend to continuously insource
AN OUESOUICE Q SCIVICE) .o eeeeeee e e eeaeee e et e e eeaeaeeeaeesenstsseeessaseseessesenssseeenns 40

5.6 SUMMARY OF THE RESULTS «..eeuvttetteeteeesueesteeesueesteessueesaseeenseesseesseesssesssseessesssseesssessnseessseeesseenn 40
DISCUSSION OF THE RESULTS ......cuuutiiiiiiiiiiiinentiiiiisisssnseesnssssssssssssesssssssssssssssssssssssssssssessssssssssnns 41

6.1 INTRODUCTION .cteteeeeuuittteeeeseeauutteeeeeeesesusbet e eeeesesaasbaeeeeeeeesansebeeeeeeesaannbe e e eeeesaansbabeeeeesaannnnnenaeens 41

6.2 DISCUSSION PERTAINING TO RESEARCH QUESTION 1 (WHAT ARE THE DRIVERS TO OUTSOURCE A SERVICE?)... 41
6.2.1 The literature review

(2 A I 111 | V=3 O UUP PR

6.2.3 The interviews....

6.2.4  DUSCUSSION ...cceeeeiiiiieeseeeseiitteee e e eseett et e e e s ettt e e e e e ss st eaeessesssssstseeesssssssstnaesssessssssssanesssras
6.2.4.1 Outsourcing is used as a cost cutting tool and to gain access to critical skills and innovation . 42
6.2.4.2 Enables focus on core busingss fUNCHIONS .......c.ceiiieiiierie s 43

6.3 DISCUSSION PERTAINING TO RESEARCH QUESTION 2 (WHAT ARE THE DRIVERS TO INSOURCE A SERVICE)........ 45

6.3.1  TRE [IEEIALUIE FEVIEW ...ttt e e e ettt e e e e e e ettt a e e e e s s stsssaaaaeesasssssanaaaeeas 45

6.3.2 TR SUIVEY ettt e e e ettt a e e e e ettt e e e e e ettt sa e e e e e e e atsssaaaeeaasstssseaaaeesaassssnnaaaenas 45

(R R I o 1= T (=T 4] (=3P PUUN 45

6.3.4  DUSCUSSION ...cvvveveseseiesesesesesesetettseassstsasaaasaatttatata sttt esetesees s et st sesssess s et st e s e saesseeeanansasnnnnnnnnnnnnnnnn 45
6.3.4.1 Perception Of SErVICe AEIVEIY......cuii it e e e s bae e e sabaeas 46
6.3.4.2 R A= T4V ] 4 T = LS 46

6.4 DISCUSSION PERTAINING TO RESEARCH QUESTION 3 (IS THERE A TREND TO INSOURCE PREVIOUSLY OUTSOURCED

ICT SERVICES IN SOUTH AFRICA AND THEN RE-OUTSOURCED THEM?) ..uvvveieueiereseieeeeseireeeeeeeeesnseesesnsseessnsnsesnnnnns 47
6.4.1  TRE ItEIALUIE FEVIEW .....eeeeveeeeeeeeeeeee et e e et e ettt a e sttt e e st e e s sstaaestaeaesanssaesansaeasesssenanans 47
B.4.2 TR SUIVEY ettt e e ettt e e e e e ettt e e e e e e e et s e e e e e e aastsasaaaeeasastsssaaaaeesaassssnnaaaasas

6.4.3 The interviews....



.44 DUSCUSSION ...ccceeeeeereeeeeeeeeeteeeeee ettt tteee e e e ettt taeeee s s eeaattaeeeesesessataeseesssssssaaasessssssssnaesessssesses 47

6.5 DISCUSSION PERTAINING TO RESEARCH QUESTION 3 (WHAT ARE THE MAIN DRIVERS FOR THE TREND TO
CONTINUOUSLY INSOURCE AND OUTSOURCE A SERVICE?)
6.5.1 The literature review .............cccceveeeeeveeeescrvneesinnnn.
B.5.2  THE SUIVEY ..ottt eetee e et e e e et e e ettt e et e e e ettt e e estea e e assaaeaatssaeeanssassassasaeasseaenans
6.5.3 TR INTOIVIBWS ...ttt e e et e e ettt e ettt a e sttt e e e ste e e e ssaaeatseaeeanssaesassesasassesannns
6.5.4  DUSCUSSION ....veveveveveiererisisesesesetetttetesttteeteseeatetete s bt te et esesstatasssebeseseseseseeeeaseseeeaeseeenenasanennsnnnnens
6.6 THE SEARCH FOR THE SOURCE IMIODEL ..cciiiiiuiiiitteeeeeeeiiitteee e e e ettt et e e e s e snbaeteeeesesanbaneeeaesesansnneeeeens
6.6.1  First Generation OQUESOUICING .........c.cueeeeeiiiiriiiiiisiieieestiie ettt ettt e st e s e
6.6.2  Second Generation OQUESOUICING: .......c.cceeeerueeerueeriiieeiieeieeesieeesiteeieesieeeseesteesseesseesneenas 52
6.6.3  Third generation OULSOUICING..........ccccuuiereeeiieeeiieeiieeiee ettt ettt esnee e 54
6.6.4  Future model fOr OUESOUICING ........ccocueieiueeeiiieieeeeeee ettt 56
6.7 (6] Lol U] o] OSSOSO OO PRO SR ORPRPRPRPON 59
6.7.1.1 The Outsourcing Cycles STrategiC DIiVEIS......cccviieiiiiiiiiieicieee ettt e et ear e e e saaeeeas 61
6.7.1.1.1  First 8eneration OULSOUICING ....ccccieriiuurieeereeeiiiriteeeeeseirte e e e e s eireeeeeesessnrreeeeeessnnreneeessessnnnnnes 61
6.7.1.1.2  Second generation OULSOUICING .....ccccviiiiiieeeeiitieeciieeeeieeeectteeeeteeeeeabaeeesaeeeeaaeeeearaeesnsneeeens 61
6.7.1.1.3  Third generation OULSOUICING......cueettirierieeiieetee st et e ettt sttt sireesbeesreesreesareesneeenne 61
6.7.1.1.4  Future generation OULSOUICING ...ccueiiiiiiiiiiieiiiiee ettt ssre e s 61
7 CONCLUSIONS & RECOMMENDATIONS......ccitteeiiiiriiiernnnsieesiineennssssssssssssnnsssssssssssssnsssssssssssssnnnns 64

7.1 INTRODUCTION
7.2 CONCLUSIONS OF THE STUDY ..
7.2.1  What drives the repetitive ICT outsourcing and the insourcing ebb and flow phenomena in

the SOULh AfriCaN ICT INAUSLIY. ......coovueeeieieeeeeeee ettt ettt e s nea e 65
7.3 RECOMMENDATIONS ...vteeeetteeeeereeesaueeeeessseeesassseeesasseesesssesesssssessssssesssssseesssssesesssssesssssseesssssensssnnns 66
7.3.1 Recommendations to companies looking to outsource a Service. ............ccccceevceeesveeneeeanne. 66
7.3.1.1 Technology changes quicker than CoONTracts. ........ceoveriieriieieenieeeceee e 66
7.3.1.2 Separate Technology from INNOVALION ........cocuiiiiiriicie e 66
7.3.1.3 SEICK T0 YOUI COTE ..ttt ettt e e e e e et a e e e tbe e e stbeeeeabaeeesseeessseeesssasessseaennnes 66
7.3.2 Recommendations to companies looking to inSOUrce a Service. ............cocouevvvvveeecvivrersiuennn. 67
7.3.21 Perception is more important than contract achievement...........ccocevveeviieenieniennicceeeeeee 67
7.3.3  Recommendation to analysing the trends between insourcing and outsourcing................ 67
7.4 SUGGESTIONS FOR FURTHER RESEARCH ...ceuvteeutteetteeteeesitestteesutesbeeenseesbeessseesaseessseesaseesseessessnseenane 68
7.4.1  The future Of OULSOUICING.........ceeecuueeeeeiireeeieeeestieeeeetteeesteeessttaesaateesssseaesssssssssasseasssssenes 68
7.4.2  The next generation Of @MPIOYMENT..............ceeecueieeeeiiieesciieeeceeeeete e e stee e sttt eessaeaessnseeaas 68
7.4.3  How personality of the CIO effects strategic CROICES ...........ceeecueeeeecireesiieeeeiiieeeeiiesesiieenn 68
7.4.4  Economic Research on Outsourcing
8 REFERENCES ......ccoiiiiiiiiiiiiiiiiiiiiiiiiiiiisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnssnssssnnns 70
9 SUPPLEMENTARY INFORMATION........cciiiitiiiiiiiiiiiiiiiisiisssssssssssssssssssssssssssssssssssssssssssssssssssssssssses 73
9.1 SUPPLEMENTARY DOCUMENT L ...eiiiiiieiiiiittiee e ettt e e sttt e e e e st e e e e e e s e snnreee e e e e senannreneeeeesennn
9.1.1  RESEAICH PIOCESS ......vvveeeeeeeeeieeee e e eeeeeae e e e e ettt e e e e e ettt e e e e e s s stsssaaaaeessssssseesaaesesssnssnnees
9.2 SUPPLEMENTARY DOCUMENT 2 ..ciiiteeeiteeeseireeesistesssireeessseeeesneeesemneeesennneeesanneessnnsesesannneessanseesaan
9.2.1  Survey QUESEIONNQIIe QUESTIONS ...........eveeeiiieeeeieieeteeesitee ettt e et e see s et e snneesnaneeens
9.3 SUPPLEMENTARY DOCUMENT 3 ..ciiiieeiiitieeeeireeesireeessiteeesssteeesneeesesnreeesennneeesannnesssnresesannneeesanseesaan

9.3.1 Interview Questionnaire questions



LIST OF TABLES

Table 1: Time Table (BEIOW) ....c.oueeieeeeeeeeeeeee ettt st 20
Table 2: SChedule (BEIOW) ..ot 20
Table 3: CONSISIENCY MALIX L.....coviiiririeieieeeestese et 21
Table 4: CONSISIENCY MALIIX 2.....ccueeiiiiieieiieeete sttt ae s te e besreessesreennas 22
Table 5: Survey ReSUIS QI ......cco ittt s 24
Table 6: Interview RESUILS QL ........ooiieieieieieeree ettt sttt eneas 26
Table 7: SUrVEY RESUIS Q2......c.oovieiieeeeeeeeeeeere ettt 28
Table 8: INterview RESUIS Q2 ......cc.vooveeeeeeeeeeeeeeeetee ettt ettt eeveeeteesteeeaeeereeeaeeenre s 31
Table 9: SUrvey RESUITS Q4 ..ottt ettt 36
Table 10: INterview RESUILS Q4 ......ccviiieieieeeeeseeere ettt te e s see e sneenees 39



LIS

Figure 1:
Figure 2:
Figure 3:
Figure 4:
Figure 5:
Figure 6:
Figure 7:
Figure 8:
Figure 9:

Figure 10:
Figure 11.:
Figure 12:
Figure 13:
Figure 14:
Figure 15:
Figure 16:
Figure 17:
Figure 18:
Figure 19:
Figure 20:
Figure 21.:

T OF FIGURES

Outsourcing. (Foerstl et al., 2016; Tate & Bals, 2017) .....ccceeeevvvveceveeeeeeene, 6
Motivations to outsource. (Deloitte Consulting LIp, 2016)........cccccecvrerenerennnee 9
Current outsourcing (Deloitte Consulting LLP, 2014) ........cccooeveieininencnenee 10
Main drivers to outsource (Deloitte Consulting LIp, 2016) ........ccceevvvecverieenns 13
RESEAICH PrOCESS ..ottt 17
Survey Results QL Graph ..ot 25
Interview Results QL Graph........cccocceviieeiiceccceeee e 26
Survey ResuUlts Q2 Graph ..o 30
Interview ReSUltS Q2 Graphi......c.cueieiririnenieeieteeese e 31

Industries Trends RESPONAENTS. .......coevirieieiiireeererereseeee et 33
Timelines Of OULSOUICING. .....ccicvieiiiieieeceeee ettt st e 34
Survey Results Q4 Graph .....c..ccceeieireneniieieeeeeeese et 38
Interview Results Q4 Graph.........ccooeverirerieieieeresese e 39
IT Stack of services. (SailnfoComm, 2017).......ccccevvreevereeveiieeeseceere e 44
Maslow hierarchy of needs. (Maslow, 1943).......cccceveviereevecieieeneceece e 50
Becker Sourcing MOAEl L. ..ottt 51
Becker Sourcing Model 1St GEN. .......ccviiiieieiiiceeece ettt 52
Becker Sourcing Model 2nd GEN........cooovieieiiiciieececeeeeeee et 54
Becker Sourcing Model 3rd Gen (Becker, 2017D) .....ccooevevvereeceeveneecieseenns 56
Becker Sourcing Future Model (Becker, 20178) .......ccccoveeeveerveceenieneenieseeenns 57

Becker Sourcing MOdel All...........oouiieeieeeeeceeee e 63



LIST OF ACRONYMS

Al Artificial intelligence

CA Competitive Advantage
CEO  Chief Executive Officer
CFO  Chief Financial Officer
ClO Chief Information Officer
ExaaS Expertise as a service

laaS Infrastructure as a service

loT Internet of things

ICT Information Communication Technology
IT Information Technology

KPI Key Performance Indicators

MIS Management Information Systems
PaaS Platform as a Service

SaaS Software as a Service

SLA Service Level Achievements

VR Virtual Reality



EXECUTIVE SUMMARY

The goal of this study has been to research two factors: What are the drivers for
companies to outsource ICT services, and secondly what are the drivers for those
companies to insource those services and then to understand whether there is indeed a
trend to this phenomenon where companies continuously insource and outsource these
services and if it does exist, the reasons for such a trend. The research was performed
using analytical methods such as qualitative and quantitative research in the form of
surveys, interviews, data collection and literature review to determine the underlying

factors of this phenomenon in South Africa.

The results of this research found that there are commonalities between the research that
was conducted internationally and this research done in South Africa. The main drivers to
outsource and insource services are mainly related to the pursuit of cost efficiencies and
a company outsourced services moving closer to the business as the company’s

strategies evolved.

The results of this research have shown that there does indeed exist a trend where
companies insource and outsource their services as the technology matures, the costs
decrease and strategies changes where outsourced services are now critical to business
value delivery. The trend to change strategies are typically related to the original
contracting terms of between 3-7 years, but the main driver for the trends related to how
quickly a technology matured so that it could be delivered cheaper and faster internally to

the company.

The main highlight of the research can be found in chapter 6.6 “The Search for the
Source Model” where the evolution of outsourcing and insourcing is described and the
future of outsourcing predicted based on the research conducted. The results indicated
that insourcing and outsourcing as we know it will evolve into something new. The new
model will have multi-sourcing at its core where many suppliers each deliver their unique
service to the same customer together with many other suppliers. This will result in
customers needing to become more competent in managing multi-vendor relationships

and service.

Expertise as a Service (ExaaS) is likely to become the next nice where outsourcers need
to operate to continue to add value to customers. The current outsourcing market has

become saturated with competitors, low margins and many commoditised products.

As customer’s strategies evolve to embrace new innovations and technologies so too
does the outsourcing models need to evolve beyond providing commoditised services, as

a service. Outsourcing companies should rather move into the higher cognitive value
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chain that focuses on adding business value to the end user throughout the business

value chain and up and down the information technology stack to remain relevant.

Keywords: Outsourcing, Insourcing, Information technology, Information communication

technology, South Africa, Expertise as a Service, Outsourcing trends.




1 INTRODUCTION

The ICT industry in South Africa has seen a trend in which companies initially outsource
their ICT services and then a few years later insource these services, only to repeat the

process and re-outsourced these services repeatedly.

Global studies in this area have uncovered the reasons that companies outsource. There

is also research that investigates the reasons that companies insource.

However, there is limited research that exists on the topics of firstly if there is a trend of
companies that repeatedly change outsourcing/insourcing strategies, and secondly the
reasons that companies repeatedly change their outsourcing/insourcing strategies.

The goal of this study has been to research these two factors: whether there is indeed a
trend to this phenomenon and if it does exist, the reasons for such a trend. The research
was performed using analytical methods such as qualitative and quantitative research in
the form of interviews, data collection and literature review to determine the underlying

factors of this phenomenon in South Africa.

1.1 PROBLEM STATEMENT
The main problem is to identify the factors that cause companies to continually oscillate

their strategic decisions to outsource and insource their ICT services.

The first sub-problem was to identify the driving factors behind decisions to outsource

ICT services in South Africa

The second sub-problem was to identify the driving factors behind the decisions to

insource ICT services in South Africa

The third sub-problem was to determine if there is a trend to insource previously

outsourced ICT services in South Africa and then re-outsourced them.

The fourth sub-problem was to determine the driving factors leading to the existence of

such a trend (if it exists)

1.2 SIGNIFICANCE OF THE STUDY
The study fills a gap in current and available research that analyses trends by attempting

to identify possible patterns and the reasons that contribute to the creation of such. What
was not found in the literature reviewed is extensive research on whether a trend exists
for the reasons that ICT outsourcing companies’ customers continually outsource

insourced services along this pattern.



The study endeavoured to provide guidance to companies that may consider the options
with regard to sourcing of ICT services and potentially provide guidance to ICT
outsourcing companies by showing existing trends and the reasons for their existence.

This may hopefully aid in the better understanding of customer decisions.

1.3 DELIMITATIONS OF THE STUDY
The study was limited to companies that are publicly listed and parastatal companies in

South Africa. The study was not limited by company size, industry or sector within South
Africa. The companies selected had previously insourced services, outsourced services,
or they were at the time of the study been outsourcing services, that had at some stage

been insourced. The study focussed on the ICT market in South Africa



2 LITERATURE REVIEW

2.1 INTRODUCTION
This literature review defines outsourcing and insourcing. It covers the drivers to company

outsourcing and insourcing of ICT services. The review also looked at what kind of
services are outsourced. The review was eventually concluded with the determination of

whether there is a trend between insourcing and outsourcing.

2.2 WHAT OUTSOURCING AND INSOURCING IS?
Outsourcing and insourcing can quickly become confusing terms especially when one

combines it with terms like nearshoring, reshoring, resourcing, onshoring or just plain
sourcing. Tate (2017) describes these in terms of making or buying the service. Before
making the service, a company is sourcing the service internally to the company. If a
company is buying the service from another firm then they are sourcing the service from
outside the company, this would be deemed as outsourcing the service. (Foerstl,
Kirchoff, & Bals, 2016; Tate & Bals, 2017)
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Figure 1: Outsourcing. (Foerstl et al., 2016; Tate & Bals, 2017)

Figure 1 Represents the different insourcing and outsourcing, nearshoring and offshoring options that exist
(Foerstl et al., 2016; Tate & Bals, 2017)



2.3 OUTSOURCING

2.3.1 WhatICT outsourcing is

ICT outsourcing is the use of external ICT service providers to provide ICT enabled
processes and servers or infrastructure solutions on behalf of the company to company or
on behalf of the company. Outsourcing is buying the product or service from another firm

external to the company. (Tate & Bals, 2017).
Kern (2002) proposed a model where IT Outsourcing can be categorised as follows.

e Insourcing — All the company’s resources are under their own management.

e Traditional outsourcing — The outsourcer will take ownership of all the companies
resources and provide services that they company then buys from the outsourcer.
(Kern et al., 2002; Sebesta, 2013)

e Buy-In —External resources are provided to the company, and the company
manages these resources as they would manage their own staff (Kern et al.,
2002; Sebesta, 2013)

e Application Service Provider — The provider will provide remote resources on a
rental agreement to the customer and provide these services over the internet.
(Kern et al., 2002; Sebesta, 2013).

o Software as a Service (SaaS) —The external provider owns all the infrastructure
and software and rents it out to the customer on a per use basis.(Kern et al.,
2002; Sebesta, 2013).

In Summary, ICT Outsourcing is any ICT service, process or product that is created,
provided or produced and sold outside of the company and then bought by the company.
(Outsource Magazine, 1999; Tholons, 2017).

2.3.2 The main drivers for outsourcing
The research that was done by UCT (2008) revealed that the outsourcing decisions of

companies that are irrelevant of company size or type were cost, in-house expertise and

core functions.(Johnson et al., 2008).

In Letica’s (2016) study it was found that management decided to go for outsourcing and
its primary driver cost reduction, and only after cost reduction, would the secondary driver

be to focus on the companies key activities. (Letica, 2016)

Competitive advantage comes from companies that can provide products of a superior
guality at a low cost complicated by the ability that a company should have to react to
market changes very quickly and adapt accordingly. This means that companies are

driven towards focusing their core activities on those components that they specialise in



the most (their core), and then outsource the rest to companies whose speciality it is to

run those outsource activities for them.(Letica, 2016)

2.3.2.1 Costis adriver of ICT Outsourcing
The main reason for outsourcing a company’s ICT services is related to cost (Letica,

2016). Qu, Oh and Pinsonneault (2010) research indicate that cost reduction from
outsourcing contributes indirectly to the firm's performance. (Qu et al., 2010), This was
also highlighted by Grama and Pavaloaia (2014) in which it was concluded that
diminishing IT costs is one of the biggest drivers towards why a company should
outsource (Grama & Pavaloaia, 2014). ICT resources are the most expensive part of any
business and ICT Outsource companies can leverage on the economies of scale and
utilise expensive resourced across multiple clients making it possible to significantly
bringing down the utilisation cost of that resource that small companies would not be able
to achieve. (Barthelemy, 2001).

In a study (Lacity & Willcocks, 1998) that 61 case studies over 40 companies covering
141 executives found 5 interesting cost-saving decisions that they found in Outsourcing,

Namely:

1) If a company only selectively outsourced its IT, it found better cost saving than
if they would if it totally outsource or insource its IT.

2) If the IT managers and the senior executives worked together and make their
IT decisions together they achieved higher cost savings than those who did
not make the decisions together.

3) The more proposal and bids from external and internal outsourcing providers
were considered, the better cost savings were experienced compared to
companies that only considered external bids

4) ltis better to have short term outsourcing contracts than long-term contracts
as short-term contracts show better cost saving

5) The more detailed the contracts were the better cost savings were achieved.

2.3.2.2 Coreis a driver of ICT Outsourcing
The second factor relates to the core and non-core business functions. The company

should decide what resources to keep under its control and what functions to outsource.
All the functions that do not relate to the core function of the business can thus be
outsourced to a 3 party Outsourcer that can provide these services better than the
company can provide them internally. (Barthelemy, 2001; K. A. Johnston, T. Abader, S.
Brey, & A. Stander, 2009)



Qu (2010) also agrees that companies that outsource their functional IT units and their IT
infrastructure services will gain a better befit from outsourcing, than companies that

outsource their supply chain and core production services (Qu et al., 2010)

2.3.2.3 Risk Management is a driver of ICT Outsourcing
Johnston (2009), Benamati & Rajkumar (2002); Lee, Huynh, Kwok, Pi, (2003) Ketler &

Willems (1999) research all found that risk management is a key decision factor when it
comes to deciding if a company should outsource or not. Issues such as loss of control
over the company’s resources and deliverables, cultural and language barriers that would
exist when the two companies work together and complexity related to the infrastructure
are all factors that contribute to the impact of the outsourcing decisions that need to be
made. (Benamati & Rajkumar, 2002; K. Johnston et al., 2009; Ketler & Willems, 1999;
Lee, Huynh, Kwok, & Pi, 2003)

Cost cutting tool _ 59%
Enables focus on core business funcitons 57%
Solves capability issues 47%
Enhances service quality _ 31%
Critical to the business needs _ 28%
Access tointellectual capital _ 28%

Manages business environments 17%

17%

Drives broader transformational change

Figure 2: Motivations to outsource. (Deloitte Consulting Llp, 2016)

Figure 2 represents the survey results to show what percentage of respondents chose to outsource services
for specific reasons (Deloitte Consulting Llp, 2016)



The main ICT activities that are being outsourced
According to Dibbern (2004) infrastructure is the most outsourced function of all

businesses surveyed. It is also one of the most mature services that are being
outsourced. Other functions like systems analysis, project management, implementation
of systems, business processes and infrastructure implementations are also common

services that are being outsourced. (Dibbern et al., 2004; Johnson et al., 2008)

Network (voice) 61%
Application maintenance and support _ 60%
Network (data) |GG 55
Application hosting and support _ 58%
Application development/enhancements | EEGTGR 57
IT service desk 51%

End user device provisioning and support 46%

IT architecture design 19%

Figure 3: Current outsourcing (Deloitte Consulting LLP, 2014)

Figure 3 represents the primary services that was outsourced

In Deloitte’s 2016 survey (2016) the core reasons to outsource have moved from cost
toward value creation through innovation. This is largely due to the advancements in
technology and the fact that process improvement has been achieved. The survey
pointed out what customers wanted from outsourcing providers, was innovation and

value. (Deloitte Consulting Llp, 2016)

The best summary found in the literature was done by Bustinza (2010) on what

advantages companies traditionally obtain by perusing an outsourcing strategy.

e Converting fixed cost into variable costs

e To reduce cost in terms of employees, smaller capital investments

¢ Benefits of economies of scale utilised by specialised outsourcers

e Getting newly developed products to markets quicker

o To get the latest innovations and technologies through the outsource
companies and not needing to invest in them by the company

o To focus on the core of the business by applying your resources to the
activities in the business where they provide the highest value. (Bustinza
et al., 2010)
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2.3.3 Proposition:
The main drivers for ICT outsourcing are cost reductions and the focus on core business

functions.

2.4 INSOURCING

2.4.1 Whatinsourcing is

Insourcing is a term used to describe when a company takes back the service that they
have previously given to an outsource company to provide. (Alwasel, Clegg, & Schroeder,
2016; Bekker, 2017). The company does not rely on an external company or person to

provide the service

“(Investopedia, 2010). Dibbern (2004) defined insourcing as where a company uses its
own internal Information Technology (IT) department to get IT services from.

2.4.2 The main drivers for insourcing
Foerstl’s research (2016) indicates that although insourcing has been discussed in the

press the academic literature is limited. He continued to argue that the persistent question
that remains fragmented in literature is, that the drivers for insourcing are related to the
failures to realise the cost benefits that are promised initially by outsourcing strategies,
and management’s attitude toward the hidden costs and risk over loss of control over
operations (Foerstl et al., 2016)

2.4.2.1 Core /Supplier Performance is a driver of ICT insourcing
In the Deloitte (2016) Global survey it was found that cost moves to the second position.,

The primary position goes to supplier performance. Supplier performance relates to how
the to outsource supplier delivered the services that were outsourced to them in
comparison to what the company originally envisioned the benefit would be. (Deloitte
Consulting LIp, 2016) . The envisioned benefit for IT outsources companies revolves
around that fact that IT outsourcing companies focus on continued innovation and cutting-
edge technologies and if that did not directly materialise in the core service improvements

the company envisioned, then they will insource (Bustinza et al., 2010; TSSA, 2016).

Companies that insource will receive a higher benefit from knowledge sharing and
coordination if they retain their core business functions like their production and supply

chain services, (Qu et al., 2010)

2.4.2.2 Costrealisation is a driver of ICT insourcing
The 2016 survey by Deloitte(2016) confirmed this - that companies considered insourcing

due to the cost realisations that were envisioned originally not materialising. (Deloitte
Consulting Llp, 2016) (Hartman, Ogden, Wirthlin, & Hazen, 2017)
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A company that did not outsource their IT services correctly would find it more costly to
outsource in comparison to a company that did (Lacity & Willcocks, 1998) and thus the
company would likely reconsider its outsourcing decisions and then insource these
services (Lacity & Willcocks, 1998).

Barthelemy (2001) also substantiated these findings in his report which shows that
companies are outsourcing 38% of their IT functions. Of the 50 companies surveyed 14%
deemed their outsourcing operations were considered as unsuccessful, the key factor

was costs that could not be pinpointed by management. (Barthelemy, 2001)

Wen Guang Qu (2010) research found that some companies found great success in
outsourcing, but other companies found better results by insourcing. However, it depends
on what type of business they are in and what role IT plays in their company. Qu found
that IT insourcing is more beneficial to companies that keep their business process
development in-house, and he concluded by advising that companies should move IT into
their core business strategies and be involved in the development of their IT resources.
(Qu et al., 2010).
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2.4.2.3 Incorrect inputs are drivers of ICT insourcing
Qu’s research showed that IT business processes showed significant benefits from

insourcing over outsourcing specifically the enhanced coordination and shared
knowledge the core business and IT departments received from working together
internally. (Qu et al., 2010). Management that received incorrect input from consultants,
and used incorrect measurement criteria to make the outsourcing decisions initially were
found to insource the services that were outsourced. (Foerstl et al., 2016; Hartman et al.,
2017; Tate, 2014)

Offshore supplier performance M__ 72%
Inability to realize cost advantage *— 449
Customer perceptions ‘Io-——- 28%
Time zone considerations ‘t-m-—- 28%

Social beliefs pum———— 17%

Government incentives p—=—11%

Figure 4: Main drivers to outsource (Deloitte Consulting Llp, 2016)

Figure 4 represents what the drivers were when companies chose to outsource their services (Deloitte
Consulting LIp, 2016)

2.4.3 Proposition:
The main drivers for ICT insourcing are the non-realisation of the original outsourcing

benefits, specifically the cost reductions and the lack of materialisation of increased

performance in the core services.

2.5 IS THERE A TREND FOR ICT INSOURCING AND OUTSOURCING?
Foerstl (2016) studies suggest that the outsourcing trend is being reversed towards

insourcing. The study continues to indicate that 40% of managers observe that the
outsourcing decisions are being reversed within 5 years of the initial outsourcing decision
(Foerstl et al., 2016; Tate, 2014). Deloitte (2014) looked at the insourcing trend but in the
following (2016) survey Deloitte did not focus on the trend but simply focussed on what

services were being outsourced. Limited studies exist to determine if there is a trend.
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The studies that were mentioned focused on the drivers of outsourcing or insourcing.
Their results indicate that there is a gap in the literature to fully answer the question.
There is a definite need for further research in this area. (Deloitte Consulting LLP, 2014,
2016; Foerstl et al., 2016; Tate, 2014)

2.5.1 Proposition:
There does seem to be a trend, but further research is needed to confirm how extensive

the trend is and determine the reasons that the trend may exist.

2.6 CONCLUSION
Outsourcing companies focus on specialising in services that they can provide to

customers. This gives them the ability to apply the latest technologies and innovations
into the services that they provide, they can also employ highly skilled and expensive
personnel and resources but due to the economies of scale that outsourcers have over
other companies, the outsourcers can cross utilise these resources across customers to
offset the cost. This makes outsourcing an attractive option seemingly with the promise to

reduce costs and give the company the freedom to focus on its core services.

Insourcing, on the other hand, is a combination of lessons learned from what should and
should not have been done in the initial outsourcing contracts and technologies that
continued to enhance beyond the original need of the business. Such enhancement may
require more technical skills to manage these systems than originally envisioned in the

outsourcing industry.

What has not been found in the literature reviewed is extensive research on whether
there exists a trend towards outsourcing and then insourcing and then outsourcing.
Again, it can be seen from the literature that companies ebb and flow between these
decisions, and as the outsourcing industry matured so did the scale of outsourcing
(Deloitte Consulting LLP, 2014; Gartner_inc, 2012)

The question whether there is an ebb and a flow between outsourcing and insourcing
factors has been answered in the literature reviewed with a clear ‘yes’. However, the
guestion regarding why the same company would repeatedly outsource previously
insourced services has not been covered sufficiently in the literature that has been

reviewed. Hence the need for this research.
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3 RESEARCH METHODOLOGY

The structure of the research methodology section that follows outlines the paradigm that
was used to view the knowledge, the approach, procedure for data collection and the

method that was used for the analysis of the data.

3.1 RESEARCH METHODOLOGY / PARADIGM
Based on the research done in the literature review it was gathered that there are a very

limited number of studies that focus on what triggers the outsourcing practice in South
Africa and fewer still that focus on the insourcing practice. But the research on the
reasons for a correlation between the two is still in need. Hence data collection on the two
core topics namely outsourcing and insourcing decisions was conducted with secondary
data from literature done in prior research. The trend analysis was also done with

secondary data from previous research studies and found in the literature reviewed.

The core of the study, namely why there is a trend, the drivers of the trend to outsource,
then insource, thereafter outsource again and continue in this cycle, was done with
gualitative research. This was done through the medium of individual interviews.
Interviews enabled the researcher to acquire the information (in the secondary data)

needed to assist with determining the criteria for a trend.

3.2 RESEARCH DESIGN
The research was designed to get the core answers to the main problem and

subproblems through interviews. Interviews gave the advantage to provide rich open-
ended guestions with their relevant answers that responded to the “why” questions. The
disadvantages were access to the right individuals to interview, ensuring that the correct
guestions were asked, ensuring that the answers were correctly interpreted. The
interviews also got background information that is related to the main and sub-problems
from the survey questions that was also asked in the interview. A qualitative thematic
content analysis was done to ensure the trends and correlations are identified per the
problem themes. A deductive approach for analysing the data was done to identify a

trend from the data gathered.

The advantage here was that the data are easily accessible, easy to interpret, and
reliable. The disadvantage however was that if more in-depth research was needed then
some of the data might have been restricted and authorization would have been needed

to gain access to this data.
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3.3 POPULATION AND SAMPLE

3.3.1 Population

For this research, it was crucial that the population in the target group was made up of
individuals who are directly involved in insourcing or outsourcing strategy decision
making. Thus, the population in the target market was made of decision makers in public
listed, parastatal and outsourcing companies in South Africa. The specific roles in the
population that were selected for the interviews and surveys were CIO, COO and CFO
roles, account managers, service delivery managers and contract managers. These roles
require direct influence and involvement in contracting decisions made for the

organisation.

3.3.2 Sample and sampling method
The sampling method was primarily Convenience Sampling specifically snowball

sampling.

Sampling Frame: The selected population work in South Africa across various industries
that had services Insourced and or Outsourced. Specific focus was placed on the ICT

services but not limited to this service only.

Known decision makers were selected that had been previously involved in the decision-
making process when insourcing or outsourcing strategies were made, to enable the
researcher to obtain the sample for the interviews, The researcher sought out companies
that are known in the media or known to the researcher, that had services previously
outsourced and insourced. Like Eskom and Transnet and T-Systems. Then the
researcher contacted potential networkers that might be able to introduce the researcher
to these individuals to obtain their consent to be interviewed. The interviewees that then
agreed to the interview was then asked at the end of the interview if they can recommend
any additional potential interviewees that the researcher could interview that had the
appropriate exposure to be representative of the population and sampling frame that was
able to answer the specific interview questions. Those recommended contacts were then

contacted and interviewed.

For the online survey, a contact list of the population sampling frame was gathered, this
frame selected individuals that have previously worked in an insourced or outsourced
service. Voluntary response sampling was utilised to obtain the survey responses..
Snowball sampling method was also used here and the survey were forwarded to over
300 potential respondents. Of those respondents over a 100 chose to complete the
survey that enabled the researcher to obtain a larger sample and remove some of the
bias and introduce more random factors and more industries to ensure that the sample

remained representative of the population.
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The reason these above methods was chosen was due to the nature of the research. A
limited number of individuals are involved in insourcing and outsourcing strategy
decisions that had the appropriate trends and timelines. To obtain the appropriate
population sample, convenience sampling was used as the researcher’s ability to gather
the sample size regarding whom to survey and or interview was available but to obtain
the right sample size snowball sampling needed to be used to get the appropriate

respondents

3.4 THE RESEARCH INSTRUMENT
The researcher was the primary instrument, open and closed questions was asked in

interviews. Exploratory factor analysis and thematic content analysis was then be

undertaken.

3.5 PROCEDURE FOR DATA COLLECTION
A combination of thematic content analysis for interviews and a deductive approach was

done for the trend analysis. The author has access to one of the largest ICT outsourcing
companies in South Africa, with over 120 clients locally and much more internationally.
This access gives the author the ability to source data like, what companies have
outsourced any components of their IT, and then insourced them again over time. The
access also gives the author the ability to directly access the senior management of the
companies that are currently outsourcing their services to the ICT outsourcing company

that the author has access to.

3.6 THE PROCESS OF HOW THE RESEARCH WAS CONDUCTED.

| Duration | Start ‘ Finish
Identify Scope of data, gather data 21d  2017/05/08 2017/06/05
Analyse the data, identify what was outsourced, over what ti 7d 201706/06 2017/06/14
Postulate possible conclusions, guestions, assumptions, dec Td 2017/06M15  2017/06/23
Design the standard questionnaire 7d 2017/06/06 2017/06/14
Conduct a trial run with internal resources, and a trial run cus 5d  2017/06/26  2017/06/30
Identify appropriate individuals at the selected companies to 7d  2017/06/06  2017/06/M4
Conduct the interviews 16d  2017/07/03  2017/07/21
Write up the findings 16d  2017/07/03  2017/07/21
Compare and analyse the findings 17d  2017/07/03 2017107125
Discuss the findings 4d 2017707722 2017707126
Document Conclusions from findings 4d 20170726 2017/07/ A

Figure 5: Research Process
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Figure 5 represents the research process that was followed to conduct the research. Find the detailed

process included in Supplementary Document 1

3.7 DATA ANALYSIS AND INTERPRETATION
A combination of thematic content analysis for interviews and a deductive approach was

used for the trend analysis. The main risk with this type of research is access to data and
candidates to interview. To mitigate this risk, a larger sample set of candidates was

identified in step six of the process.

The second risk is that the candidates that were selected may not have had the relevant
data, or the information that they did have, may have been forgotten and tainted over
time. To mitigate this risk initial probing questions were asked when scheduling the
interviews to determine if the candidate had the relevant background, context and

answers.

The third risk was that the incorrect questions were asked. To mitigate the risk pilot
interviews were conducted to identify the correct and incorrect approaches and questions

to ask.

The fourth risk was that the data would be incorrectly interpreted. To mitigate this, risk a
3" party was consulted to help interpret the data from an independent point of view. A

peer review was also conducted to mitigate this risk.

3.8 LIMITATIONS OF THE STUDY
This study is limited to the South African context, in the ICT industry. Reference has

been made to outsourcing and insourcing decisions that were made within the last 20
years only. Companies that specialise in outsourcing ICT services were selected and
customers that had previously insourced and outsourced services with ICT Outsourcing
companies were selected. Individuals in both the outsourcing provider companies and the
insourcing companies were selected to be surveyed and interviewed. Large parastatal
companies such as Eskom, Transnet and Old Mutual outsourcing contracts were also

reviewed as part of this study.

3.9 VALIDITY AND RELIABILITY
The data used comes from peer-reviewed research in respected journals. The data was

also sourced directly from ICT Outsourcing company’s records. The interview candidates
have worked with or are employed at the specific companies that are being researched to

ensure validity.
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The interview transcripts were reviewed by peers to ensure that bias was removed and
that the open and closed questions were correctly interpreted without prejudice and also

to ensure that leading questions were not asked.
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4 RESEARCH PLANNING

4.1 TIME-TABLE
Table 1: Time Table (Below)

Table 1 represents the timetable that was followed to conduct the research

Task Name Duration | Start )]
|dentify Scope of data, gather data 21d  2017/05/08  2017/06/05
Analyse the data, identify what was outsourced, over what ti Td 2017/06/06  2017/06/14
Postulate possible conclusions, questions, assumptions, dec 7d  2017/06/15  2017/06/23
Design the standard questionnaire 7d 2017/06/06  2017/06/14
Conduct a tral run with internal resources, and a trial run cus Bd  20M7/06/26  2017/06/30
|dentify appropriate individuals at the selected companies to 7d 2017/06/06  2017/06/14
Conduct the interviews 15d  2017/07/03  2017/07/21
Write up the findings 15d  2017/07/03  2017/07/21
Compare and analyse the findings 17d  2017/07/03  2017/07/25
Discuss the findings Ad  2017/07/22 2017107726
Document Conclusions from findings 4d 20170726 201707731

Table 2: Schedule (Below)

Table 2 represents the schedule that was followed in gnat chart format to represent the duration of the

research visually

| Wy Jn Jd

8 i7 W g2 B Jnd il Jef8 boB| W2 W3 W% WDk

Iozaffy Sceps of cata gather datz 28 ALK 17069
Analyse the defa. ienffy whel was odtsoured over whetfi ¢ Niee NB
Foshulate possitle cencisios, questions. assumgtins, 0 T8 205 NITBL
Disitn the standerd uestomars 74 NM0ee 1m0
Condect 3 bial nn wit ntemdl resoumes. and a gl nn cis 5% MRS A6
ety aprpide e 2 e st compenieste. T4 0SNG 20O

Gt e s 5 AN A0
Wi g 15 AMTB. 20T
Conptea anase e s 1Tt AN A0S
Dz e i 4 MR RO
Deoumnt Conchsoes o s 9 MO0 2T
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4.2 CONSISTENCY MATRIX 1

Table 3: Consistency Matrix 1

Why do some companies continuously oscillate their strategic decisions to outsource and insource their ICT services?

Sub-problem Literature Review Hypotheses or propositions Source of data Type of data Analysis
or questions
decisions to Consulting Lip, 2016; ouct'so;{rcing a"g ::hos: and questionnaire Transcripts Thematic
reauctuons, an e 10CuUs ti . )
outsource ICT | Johnson, Abader, Brey, & on core business quesKons and | contentanalysis
Services in Stander, 2008; Letica, 2016) | functions. Questionnaire
South Africa responses
What drives the | (Deloitte Consulting LLP, The main drivers for ICT Interviews, surveys | Nominal - Interview,
decisions to 2014; Foerstl, Kirchoff, & Bals, | insourcing is the non-realisation | and questionnaire Transcripts Thematic
insource ICT | 2016; Qu, Oh, & Pinsonneault, | of the original outsourcing questions. and content analysis
SEervices in 2010; Tate, 2014) benefits, specifically the cost Questionnaire
South Africa reductions and increased responses

performance in the core services
not materialising.
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4.3 CONSISTENCY MATRIX 2

Table 4: Consistency Matrix 2

Why do some companies continuedly oscillate their strategic decisions to outsource and insource their ICT services?

Sub-problem Literature Review Hypotheses or propositions Source of data Type of data Analysis
or questions

Is there a trend | (Deloitte Consulting LLP, There does seemto be atrend, | pyblic companies and Ordinal A deductive
to insource 2014, 2016, Foerstl et al., but further research is needed to | parastatal public records, approach will be
previously 2018) confirm how extensive the trend Company Reports, ICT done for the trend
outsourced ICT is and uncover why the trend Company Records, analysis.
services in exists. Company’s Financial
South Africa Statements.
and then re-
outsource
them?
Why is therea | Very limited research exists. The propositions will become Actual interview and Nominal — Interview
trend to This study's purpose is to clear as the study progresses. questionnaire questions | Transcripts Thematic
insource undertake this research and From initial interviews the that will provide the data | @nd content analysis
previously understand why. preliminary data suggests that Cluestionnaire
outsourced ICT as companies so does their responses
services in needs and companies that have
South Africa once outsourced are more
and then re- comfortable as outsourcing as a
outsource solution for cost / core
them? improvements.
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5 PRESENTATION OF RESULTS

5.1 INTRODUCTION
The results of the surveys are presented in this chapter. There was a total of 107 survey

respondents in the sample in the South African ICT market, ranging from different

industries and different company sizes.

The results from the interview are also be presented here. There was a total of 10
interviews done with individuals who have directly been involved in outsourcing and

insourcing in the ICT Industry in South Africa.

5.2 FINDING 1 (OUTSOURCING DRIVERS)
There is a common theme across all the participants surveyed. This is supported by the

interviews themselves, namely that the top drivers to outsource a service are:

e Qutsourcing is seen a cost-cutting tool.

e Qutsourcing enables business to focus on their core business.

e It solves capability or capacity issues.

e Qutsourcing provides access to intellectual capital or innovation.

e Qutsourcing allows for better management of internal business environments.
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5.2.1 Surveys results for question 1 (Drivers to Outsource)
Table 5: Survey Results Q1

# Field | Minimum | Maximum | Mean Std | Variance | Count
Deviation

1 Cost cutting tool 0.00 100.00 | 65.11 25.31 640.70 83

2 Enables focus on core 0.00 100.00 | 71.21 22.27 496.05 85
business functions

3 Solves capability / 0.00 100.00 | 64.75 23.59 556.72 83
capacity issues

4 Enhances service 0.00 100.00 | 56.13 26.14 683.54 76
quality

5 Enhances service 0.00 100.00 | 56.42 25.55 652.87 77
delivery

6 Service is not critical to 0.00 100.00 | 48.58 30.79 948.24 73
the business

7 Access to intellectual 0.00 100.00 | 57.70 26.01 676.46 79
capital or innovation

8 Better management of 0.00 100.00 | 56.49 24.04 577.78 73
internal business
environments

9 Drives broader 0.00 89.00 | 42.74 25.03 626.53 72
transformational change

10 Need short term skill / 0.00 100.00 | 55.46 28.94 837.74 78
project

11 Other 0.00 100.00 | 28.52 3556 | 1264.84 44
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What are the main drivers to Outsource a service?
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Figure 6: Survey Results Q1 Graph
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5.2.2

Interviews results for question 1 (Drivers to Outsource)

Table 6: Interview Results Q1

# Field Top Second Third Fourth Fifth
Driver Driver Driver Driver Driver
1 Cost cutting tool 86%
2 Access to Critical Skills 71%
3 Enables focus on core 57%
business functions
4 Better Quality Service 28%
from Outsourcer
5 Access to Innovation 14%
Drivers to outsource
80 71%
70 .
0 57%
50 43% 43%
40 29%
30
20
10
0
Top Driver Second Driver Third Driver Fourth Driver Fifth Driver

B 1 The company can deliver the service better internally

B 2 Company strategy changed

3 Better control of service management

B 4 Poor performance by outsource company

1 5 Enhances service quality / service delivery

Figure 7: Interview Results Q1 Graph
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5.2.3 Conclusion regarding finding 1(Drivers to Outsource)
The research results support the findings in the literature reviews done for global

international business. The survey results differ slightly from the interviews conducted
where the interviews ranked the drivers in a different order to what was found in the
surveys. “Cost cutting tool” came out as a significant primary driver in the interviews,
while “Enables focus on core business functions” came out as the primary driver in the

surveys.

5.3 FINDING 2 (DRIVERS TO INSOURCE A SERVICE)
A common theme exists across all the participants surveyed and is also supported by the

interviews which show that the top drivers to insource a service are:

e poor performance by outsource company

e the company can deliver the service better internally
e company strategy changed

e Dbetter control of service management

¢ enhances service quality/service delivery
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5.3.1 Surveys results for question 2 (Drivers to Insource)

Table 7: Survey Results Q2

# Field | Minimum | Maximum | Mean Std | Variance | Count
Deviation
1 Poor performance 0.00 100.00 | 63.97 26.21 686.82 73
by outsource
company
2 Technology 0.00 96.00 | 60.72 25.27 638.37 72

matured and the
company could

deliver services

internally
3 Cost cutting tool 2.00 100.00 | 59.63 26.90 723.57 72
4 Outsourced service 0.00 100.00 | 58.17 27.37 749.11 70

is now a part of
core business

functions

5 Solves capability / 0.00 100.00 | 48.50 25.97 674.28 60

capacity issues

6 Enhances service 3.00 100.00 | 61.40 22.95 526.56 63
guality / service
delivery

7 Company strategy 4.00 100.00 | 63.74 22.55 508.51 76
changed

8 Access to 0.00 90.00 | 55.44 23.58 556.02 61

intellectual capital

or innovation
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What are the main drivers to Insource a service?
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Figure 8: Survey Results Q2 Graph
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5.3.2

Interviews results for question 2 (Drivers to Insource)

Table 8: Interview Results Q2

B 1 The company can deliver the service better internally
B 2 Company strategy changed

3 Better control of service management
M 4 Poor performance by outsource company

B 5 Enhances service quality / service delivery

# Field Top | Second Third | Fourth Fifth
Driver Driver | Driver | Driver | Driver
1 The company can deliver the 71%
service better internally
Company strategy changed 57%
3 Better control of service 43%
management
4 | Poor performance by outsource 43%
company
5 Enhances service quality / 29%
service delivery
Motivations to Insource
80 71%
70 .
0 57%
50 43% 43%
40 29%
30
20
10
0
Top Driver Second Driver Third Driver Fourth Driver Fifth Driver

Figure 9: Interview Results Q2 Graph

5.3.3 Conclusion regarding finding 2 (Drivers to Insource a service)
The literature review highlights three top drivers to insource, namely 1) poor supplier

performance 2) cost efficiencies and 3) IT becoming part of core business functions.
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The surveys found that the opinion that companies can deliver the services better
internally as a top driver, followed closely by poor performance by outsourcing suppliers

and strategy that changed also came out as a strong driver.

In the interviews conducted the results reflected the answers received in the survey more
than in the literature review, namely that that company can deliver the services better

internally is a stronger driver than cost when the decisions were made to insource.

5.4 FINDING 3 (INSOURCING OUTSOURCING TRENDS)
The research has shown that there is indeed a trend where companies insource

outsourced services. The research survey found 61 examples where companies
insourced an outsourced service and then outsourced that service. This trend

does not appear to be common but it does exist.

5.4.1 Industry trends
Financial Services were identified as the industry that had the highest example of

insourcing outsourcing trends, closely followed by the IT industry.

The interviews also revealed a correlation with the survey answers and the
interviewees could provide more detailed answers and details regarding the
content around which companies and services changed sourcing strategies

between outsourcing and insourcing.
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Figure 10: Industries Trends Respondents.

Figure 10 represents the count of how many respondents were surveyed from different industries.

5.4.2 Timelines for the Insourcing and Outsourcing Cycle.
The literature review highlighted that outsourcing decisions are being revisited within 5

years. The surveys support this as 3 to 5 years was highlighted as the most frequently
selected timeline for when the cycle tends to be repeated. The Interviews also supported

this timeline of 3-5 years.
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What is the most frequently selected timeline for the outsourcing insourcing trend

cycle?
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B Count

Figure 11: Timelines of Outsourcing.

Figure 11 graphically represents the timelines that the survey respondents selected of when (in years) when
asked when they believe companies usually change their outsourcing and insourcing strategy. The majority
believed that companies change their strategy every five years followed by three years.

5.4.3 Conclusion regarding finding 4 (Insourcing Outsourcing trends)
The research has shown that there clearly exists a trend where companies outsource a

service, then insource that service, and thereafter outsource that service. The data shows
that the financial services industry is the top one in which such experiences occur. This
holds true even though there was no specific selection favouring the financial services
industry. The sample used is purely a random one in this regard.

The trend to change the company’s insourcing or outsourcing strategy tends to repeat

every 3-5 years on average
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5.5 FINDING 4 (WHAT ARE THE MAIN DRIVERS FOR THE TREND TO

CONTINUOUSLY INSOURCE AND OUTSOURCE A SERVICE)
The drivers for the trend tend to differ among industry, the life cycle of the business,

technology maturity and the point at which the company is in that life cycle and if itis a
service provider or a service recipient. The main drivers across all the interviews and the

survey responses are:

maturing of technology
Speed agility needed that only insourcing or outsourcing can provide
Change of cost benefits Customer needs / Business focus changed over time

Internal/external company could deliver the services better

a > w e

Perceived benefits of outsourcing did not realize

5.5.1 Surveys results for question 4 (What are the main Drivers for the trend to
continuously insource and outsource a service?)
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Table 9: Survey Results Q4

Field | Minimum | Maximum | Mean Std | Variance | Count
Deviation

Strategy changed 0.00 100.00 | 56.26 26.76 716.05 58

Technology 0.00 100.00 | 50.40 28.05 786.99 48
matured

Cost benefits 0.00 100.00 | 68.63 21.87 478.16 56
changed

Customer needs / 0.00 100.00 | 53.75 27.64 764.06 48
Business focus
changed over time

Internal / external 0.00 100.00 | 60.11 26.37 695.27 53
company could
deliver the services
better

Service became 0.00 92.00 | 55.33 27.61 762.49 45
part of core internal
business functions.

Need to control 0.00 100.00 | 57.73 27.14 736.82 45
intellectual property

Speed &amp; 0.00 100.00 | 63.00 24.25 588.24 51
Agility needed that
only insourcing or
outsourcing can
provide

Personal 0.00 100.00 | 47.17 29.76 885.68 48

preference
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Question 4 What are the main drivers for the trend to continuously insource and outsource a service?

70 68.63
63
&0 G601 -
56.26 35.79 59.33
0.4
50 4717
40 3748
30
20
10
0
Cost Speed & Perceived Internal / MNeed to Strategy Perceived Service Customer Technology Personal Other
benefits Agility benefits of external control changed benefits of became part needs / miatured preference (please
changed needed that outsourcing company intellectua insourcing of core Business specify
only did not could | property did not internal focus below)
insourcing realize deliver the realize business changed
or 3EMVices functions. over time
outsourcing better
can provide
M Mean

Figure 12: Survey Results Q4 Graph

Figure 12 ranks the survey answers to question 4 from high on the left to low on the right. Over 68.63% of the respondents selected Cost Benefits changed as the primary

answer to question 3
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5.5.2 Interviews results for question 4 (What are the main Drivers for the trend to
continuously insource and outsource a service)

Table 10: Interview Results Q4

Table 10 represents the interview answers to question 4. 57 % of the respondents nr 1 and 2 on the table as

the answer to question 4

# Field Top | Second | Third | Fourth Fifth

Driver Driver | Driver | Driver | Driver

1 Technology matured 57%
2 Cost benefits changed 57%
3 | Customer needs / Business focus 43%

changed over time

4 Internal/external company could 29%
deliver the services better

5| Speed & Agility needed that only 29%
insourcing or outsourcing can

provide

Interview Results Q4 Graph

60% 57% 57%
° 43%
40% 29% 29%
0%
Top Driver Second Driver Third Driver Fourth Driver Fifth Driver

B 1 Technology matured
M 2 Cost benefits changed
3 Customer needs / Business focus changed over time
B 4 Internal / external company could deliver the services better

B 5 Speed & Agility needed that only insourcing or outsourcing can provide

Figure 13: Interview Results Q4 Graph
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Figure 13 graphically represents the data shown in table 10

5.5.3 Conclusion for question 4 (What are the main Drivers for the trend to
continuously insource and outsource a service)
In both the surveys conducted and in the interviews performed the same drivers were

indicated, namely 1) The cost-benefit of outsourcing/insourcing changed, 2) speed &
agility needed that only insourcing or outsourcing can provide, 3) customer needs /
business focus changed over time. The driver “Perceived benefits of outsourcing did not
realize” only occurred in service recipients interviewed, and “Internal/external company

could deliver the services better” only occurred in service providers interviewed.

5.6 SUMMARY OF THE RESULTS
The interesting thing that came from the research is that cost cutting is one of the main

drivers for both insourcing and outsourcing and thus it is also a driver for the repetitive

trend on in/outsourcing as the cost is used to gain a competitive advantage.

The research has also shown that companies’ core business components change over
time and as such so does their strategy to outsource and insource. ICT, for some
industries used to not be a part of core business and as such it was outsourced. As ICT
became part of a company’s own competitive advantage it then insourced that service,
only to realise that it does not need all the components of the ICT stack to be insourced.
Thus certain components of the ICT stack that can be commoditised becomes
outsourced while services related to intellectual property and competitive advantage

producing aspects of the business is retained in-house.

It was also found that there is a trend to repetitively insource outsourced services and
then outsource them again. The main drivers for this again are cost advantage was driven

and speed and agility that is gained from outsourcing or insourcing.
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6 DISCUSSION OF THE RESULTS

6.1 INTRODUCTION

The first sub-problem was to identify the driving factors behind decisions to outsource

ICT services in South Africa

The second sub-problem was to identify the driving factors behind the decisions to

insource ICT services in South Africa

The third sub-problem was to determine if there is a trend to insource previously
outsourced ICT services in South Africa and then re-outsourced them.

The fourth sub-problem was to determine the driving factors leading to the existence of

such a trend (if it exists)

6.2 DISCUSSION PERTAINING TO RESEARCH QUESTION 1
(WHAT ARE THE DRIVERS TO OUTSOURCE A SERVICE?)

6.2.1 The literature review
From the literature review, it was proposed that the main drivers ICT outsourcing are

1. cost reduction and,

2. the focus on core business functions.

6.2.2 The survey
The survey data reflects what was found in the literature reviewed, that the top drivers

are:

It enables focus on core business functions
Viewed as a cost-cutting tool

3. solves capability/capacity issues

6.2.3 The interviews
The interview data reflects what was found in the literature review and in the surveys

conducted that the top drivers to outsource a service are:

cost cutting tool
access to critical skills

access to innovation

P w D P

enables focus on core business functions
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5. better quality service from outsourcer

6.2.4 Discussion

6.2.4.1 Outsourcing is used as a cost-cutting tool and to gain access to critical skills and
innovation
The theme that emerged from the literature review and the research is that outsourcing is

used as a cost-cutting tool. What is interesting about this theme is that the literature and
the surveys could not clearly specify why this theme emerged as a top driver, and why it

was not consistently chosen by all the survey participants but only by some patrticipants.

The reasoning that outsourcing is mostly used as a cost-cutting tool was explained and
elaborated on by several Interviewees who have been involved in the ICT outsourcing
market for a long time. Interviewee “C” explained it the best by labelling companies that
outsource a service for the first time as first generation outsourcing contracts. As these
contracts get renewed these contracts then become second generation outsourcing
contracts and so on. Interviewee “C” elaborated that in first generation outsourcing
contracts a client can expect a 20 — 30 percent cost savings if they move their services to

an outsource partner.

This is mainly due to the large economies of scale that outsourcing firms use. The
outsourcing firms can acquire critically skilled resources, that tend to be too expensive to

employ otherwise. Such resources can be utilized across multiple customers.

For second generation outsourcing contract, the cost savings have largely been
achieved. However the customer will not get the same cost savings as a first-generation
outsourcing contract. In the second-generation outsourcing contract, the customer looks
for innovation from the outsourcing firm to obtain competitive advantage in other words or
costs savings through innovation. Interviewee “A” reflected that outsource clients are after

cost savings especially as their outsourcing contracts mature.

The concern for business here is that a business is outsourcing contracts are exactly that,
it is a contract that is designed to deliver a set of services in a specific way at a specified
cost. The outsourcer is motivated to absorb costs internally to increase their own profit
margins. As such, they cut their supply chain costs down to the bone so that they can do
more with less. The expectation is that these costs savings then gets passed to the

customer. However, if the outsourcer passes the cost savings on to the customer then
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the outsourcer cannot increase their profits since they cannot increase their prices to the
customer because of the outsourcing contract. The only option available for the
outsourcing supplier is to pass on only the contracted amount of saving to the customer
and more aggressively cut their internal or supply line costs. But the issue with this is that
the outsource contract is designed with a set number of resources, so the only option that
the outsourcer has is to either cut resources, automate or lose profit margins. If the
outsourcer absorbs cost, what happens is that the customer pays for a 100% service but

the outsourcer only delivers exactly what is needed to make the contracted service levels.

For example, company A outsourced its telephone service desk. The contract is designed
to cater for the service desk answering 2000 calls a day. On day one of the contract the
service desk manager has 100 staff members answering the calls. The end user waits
about 2 seconds on the phone before it gets answered and 5 minutes before their
problem is resolved. The contracted service levels are 15 seconds to answer a call and
15 minutes to resolve the incident on the phone. In year 3 of the contract, the service
desk manager sees that they only need 70 staff members on the service desk because
they only receive about 1500 calls a day. This cost saving of 30 resources has a direct
impact on the outsourcers bottom line. But the net effect is that the end user has to wait
the maximum service level times on the call. It is exactly what was contracted but their
frustration from the end user side. They only see that they used to get a 2 second answer
time and as the years passed they perceive the outsource service providers’ servers has
degraded and they get frustrated. Everyone is doing exactly what was asked and is in

accordance with the contracted terms but the users are not happy.

6.2.4.2 Enables focus on core business functions
All the interviewees reiterated the main reason that companies should outsource. The

interviewees mentioned many examples of companies that needed to focus on their core
business functions and did not see ICT as part of their core function. So they outsourced
ICT as a result with the intention to enable that the company invest time, resources and

management overhead into core business functions that give competitive advantage.

Interviewee “E” uses an example of a large utility provider for which the core business
focus was to generate electricity and decided to outsource their ICT functions to an
external provider so that they could focus on generating electricity. Interviewees “A, B, C
& F” and the literature reviewed also mentioned that ICT is largely a commodity-based
service and the IT can be sold and consumed by any customer. Thus, the competitive

advantage could no longer be obtained from the bottom of the ICT stack and as such
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companies should focus on their own competitive advantage that is largely received from

the higher levels of the IT stack. (Image below).

y Dev Ops Use Cases

Services Security

Platforms

Social Mobile
Infrastructure

loT Analytics

Figure 14: IT Stack of services. (SailnfoComm, 2017)

Figure 14 graphically represents the traditional stack and cloud IT stack of services to show how the different
layers are stacked on top of one another to illustrate how the new cloud IT stack differs from the traditional

stack of services. (SailnfoComm, 2017)

The interviewers concluded that the bottom of the IT stack is where the largest portion of
the current outsourcing market lies, but it also has the smallest margins. This it is
becoming a volume game where the more customers an outsourcer can acquire the
better economies of scale it can have and the more it can invest in innovation into its own
technologies to provide better services to more customers. Interviewees “B and F”
mentioned that cloud is currently the biggest outsourcing commodity that customers are
using in their digital roadmap toward industry automation, artificial intelligence and digital
neural networks will transform the ICT industry and it is likely that these will be the next
generation of outsourcing services being provided to customers due to the cost and the
advantages that customers can access to only buy what they need in the “as a service”
models. This will enable the customer to become more focused on its core business
functions that differentiate it from their competitors and only buy the IT that it is needed
when it is needed.
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6.3 DISCUSSION PERTAINING TO RESEARCH QUESTION 2
(WHAT ARE THE DRIVERS TO INSOURCE A SERVICE)

6.3.1 The literature review
The literature review showed that the main drivers for ICT insourcing are;

1) the non-realisation of the original outsourcing benefits, specifically the cost
reductions

2) increased performance in the core services not materialising.

6.3.2 The survey
The survey respondents overwhelmingly chose 3 of the top 5 categories relating to the

need for better quality of service delivery and better management of services. The other
category with the second highest nomination reflected what was found in the literature
review namely that the company perceived the poor performance of the outsourcing
company to deliver the contracted services. The third category mostly chosen by the
survey respondents reflect that the company’s strategy changed. It can be interpreted
that the strategy may have changed because of the other drivers noted and as a result,

these drivers are considered to have value as factors that contribute to strategy change.

6.3.3 The interviews
The interviewees’ responses agreed with what was found in the literature review and in

the survey respondents, but more detailed reasoning and examples were given of

companies which insource that support the following reasons:

1) Better perceived management, control and delivery of quality services if the
company insources their services.

2) Strategy changed over time.

6.3.4 Discussion
It can be seen from the literature review, survey respondents and the interviewees that

the perception of quality service delivery is an important driver to insource, and as such, it
is an interesting metric because it is very difficult to measure and even more difficult to

contract.

Financial services was found to be the industry that most respondents to the survey
identified as an industry where services are continuously insourced and outsourced. The
interviews on the other hand very clearly came back with 100% of the interviewees
stating that the banking services sector were renowned for retaining all their ICT services

in-house and not outsourcing any of them. But the insurance sector had the opposite
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indication. The insurance sector outsources its ICT services more than the banking
sector. The interviewees highlighted that in banking services any downtime would
negatively affect its customer base and as such, they preferred to not outsource those
services to a third party. The insurance industry, on the other hand, does not have the
same urgency an insurance policy being underwritten an hour or so later than expected
has much less impact on service delivery than compared to a banking service being
delayed. Banking services receive hundreds of transactions per second and thus an

outage would have severe consequences.

6.3.4.1 Perception of Service delivery
Interviewee “H” explained that although a customer can contract specific customer

satisfaction KPI's and specific SLA to define a satisfactory service delivery from a
contract level it does not mean that the perception of the service delivery is satisfactory.
But to understand this from an SLA level refer to the example given in 6.2.4.2. For KPI's
customer satisfaction is an unreliable metric to use since only a certain type of individual
will complain or compliment the service. Most people will not do either and just grumble at

the water cooler, Interviewee “H” explained.

From the literature, we can see that the original cost saving that was perceived from
outsourcing is also mostly under calculated or under-realized. This is supported by
Interviewee “M” in his explanation of first-generation outsourcing contracts being the only
type that receives a significant cost saving advantage over the other generations that

follow.

For example, if a customer has 100000 service tickets a month and the SLA states that
95% of all requests need to be serviced within 8 hours. If the outsource service provider
meets this service level in a month, it still means that 5% of the service tickets are not
served within 8 hours. Thus the service provider has 5000 different end users who are not

happy with the contracted service that they received.

6.3.4.2 Strategy Changes
The strategy that changes over time is the second highly indicated driver in the survey,

and the interviews conducted uncovered that the reason that the strategy changed, the
reason that the expectation of service delivery value that was received in the outsourcing
contract was not realised. Cost also came out strong in terms of what drives the
insourcing strategy change. Cost, however was not a direct calculation but rather a result
of perceived lack of value and the lack of innovation brought to the client by the

outsourcing vendor. The cost calculation was then made and in some cases, the
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customer believed that they could better deliver that innovation internally and so

insourced those components of the outsourcing contract.

6.4 DISCUSSION PERTAINING TO RESEARCH QUESTION 3
(IS THERE A TREND TO INSOURCE PREVIOUSLY OUTSOURCED ICT SERVICES IN
SOUTH AFRICA AND THEN RE-OUTSOURCED THEM?)

6.4.1 The literature review
The literature suggested that there is indeed a trend, but not all companies and industries

experience this trend.

6.4.2 The survey
From the surveys conducted the financial services industry and the IT Industry showed

the most examples of companies that followed this trend.

The surveys also confirmed what was highlighted in the literature that the average time

when the strategy is changed between 3-7 years

6.4.3 The interviews
The interviewees were specifically selected due to their possible exposure to this trend

and as such, they have all witnessed this trend and agree that on average companies
outsource every 3-7 years with 5 years being cited in more than 60% of the interviews.

6.4.4 Discussion
From the literature, supported by the surveys and confirmed by the interviews, there

exists a trend where companies outsource a service, then later insource that same
service and then outsources the service again. The interviewees all highlighted that the

main reasons that there is a 3-7-year trend are:

1) Morse law

2) Contracting terms.

Technology matures very quickly and as a result, the outsourcing contracts were
originally designed to follow the technological maturation timelines. Interviewee “M”
mentioned that the large original outsourcing contracts had very long life spans, some up
to 20 years. But as the technology refresh cycle becomes shorter and shorter over time
so did the outsourcing contracts terms. The literature showed that 5.3 and 6.4 years is the
average contracting term, but the survey respondents and interviewees noted that

technology is maturing at a much faster pace today, to such an extent that a 5-year
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outsourcing contract would be deemed as too long, even a 3-year outsourcing contract is

too long as per Interviewee “M”

If, for example, the mobile app market is looked at it can be seen that a company can rent
access to a service on a monthly basis. Netflix and its service contracts illustrate this.
When one has a Netflix monthly subscription contract, one can either rent a movie online
one movie at a time at a fraction of the cost or a person can have access to all the movies

for a monthly subscription. ICT services are also moving toward this outsourcing model.

It has thus been deduced that the outsourcing trend will continue, but it will evolve into a
different model that is more component and commaodity-driven over a much-shorter

contracting period.

6.5 DISCUSSION PERTAINING TO RESEARCH QUESTION 3
(WHAT ARE THE MAIN DRIVERS FOR THE TREND TO CONTINUOUSLY
INSOURCE AND OUTSOURCE A SERVICE?)

6.5.1 The literature review
From the literature reviewed we can clearly see the drivers to outsource and insource a
service, but the literature is very limited in terms of what the drivers would be a continues

trend to oscillate between these two sourcing strategies.

6.5.2 The survey
The survey responses gave insight into what is perceived to be the main drivers in the

ICT market in South Africa, namely

1) the cost benefits changed
2) speed and agility needed

3) Expected benefits of outsourcing did not realise.
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6.5.3 The interviews
The interviewees gave the richest answers as to why each of these drivers might drive

the trend.

1) technology matured
2) cost benefits changed

3) customer needs or business focus changed over time.

6.5.4 Discussion
It can be deduced that the driver “cost benefits changed over time” was the main driver to

insource and to outsource, and a trend exists to cycle between these two strategies, then

the driver behind the trends would also be related to cost.

Interviewee “M” explained that the original outsourcing contracts were huge where the
outsourcing company on board an entire company ICT portfolio of services, companies
like Eskom or Transnet and Old Mutual was mentioned. As technology and the
outsourcing contract matured so did the customer needs. The drivers “technology
matured” and “customer or business focus changed over time” can be best illustrated by

the following model in 6.6.
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6.6 THE SEARCH FOR THE SOURCE MODEL
The basis of the model was designed around Maslow’s hierarchy of needs model, the

figure below is an example of the Maslow model to illustrate the origin of the outsourcing
model that will be discussed in section 6.7. The data received in the research, specifically
interviewee “A and M” responses were used to build the model. The data was then
combined with the basic ICT layers and then overlaid with the general services that ICT

provides to the industry.

Self-fulfillment

Psychological
needs

ingness and love needs:
intimate relationships, friends

needs:
m’m"ﬂm safety

Figure 15: Maslow hierarchy of needs. (Maslow, 1943)

Figure 15 graphically represents how the different needs are stacked on top of one another. The higher up
the pyramid one goes, the more reliant one is on the layers below. The sourcing model discussed below

follows the same design as the model in figure 15. (Maslow, 1943)
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Strategic

Tactical

Operational -

A Competitive Advantage and Business Value

Innovation N
Business
Intelligence

Advanced Analytics
E Al

ExaaS
MIS, Data, & Reporting
Vendor Management
Service Delivery Management
SaaS
App Development
PaaS
Databases
Networks
laaS

Storage & Servers

Infrastructure, Facilities & Data Centers

Figure 16: Becker Sourcing Model 1.

Figure 16 shows the different horizontal layers of the different IT Services. As one ascends the pyramid, the
functions also climb from operational to tactical to strategic on the left-hand side. On the right-hand side, the
different “as a service” services are shown in their hierarchy with Expertise as a service (ExaaS) sitting just

below competitive advantage that is achieved right on top (Becker, 2017b)

6.6.1 First Generation Outsourcing
The first-generation outsourcing contracts typically had the entire company’s ICT services

outsourced to a single provider, but only retained a small management component (CIO)
that simply interacted with the outsource supplier for anything they needed. In this model,
the CIO typically reported to the CFO and had the least control over their ICT strategy.
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/6N Retained Services

15t Gen
Outsourcing

Outsourced
Services

Service Delivery Management

App Development

Databases

Networks

Storage & Servers

Infrastructure, Facihities & Data Centers

Outsourced

Figure 17: Becker Sourcing Model 1st Gen.

Figure 17 Shows the green block on top is the retained services. The red bock is all the outsourced services.
This figure illustrates that in the first generation outsourcing all the IT services was outsourced in totality and

only the competitive advantage right at the top remained with the company (Becker, 2017b)

6.6.2 Second Generation Outsourcing:
The second-generation outsourcing contracts typically had the entire company’s ICT

services still outsourced to a single provider.

The IT management (CIO) layer had increased because the company realized that
business needed speed and agility to remain competitive. This was largely because of
two main aspects of outsourcing. A) The contract between the companies. If a company
wanted a specific service from the outsourcer, then the customer needed to log a request,
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the outsourcer needed to verify that request, get clarity of the requirements, then verify
that request against the contracted services, if it was not contracted then the request
needed to be quoted on. If it was contracted then a team needed to be assembled to
execute the request as documented. This all led to delays to get the required service a
company that did not have an outsource contract in place did not experience since one
could simply walk over to the IT department and get the requirements explained and have
services delivered in a much shorter timeline. The outsourcing contracts inhibited a
company from this agility and as such the company pushed the layer down in terms of
what components of ICT it will manage and what services the vendor will manage. This
enabled the company to remain close to the business and give it the needed flexibility to

move with business.
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Figure 18: Becker Sourcing Model 2nd Gen.

Figure 18 Shows the green block on top (the retained services) has grown in the second Generation of
Outsourcing to incorporate the first four layers of top CIO management, namely Competitive Advantages,
Innovation, Business Intelligence and Advanced Analytics. The red bock (the outsourced services) has
shrunk. This figure illustrates that in second generation outsourcing where companies insourced more of the
control of their IT organisation and reduced the outsourced services (Becker, 2017a)

6.6.3 Third generation outsourcing
The Third-generation outsourcing contracts have changed to accommodate the evolution

of technology and gain a competitive advantage through innovation. Technology has
become more commoditised, and more outsourcing vendors were available to the
customer. As each of the outsourcing vendors specialised in their own services to give
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them their own competitive advantage, companies were given a wider choice of
outsourcing suppliers. The contract terms became shorter the customer could choose
the best vendor for the specific service they required. This brought on the multi-vendor

outsourcing contracts.

It meant that the company had a much larger IT management structure. Typically the
CIO reports to the board of directors in this type of model. This enabled the company to
purchase innovation in the areas where the company decided it was needed most and
could get niche suppliers to supply very special services on a pay per use basis, services
like Infrastructure as a service (laaS), Platform as a Service (PaaS) and Software as a
Service (SaaS). This all enabled the company to get the speed and agility that multi
vendors with non-binding contracting could bring. This was all initiated by the technology
that matured enough so that it can be purchased from large vendors like Amazon Cloud

service, Microsoft Azure and Google Services.
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Figure 19: Becker Sourcing Model 3rd Gen (Becker, 2017b)

Figure 19 Shows the green block on top (the retained services) has grown even more in the third Generation
of Outsourcing to incorporate the top 7 layers and also added Management Information Systems (MIS)
Vendor management and Service Delivery to their insourced services. The red bock (the outsourced
services) has shrunk even more. This figure illustrates that in third generation outsourcing where companies
insourced more of the control of their IT organisation and reduced the outsourced services. In the third
generation, we can also see that a multi-vendor strategy is used more and more. We can also see the pay as

you use services like laaS, PaaS, SaaS and ExaaS being used more across the layers.

6.6.4 Future model for outsourcing
The future model for outsourcing sees the continuation of niche outsourcing companies

providing very specific services across the IT services stack. The “as a service” business
model is used more frequently and outsource vendors now provide their services as their
own competitive advantage. Services such as Infrastructure as a service (laaS), Platform
as a Service (PaaS) and Software as a Service (SaaS) get incorporated into the

companies’ digitization strategy to leverage the benefits of scales, ease of purchase of a
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service and the flexibility that can be provided to the customer. With these service
models, the customer does not need to manage the commaoditised IT services like data
centres, servers and applications, but can simply outsource these IT services to the best
provider. Googles Gmail is a good example of Software as a service (SaaS). Amazon

Web Services is a good example of platforms as a service (PaasS).

Outsource providers (Outsourcing Company) will start providing expertise as a service
(ExaaS) in more and more areas in the customer’s organisation. ExaaS gives the
customer the benefit of just contracting a specific expert (or outsourcer) for a specific
service. An example would be where a company might get an Auditing or project

company to come and deliver a specific project. This would be ExaaS.

Blended
Retined

Future Gen Prcs
Qutsourcing

ture, Faciiies & Data Ce L

Multi-sourced

Figure 20: Becker Sourcing Future Model (Becker, 2017a)
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Figure 19 represents a multi-sourced future model of outsourcing and insourcing. The green blocks (the
retained services) are split and multiplied across the service stack in the fourth Generation of outsourcing.
The figure illustrates how the retained services are now smaller but more spread out across the services to
give companies greater agility. The red bocks (the outsourced services) has now completely morphed to an

As a service model and customers no longer outsource their complete IT services to one vendor but instead
buy a service from multiple vendors across the entire IT stack of services. When the Red and the Green
blocks overlap here is where companies now instead retain some of the services — like management of the

vendor's services.
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6.7 CONCLUSION

The major hypotheses that the research aimed to cover were to understand if there is a
trend where companies continuously insource and outsource services and if there is a

trend, to determine what the drivers are.

The research has shown that there is a trend between 3-5 years, but the answer to the
guestion of why there is a trend was much more complicated one to determine. The
reason is that the answer was: “It depends.” To unpack this answer, the research needed

to be broken down into much more detail.

The research has confirmed that the drivers to outsource are very similar between
companies and industries if a researcher measures them against their own sectors and
industry. But the real insight was provided when the researcher measured companies
against where they are in the outsourcing cycle (first generation outsourcing vs third
generation outsourcing). If one looks at where the company is in its outsourcing cycle it

can be seen that companies tend to outsource for the same reasons in the same cycle.
The research found that the main drivers to outsource and insource are as follows:
To outsource:

1. cost cutting tool, gain access to critical skills and to innovation

2. enables focus on core business functions
To insource:

1. perception of service delivery expectations

2. strategy changed

The research also confirmed that there is a trend for some companies to continuously
insource and then outsource service. The financial service Industry came out as the top
industry to follow this trend. The overall timeline of when companies switch strategies is
generally every 5 years, mainly due to the contracting term and technology maturation

cycles

The study further uncovered what the drivers are for the reasons behind a trend. The data
shows that companies do not simply insource and then outsource the same service in
continual cycle, but it depends on where the company is in its outsourcing cycle. itis this

that determines what their drivers are to insource or outsource and then change their
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strategy based on their own business needs to determine if those specific ICT services
are now part of the core business that they need to keep close to their business and

insource it, or if it is a commodity product that can be outsourced to the best vendor for
the best value. This means that the maturity of technology also plays a large role in the

strategic decision-making process.
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6.7.1.1 The Outsourcing Cycles Strategic Drivers

6.7.1.1.1 First generation outsourcing
Most first-generation outsourcing companies outsource for the cost savings benefits that

come from the first generations outsourcing contracts. Companies can thereafter choose
whether to remain with the current outsourcing provider, or they can choose to insource

some business functions.

6.7.1.1.2 Second generation outsourcing
Most second—generation outsourcing contracts have more customer management

components insourced to the customer, but the bulk of the ICT services are still with the
outsourcer. This is all due to the companies looking for the speed and agility which the
business requires and that the first-generation outsourcing contract could not provide. As
such the management layer is stronger on the customer side where the speed and agility

components reside.

6.7.1.1.3 Third generation outsourcing
Most third-generation outsourcing contracts are now mature and the company decided to

insource more of their management functions from the outsourcer. Technology has also
now matured to such an extent that it makes more business sense to have a multi-vendor
outsourcing model. laaS, PaaS, SaaS and ExaaS services are now easily accessible and
affordable to the customer. This enables the business to pick the best vendor for the
specific services that they require and not be tied to one vendor for all services for a 5-
year term. This offers the company the most flexibility, cost savings and innovation from

outsourcing contracts.

6.7.1.1.4 Future generation outsourcing
The future generation of outsourcing will incorporate a blend of outsourcing providers all

over the IT stack of services. CIO’s will have the luxury to get an outsourcing company to
take care of innovation for them, or to provide enterprise architecture services to them on
a pay per use basis where professional services will be combined with the traditional
commoditised IT services such as laaS, PaaS and SaasS. Itis likely that the trend will
continue, but the outsourcing business and industry will change significantly. With artificial
intelligence (Al), big data, cloud services automation and the Internet of things (loT) it is
even more likely that these new services will be outsourced to providers that can provide
these unique skills to multiple customers due to the expertise and cost involved in
providing these services. The economies of scale will yet again come into play and the

outsourcing trend will continue as the technology matures and becomes commoditised.
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In summary, the drivers to outsource and insource are very similar. There is a trend
where companies outsource and insource and outsource their ICT services. The drivers
behind the motivations to insource or outsource are mainly driven by the maturity of the
outsourcing contracting industry and their customers, the evolution of technology and the
business drivers that a company is after that will enable their competitive advantage and

add value to their customers.

In the future, the outsourcing model will look very different from the first-generation
outsourcing contracts, the proposed evolution of outsourcing can be seen from the

following figure.
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Figure 21: Becker Sourcing Model All.

Figure 21 is a combined view of the previous figures. This graphical represents the strategic control on the left from low to high and the maturity of the outsourcing

services at the bottom axis from the first generation to the future of outsourcing. Notice how the retained services have grown and the outsourced services have shrunk.
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7 CONCLUSIONS & RECOMMENDATIONS

7.1 INTRODUCTION
In this chapter, the conclusions of the study have been highlighted. The main findings that

the research was embarked on to address have been summarised. The chapter

concludes with the main drivers that are ranked as per the findings in the study.

7.2 CONCLUSIONS OF THE STUDY
The main problem this study undertook was to identify the factors that cause companies

to continually oscillate their strategic decisions to outsource and insource their ICT

services.

The research found that the benefits received by the company at each stage of its
outsourcing life cycle change as the life cycle matures and as such so do the drivers to

outsource and insource.

The question, “Do certain companies like Eskom, Transnet, and Old Mutual continuously
oscillate their strategic decisions to outsource and insource their ICT services”, is
answered with a ‘yes’; but it is not true for all their services as in a first-generation
outsourcing contract. The specific services and the management of those services get

insourced and outsourced on different levels.

In the first generation outsource contracts all the ICT services get outsourced. In very
mature outsource contracts only the commaodity ICT services such as software, cloud,
platform and infrastructure services get outsourced. The functions/services that give the

company speed, agility and innovation gets insourced.

The interesting finding was that it is seen that expertise as a service (ExaaS) is how being
used in the company’s speed, agility, innovation, audit and consulting services more and
more. This points towards yet another shift in the outsourcing industry where outsource
companies are now also providing services in the advisory and consulting space to
ensure that they cover the vertical and horizontal integration into the companies’ ICT

services supply chain.

Insourcing and outsourcing drivers have been documented in various literature around
the world. The research conducted in this study’s data suggested that the ICT industry in
South Africa is very much like other ICT industries around the world and that the drivers

for insourcing and outsourcing is very similar
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Cost remains the main driver to outsource in first generation outsourcing contracts.

The lack of outsourcing service providers providing the envisioned benefits that
outsourcing brings in terms of innovation and service delivery quality in second

generation outsourcing contracts are the main drivers for companies to insource.

There is a trend of 5 years to outsource and insource services, and this time frame is
directly related to the contract terms and the forecasted technology innovation/ maturity

cycles.

7.2.1 Whatdrives the repetitive ICT outsourcing and the insourcing ebb and flow
phenomena in the South African ICT Industry.
1 business value and cost efficiencies change over time as technology matures

2 speed and agility are needed in outsource contracts that are too rigid and slow to
respond to constant business changes

3 Perception of what outsourcing companies should provide and the expectation
thereof is incorrect. Innovation is expected from outsource companies. But the
contracts are incorrectly contracted to motivate outsourcing innovations internal to

outsourcing companies and not business innovation to companies.
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7.3 RECOMMENDATIONS
This chapter makes recommendations to companies that are considering outsourcing and

insourcing. This chapter will also make recommendations for Outsourcing providers

around future business strategies to consider to remain relevant.

7.3.1 Recommendations to companies looking to outsource a service.
A clear trend exists where companies outsource and insource services. This trend

normally follows a 5-year cycle and is typically detailed in the contracting terms of the

outsourcing contract.

7.3.1.1 Technology changes quicker than contracts.
Companies evaluating their in/out-sourcing strategy should clearly define what the core

drivers are for strategy change. It must be known that core business drivers for strategy
change may change before contract term is ended. Technology changes very frequently

and a 3- 5-year contracting term might be too long in the future.

The recommendation is to look for companies or contracts that outsource a service with
flexible acquisition, transitioning and termination clauses. A new un-outsourcing model
has emerged in which a customer can terminate any service for convenience without

prejudice.

7.3.1.2 Separate Technology from Innovation
Most companies in the second to third generation outsourcing complain about the lack of

innovation from the outsourcing provider. What the company does not realise is that the
outsourcing provider is indeed applying innovation towards the services that they provide,

but this is on a cost level to increase profits for the outsourcing provider.

The recommendation is to not contract innovation from an outsource provider that is
looking after all the ICT services. Innovation services must be sought from a company
that specialises in innovation. An ICT outsourcing company is excellent at vendor
management and delivery management but the ICT company only deals with the ICT
aspects of the company’s business. The innovation company needs to consult with
business, not with the IT department only. Innovation should be a company’s core

business, and as such, it should not be outsourced.

7.3.1.3 Stick to your core
A company’s core business functions change over time, and as the technology matures

so do the company’s core business functions change. To keep up with these changes a
company needs to constantly evaluate its own core functions and the value that they

receive from it.
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The recommendation is to outsource all a company’s business functions that are not
directly related to a company’s core business functions. This does not only relate to a
company’s ICT services but all services, from payroll to facilities management, right
through to web development and service desk support. The costs and the ease of
contracting these services may help to reduce the risk, reduce the costs and increase the

value a company receives from such services.

7.3.2 Recommendations to companies looking to insource a service.

7.3.2.1 Perception is more important than contract achievement

Poor service delivery by outsourcing providers has repeatedly been sighted by the
research respondents, but upon further investigation, it was found that the minority of
providers got their contracts cancelled and their services insourced because of break of
contract. Most outsource service providers had their services insourced with 100%
service level achievements. This meant that an outsource provider could deliver
everything that a customer contracted with them, but experience the customer being

unhappy with the services received.

Recommendation to companies looking to insource a service: Only insource a company’s
core services, if the provider achieves its contracted obligations and the perception is that
the service provider is not meeting the company’s business needs, then the likely

problem lies with the contract that the company has with the outsource service provider.

Recommendation to outsource a service provider: Manage the customer perceptions, as
these will determine whether the outsourcing company will see the following contract
generation of outsourcing from that company or not. Thus the outsourcing provider’s

management layer needs to be very competent in customer management.

7.3.3 Recommendation to analysing the trends between insourcing and outsourcing
The recommendation is to analyse where a company is in its outsourcing cycle, what has

been outsourced and insourced, what a company’s core functions are, what are the end
user requirements, what can be outsourced, and what must be retained to give that

company competitive advantage over its competitors.

The insourcing outsourcing trend will continue. The recommendation is that outsourcing

companies should adjust their business models and value proposition to provide services
throughout the supply chain of the companies, through vertical integration and horizontal

integration with their ICT and business supply chains. Most traditional ICT services are

very homogenous and the economic factors point towards saturation of this market. To
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remain relevant in this market new technologies and higher cognitive services need to be

provided to customers for outsourcing providers to remain a strategic outsourcing partner

of choice.

7.4 SUGGESTIONS FOR FURTHER RESEARCH

7.4.1

7.4.2

7.4.3

The future of outsourcing
The future of outsourcing has been covered very lightly in this study and it is

recommended that thorough research should be done of what the future might
hold for outsourcing providers. Expertise as a service has been growing in the last
couple of years with new technologies like artificial intelligence and neural
networks. The study will need to understand new technology and how the weak
signals that surround them will influence the ICT outsourcing market in the future
so that current ICT outsourcing providers can pivot towards this new trend. This
will also provide customers with new insights into possible future outsourcing

models that may be incorporated into their business functions.

The next generation of employment
The study showed that the way employees perform their roles and deliver their

deliverables is beginning to change with the new type of technologies and
outsourcing models. Like work from home, virtual offices with no computers only
VR headsets, and expertise as a service (ExaaS) trends are emerging and

changing the workforce.

The question arises of whether a company in the future will be able to outsource
all its services including its executives and contact them with an outsourcing

model where they contract deliverables and not “hours at the office”.

How personality of the CIO effects strategic choices
The study has also shown some outliers when the reasons to insource a service

was analysed. The personality of the CIO emerged as a very big factor regarding
how that company’s insource and outsourcing strategy changed. Sometimes the
CIlO did not change the company strategy despite all the drivers pointing towards
a different strategy. This uncovered an interesting future research question “How
personality of the CIO effects strategic choices”. Some CIO’s prefer dealing with
outsourcing providers as they believe they might have more leverage to achieve

their strategic goals. Other CIO’s prefer everything under their own control to

-68 -



7.4.4

achieve these same strategic goals. This begs the question of ‘What personality
produces the best results?’

Economic Research on Outsourcing
Future research is suggested in the field of the total cost of outsourcing across

multiple generations of outsourcing vs insourcing among companies in the same
industry, size and region. Comparison of the results with first world countries
where labour costs are higher versus 3" world countries where the labour cost is
cheaper must be done. Thereafter a comparison Then compare the two with
companies that offshore their services in an offshore outsourcing model must be
done to determine what model provides the best customer service and the best
cost benefits.
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SUPPLEMENTARY INFORMATION

9.1 SUPPLEMENTARY DOCUMENT 1

9.1.1 Research process

1)

2)

3)

Find out what companies have outsourced, insourced, and then outsourced again. An
Inductive research method will be used. First, the data will be sourced from all the
account managers and senior managers that currently work for the ICT outsourcing
company the author has access to. These managers would be best enabled to
identify what companies are following a trend. These managers will typically have
been with the company for more than 10 years in a senior role to effectively can
identify the appropriate companies. The risk here is that there might not be many
managers that would be able to identify the appropriate customers, but from an
internal sample already conducted at least, 3 companies have already been identified.
The selected company’s data will be analysed in the form of the contracts that they
have had with the ICT outsourcing company in the past, in these contracts (master
services agreements) the scope of work and the specific services and the service
levels will be documented. If a company had insourced the contractual documentation
would be reviewed to understand what the reasons were for the outsourcing
termination. The risk here is that the contracting documentation might only have the
legal reason but not the actual corporate reason. For example, the contract might
state that the service was terminated because the contract term ended. But the real
guestion is why did the company not re-contract with the ICT outsourcing company (or
another one), for that reason, | would need to consult public records for public listed
companies, but even then, | might not get the true answer, as such | would need to
interview one of the key decision makers to ask what the actual reason why the
contract was terminated. The literature review already indicated what the main
reasons could be. But if the company outsourced that same service again a few years
later then the reason might be different in the new context.

The reasoning why a company might have cancelled or renewed a contract might be
more complex and this needs to be analysed from primary data and secondary data
via contractual documentation and from discussions with internal management at the
ICT outsourcing company. From the analysis, | envision to find gaps in the data and
as such, the need to have these specific gaps in the data needs to be identified and

prioritised to ensure that they covered by the interview questionnaire.
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4)

5)

6)

7

8)

All data that has been collected will be refined and combined to create an interview
guestionnaire to use during the formal interviews. In Supplementary Document 2 is a
high-level draft of the initial multiple choice questionnaire. The need for open ended
guestions also needs to be catered for but these questions will become evident as the
research unfolds. Between 300 and 450 data points will be analysed over the 10 to 15
interviews, the data will be analysed using content analysis methodology (Neuendorf,
2016)

A trial run will be conducted with a pilot audience, first internal management to the ICT
outsourcing company, and then secondly a pilot client that has outsourced and
insourced in the past. It is envisioned that the pilot will give me the opportunity to
adjust the interviews and questionnaires in the appropriate way so that It will be
conducted in a standardised way towards the larger audience.

Identify appropriate individuals at the selected companies to interview to verify. The
sample will be publicly listed companies and parastatal companies in South Africa due
to the availability of the data, the second source of data will be the ICT outsourcing
company’s records. The audience targeted to be interviewed are CIO, COO and
CFO’s. Account Managers, Contract Managers and Service Delivery Manager that
has a direct view or influence over the contracting decisions that was made in the past
in the analysed organisation.

Schedule interview, and follow up questions. First, the contact details need to be
obtained. The management of the ICT outsourcing company will have the relevant
contact details of the selected individuals that need to be interviewed seeing that they
are their primary clients. Second, a slot in their diaries needs to be found where the
meeting can be held. Here again, | need to rely on the ICT outsourcing company
management to help with an introduction and help with setting up a meeting. The
alternative would be to contact the appropriate candidate’s secretaries and obtain an
introduction. The risk here is that far fewer candidates will be available during the
research timeframe allows. To mitigate this risk, it is envisioned to aim for at least 10-
15 interviews, it is believed that after the answers from the interviews become
repetitive and no new insights are received from the interviews, then no further
interviews will be conducted, but it is the goal to initially identify at least 35-40
candidates and try to get an interview from each and so mitigate the fact that only one
candidate for every three approached will be available.

Conduct the interviews. The interviews will be held at either the client's site of

preference or at the ICT outsourcing company offices. The interview will take between
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30 min to 60 min to conduct. The interview will have the following agenda as per
Supplementary Document 3

9) Document the interview, group, categorise and index the finding of both the multiple-
choice questions as well as the open-ended questions.

10) Once all the interviews are completed all the data will then be analysed and
comparatively. The data will be validated and verified by a 3" party.

11) Review these findings, resonate them with a 3rd party like the supervisor and get a
different perspective on the data, conclusions, assumptions and findings.

12) Document the findings in the research paper and conclude the paper.
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9.2 SUPPLEMENTARY DOCUMENT 2

9.2.1 Survey Questionnaire questions
A. Motivations to outsource?

Q20 These questions aim to get a better understanding of why companies decide to

outsource a service or a project.

Q1 Motivations to outsource? What do you believe are the main reasons to outsource a
service? Should you pick more than one item below, please rank your choices. Rank: 0=

Least Relevant. 100 = Most relevant.

____ Cost cutting tool (1)
Enables focus on core business functions (2)
Solves capability / capacity issues (3)
Enhances service quality (4)
Enhances service delivery (5)
Service is not critical to the business (6)
Access to intellectual capital or innovation (7)
Better management of internal business environments (8)
Drives broader transformational change (9)
_____ Need short term skill / project (10)
________ Other (please specify below) (11)

Q2 Please help us understand why you selected the answer above:

Q21 These questions aim to get a better understanding of why companies decide to

insource a service or a project that was previously outsourced.
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Q3 Motivations to insource? What do you believe are the main reasons to insource a
service? Should you pick more than one item below, please rank your choices. Rank: 0=

Least Relevant. 100 = Most relevant.

Poor performance by outsourcing company (1)
Technology matured and the company could deliver services internally (2)
____ Cost cutting tool (3)
Outsourced service is now a part of core business functions (4)
Solves capability / capacity issues (5)
Enhances service quality / service delivery (6)
_______ Company strategy changed (7)
Access to intellectual capital or innovation (8)
Better control of service management (9)
Drives broader transformational change (10)
The company can deliver the service better internally (11)
Personal preference (12)
______ Other (please specify below) (13)

Q4 Please help us understand why you selected the answer above:

Q22 These questions aim to get a better understanding of why companies decide to
insource a project or service that was outsourced and then outsource these services yet

again.

Q5 Name the service that was insourced, then later outsourced again?

Service(s) (1)
Industry (2)
Company (Optional) (3)
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Q6 What is the outsourcing, insourcing, outsourcing trend (in terms of timelines)?

Organisation tends to change its insourcing and outsourcing strategy every years?

Years (1)

Q14 What do you believe is the main reason(s) for this repetitive cycle of insourcing and
outsourcing of the same service? Should you pick more than one item below, please rank

your choices. Rank: 0= Least Relevant. 100 = Most relevant.

______ Strategy changed (1)

________ Technology matured (2)

_______ Cost benefits changed (3)
Customer needs / Business focus changed over time (4)
Internal / external company could deliver the services better (5)
Service became part of core internal business functions. (6)
Need to control intellectual property (7)
Speed & Agility needed that only insourcing or outsourcing can provide (8)
Personal preference (9)
Perceived benefits of outsourcing did not realize (10)
Perceived benefits of insourcing did not realize (11)

Other (please specify below) (12)

Q8 Please help us understand why you selected the answer above:
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Q9 What is your job role?

Owner (1)

Partner (2)
Management/C-Level (3)
Vice President (4)
Senior Manager (5)
Middle Manager (6)
Manager (7)

Team Lead (8)
Administrative (9)
Individual Contributor (10)
Intern (11)

Volunteer (12)

©C 000000000 OO0

Q10 Thank you for completing this survey. Kindly provide us with your details for data

categorisation purposes

Industry (1)

Country (2)

City/Town - Optional (3)

Name & Surname - Optional (4)
Company - Optional (5)

Email Address - Optional (6)

Q11 Would you be open and available to be interviewed regarding this survey?

QO Yes (1)
QO No (2)
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9.3 SUPPLEMENTARY DOCUMENT 3
Agenda

9.3.1

Welcome Introductions and Safety and Evacuation — 1-5 min
Background and need for the study — 5 min

Conducting of multiple choice questionnaire 10 min
Conducting of open ended questions 10-30 min

Conclusion and closing 2-5 min

Interview Questionnaire questions

1) What do you believe are the main drivers to outsource?

a)
b)

d)

(If relevant) - Please expand on your answer for each driver

How would you rank the above Top drivers in terms of importance to least

important (E.g. Cost is 60% of the reason to outsource and 40% due to

technology that has matured)?

What other drivers do you believe also play a factor in the above choice that does

not form part of your top choices?

(Internal Note) Summarise Answer and confirm Summary is correct (Bullet points)

i) (If relevant) Can you give an example for the main drivers you mentioned
before

i) Unpack example (if necessary)

2) What do you believe are the main drivers to insource?

a)
b)

d)

(If relevant) - Please expand on your answer for each driver

How would you rank the above Top drivers in terms of importance to least

important (E.g. Cost is 60% of the reason to outsource and 40% due to

technology that has matured)?

What other drivers do you believe also play a factor in the above choice that does

not form part of your top choices?

(Internal Note) Summarise Answer and confirm Summary is correct (Bullet points)

i) (If relevant) Can you give an example for the main drivers you mentioned
before

i) Unpack example (if necessary)

3) What companies/industries are you aware of that have outsourced a service, then

insourced that service, and then later re-outsourced that same service?

a)

b)

What do you believe is the cycle to this outsourcing insourcing phenomena in
terms of timelines?

What do you believe are the main drivers that drive this trend?
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¢) How would you rank the above top drivers in terms of importance to least
important (E.g. Cost is 60% of the reason to outsource and 40% due to
technology that has matured)?
d) What other drivers do you believe also play a factor in the above choice that does
not form part of your top choices?
e) (Internal Note) Summarise Answer and confirm Summary is correct (Bullet points)
i) (If relevant) Can you give an example for the main drivers you mentioned
before
i) Unpack example (if necessary)
f)  What do you believe there are the different cycles for the different industries?
g) What do you believe this trend of insourcing then outsourcing will evolve into in
the future, and what factors will determine this continuation or end?
h) How do you believe different customers and industries will utilise this outsprinting
service in the future?
i) Isthere any industry that will need outscoring more than any other?
i) Do you believe these industries will continue to experience the same trend
(insourcing/outsourcing) going forward?
iif) (Internal note — Summarise answers and confirm correctly summarised with
interviewee)

4) Do you know of anyone else that | can interview for this research?

Thank you — End of Interview.
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