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HOW CLIENT CAPABILITIES, VENDOR CONFIGURATION AND LOCATION
IMPACT BPO OUTCOMES

ABSTRACT

Despite the increasing use of onshore and offshore business process outsourcing (BPO), a
comprehensive literature review [Lacity et al. 2011] finds there has been limited empirical
research on BPO outcomes. This paper responds to the call for research by developing and testing
a conceptual model for BPO outcomes using data from 50 firms publicly traded in the U.S.,
including 38 firms in the Forbes Global 2000.

We find that client firm capabilities, vendor configuration and country location lead to
interesting tradeoffs in BPO quality, cost and time outcomes. For example, while multi-sourcing
offers advantages such as risk mitigation, client firms encounter reduced BPO time benefits when
they use multiple vendors. While onshore BPO can lead to improved quality, higher onshore labor
costs result in lower BPO cost savings. And while offshore destinations such as India offer lower
labor costs, time zone differences lead to reduced BPO time benefits.

Keywords: Offshoring, outsourcing, BPO, outcomes, capabilities, client, configuration,
vendor, location, quality, cost, time.

INTRODUCTION

Global firms are under growing pressure to simultaneously increase quality, reduce costs
and decrease cycle time. In one effort to respond to this pressure, firms are reevaluating and
reconfiguring the vendor and geographic platforms for their primary and support functions [48].
In particular, firms are increasingly using onshore and offshore business process outsourcing
(BPO) to manage their primary and support functions and achieve their strategic objectives [44].

An extensive review of 87 BPO research papers published from 1996 — 2011 finds that
Information Systems (IS) research has made important contributions to our understanding of BPO
[38]. For example, IS research has provided insights on the motivation to outsource, process
attributes [45], client firm characteristics [65], governance mechanisms [35], and BPO decisions
[63]. However, there has been limited empirical research with BPO outcomes as the dependent
variable(s). For example, [38] notes than service quality is the only BPO outcome that has been
studied more than once, and other outcomes of interest such as process improvements (onshore,
offshore) have only been studied once.

There are at least three reasons for the relative lack of empirical research on BPO outcomes.
One reason is that researchers first focused on BPO decisions before pursuing research on BPO
outcomes [6]. ITO research followed a similar pattern, where early research focused on
determinants and decisions and subsequent research considered outcomes [15]. A second reason
is that it is difficult for researchers to acquire credible data on BPO outcomes across a range of
firms ([43] is one exception). A third reason is that the collective understanding of successful BPO
outcomes is still being developed [60].

Because no analysis of a management practice such as BPO can be complete without an
understanding of performance outcomes resulting from the practice, our goal in this paper is to
develop and test a conceptual model of BPO outcomes based on prior research [38]. We use BPO
data from InformationWeek magazine for North American operations of 50 firms publicly traded



in the U.S., including 38 firms in the Forbes Global 2000, and revenue and industry data from
Compustat and Dun & Bradstreet. We find that client capabilities, vendor configuration and
country location lead to interesting tradeoffs in BPO quality, cost and time outcomes. An
understanding of these tradeoffs in BPO outcomes will help client firms make better BPO
decisions.

The need for research on BPO performance outcomes

We begin by articulating the need for BPO research to build on prior ITO research [15].
While the ITO market was founded in the 1960s, the IT-enabled BPO market has only become
more established since the early 2000s. BPO has grown much faster than ITO over the past decade,
and at US$300 billion per year the global BPO market has already achieved almost half the size
of the global ITO market (US$650 billion per year) [18]. In addition to more rapid market growth,
there are two distinguishing features which suggest that the nature of BPO performance outcomes
may or may not be similar to the nature of ITO performance outcomes.

First, ITO frequently involves a digital artifact where it is possible for the customer to
evaluate quality on a reasonably objective basis. Two of the largest ITO segments are IT
infrastructure management (hardware artifact) and application development and maintenance
(software artifact) [49], and in both cases it is possible for the vendor to deliver the artifact and for
the customer to engage with the artifact by using the related hardware or software. While the
evaluation of a digital artifact has some differences from the evaluation of a physical product, in
that the customer view of quality for digital artifacts is shaped by current use plus expectations of
future enhancements [57], there is the fundamental similarity that physical products, ITO
infrastructure management, and ITO application development and maintenance all involve
artifacts produced by the vendor and used by the customer. This is not the case with BPO, which
involves information-based process outputs instead of digital artifacts [43]. Because the nature of
BPO outputs is different than the nature of ITO outputs, we cannot assume that the customer
evaluation of quality for BPO is similar to the evaluation of quality for ITO.

A second difference between BPO and ITO is the scope and interdependence in processes
within the firm and across firms. BPO can involve one or more major business processes in a firm,
including finance and accounting, human resources, research and development, procurement,
supply chain management, sales and marketing, and customer service/call center. There is a high
degree of interdependence among these business processes, as the output of one process becomes
an input to one or more other processes [44]. This high degree of interdependence between
business processes poses challenges to achieving the desired performance outcomes, and requires
extensive communication and coordination to manage outsourced processes and transfer process
outputs from one or more vendors to the client firm's internal operations [65]. The interdependence
also extends beyond the client firm's boundaries, as BPO vendors may communicate directly with
a firm's customers (call center BPO) and suppliers (procurement BPO).

While using multiple vendors and country locations are not unique to BPO, the rapid
growth of BPO has coincided with calls for further research on these topics [2]. Multi-sourcing
requires client firms to effectively and efficiently manage multiple vendors across multiple
locations, and presents potential benefits and challenges for performance outcomes. For example,
while multi-sourcing can help firms mitigate the risk of reliance on a single vendor [41], it may
introduce new risks such as gaps between vendors or additional monitoring and complexity. The
choice of country location may entail temporal and cultural differences, which can impact the



ability to transfer knowledge between client and vendor, require more precise definition of
requirements, introduce difficulties in managing dispersed teams, and ultimately impact BPO
performance outcomes [32].

Quiality, cost and time as performance outcomes

In the early 1980's, strategy literature defined two generic competitive strategies [55].
Firms that adopt the cost leadership strategy strive for profits by appealing to price-sensitive
customers with products that have the lowest relative price, and these firms support their ability to
offer low-priced products by maintaining low operating costs and/or high asset utilization. Firms
that adopt the differentiation strategy strive for profits by appealing to customers who are willing
to pay a premium for products that are distinctive along a dimension such as quality or timeliness,
and these firms support their ability to offer differentiated products by investing profits from sales
of premium-priced products to sustain high levels of quality production and attentive service.
While subsequent strategy research argued that it might be possible for firms to simultaneously
pursue cost leadership and differentiation [25], the underlying principle has endured that cost
leadership and/or differentiation contribute to the financial performance of firms. Marketing
research extended these concepts to show that customer satisfaction is based on the customer's
evaluation of cost and quality [19], cost leadership contributes to financial performance through
lower fixed and/or operating costs, and differentiation contributes to financial performance
through revenue growth [58].

Concurrent with these firm-level insights from strategy and marketing research, other
academic disciplines began to apply the concepts of quality, cost and time to operations within the
firm. Operations research during the early 1980's noted that quality for manufactured products
includes dimensions related to product performance, maintenance cost, uptime and lifetime [20],
and that manufacturing processes can be evaluated based on quality of the resulting product, cost
of production and inspection processes, and on-time performance [13]. IS research in the late
1990's extended the concepts of quality, cost and time from physical products to software and
information products, by arguing that high-quality IT applications can reduce time and increase
effectiveness of managerial decisions, and reduce the cost of generating new revenue by enabling
firms to maximize the use of customer information to sell additional products and services [57].
In software development, advanced methodologies and certifications such as Capability Maturity
Model Integration can lead to an increase in software quality with decreases in cost and cycle time
[23]. Research bridging the IS and operations disciplines finds that IT investments enable
manufacturing plants to modularize and outsource production processes, which in turn leads to
lower costs and higher quality of manufactured products [3].

As the domain expanded from software development and IT investment to ITO [10], IS
research continued to apply the concepts of quality, cost and time to evaluate performance
outcomes. For example, research has defined ITO using measures of quality (project quality and
functionality), cost (project budget), and time (project time schedule) [64]. Recent IS research
confirms the consensus that quality, cost and time are three primary criteria to evaluate ITO
outcomes, based on a Delphi study in which academics and practitioners ranked factors related to
quality improvement, cost savings, and on-time delivery as three of the top four factors to define
outsourcing success [60].

The discussion above demonstrates that quality, cost and time have been used across
academic disciplines to evaluate firm-level and within-firm outcomes for physical and non-



physical products. Below we build a conceptual model to evaluate quality, cost and time as
performance outcomes for a range of business processes beyond the single process of software
development studied in prior IS research.

CONCEPTUAL MODEL

Based on prior research, we place elements of the BPO outcomes model into three
categories. Similar to the model in [38], our categories include elements related to the client,
vendor, governance and location. The first category is client firm capabilities, such as process
management and vendor management, that enable client firms to maximize success and minimize
risk in outsourcing engagements [22]. The second category is configuration, which refers to the
manner in which client firms structure and govern their BPO activities. Configuration decisions
include whether to use a single vendor (single-source) or multiple vendors (multi-source) [2] and
whether to use captive (company-owned) centers in place of or alongside external vendors [50].
The third category is country service location, as client firms can outsource to vendors in domestic,
nearshore or offshore locations [16]. Below we discuss the three categories of client capabilities,
vendor configuration and country location in more detail.

Client capabilities

Client firms need three capabilities to outsource successfully with BPO vendors. One
capability is maturity in process or technical standards [11]. In BPO, client firms with good
performance are more likely to outsource processes that they could efficiently and effectively
manage themselves. One indicator of process maturity is the client firm's ability to prepare
business processes for outsourcing, as expressed by one CIO “We don't believe in *ship it and then
fix it.” We believe in “fix it first and then ship it.” So we fix our processes first and then we ship
them to our vendors” [51, p. 6].

A second capability to achieve success in BPO outcomes, broader than maturity in a single
business process, is the ability to coordinate outsourcing engagements across multiple business
processes such as human resources, finance and accounting, procurement, and call center [51].
The high degree of dependency between business processes poses challenges to understand the
business value of outsourcing, and requires extensive communication and coordination to manage
outsourced processes across firm boundaries and transfer process outputs from vendors to the
client firm's internal operations [65].

The third capability for success in BPO outcomes is performance measurement, in which
a firm establishes measurements for a business process and uses the measurements to influence
performance in the desired direction [56]. While earlier performance measurements were based
almost exclusively on financial and accounting measures, current performance measurements now
also incorporate operational measures such as quality and time [42]. The inclusion of operational
measures enables performance measurement to create a more comprehensive and forward-looking
view and links performance measurement more closely with business strategy [30]. The
relationship between strategy, measurement and performance applies in outsourcing engagements
where client firms use performance measurements to link vendor performance to client strategic
objectives [17]. For example, client firms use contracts with detail clauses to specify price, service
level agreements (SLAS), warranties and penalties. These contract details define the standards of
vendor performance, reduce uncertainties, clarify expectations, and define the quality of vendor



service that is necessary and acceptable [40]. The use of detailed SLAs is associated with
improved relationships and positive outsourcing outcomes for the client and vendor [21].

It is particularly important for clients and vendors to measure quality performance in
outsourcing engagements [54], because quality performance impacts cost and time performance
[13]. Low quality products and services lead to increased inspection, rework, waste and warranty
claims, and high quality products and services result in savings for these costs. The quality focus
on eliminating unnecessary activities leads to improved cycle time, and the quality focus on
eliminating rework and scrap leads to improved capacity utilization and lead time. While quality
methodologies originated in manufacturing industries, they are now being applied to firms in
services industries [26]. For example, higher process maturity levels for software development
outsourcing providers are associated with improved software quality, and improved software
quality drives cost and time benefits [23]. The discussion above responds to the call for research
to further articulate the client firm capabilities that will improve BPO outcomes [38].

Vendor configuration

BPO engagements increasingly involve portfolios of outsourcing contracts and various
sourcing models such as multi-sourcing and captive centers. Related to the capability to coordinate
across multiple business processes discussed above, multi-sourcing requires client capabilities to
effectively manage multiple vendors across multiple locations. Multi-sourcing presents potential
benefits and challenges for BPO outcomes. While multi-sourcing can help client firms access
best-of-breed vendors and mitigate the risk of reliance on a single vendor, multi-sourcing results
in increased transaction costs for clients and vendors [66]. Multi-sourcing can give the client firm
more power and control over BPO engagements at the price of more time and effort to manage the
engagements. While multi-sourcing decreases supply chain risk, operational risk and strategic risk
[41], it may introduce new risks such as gaps between processes and the hidden costs of continued
monitoring. While working with multiple vendors is designed to hold vendors accountable for
cost and quality [51], increasing complexity associated with multiple vendors and multiple
locations makes it more challenging for client firms to realize value from BPO.

In addition to multi-sourcing, firms also use captive centers to manage their business
process portfolio. Research indicates that 153 of the Fortune Global 250 firms use captive centers
[52]. Captive centers enable firms to maintain control over critical activities while reducing cost,
although captive centers still require significant investment and management attention. Client
firms may establish captive centers when they have in-house economies of scale, to create an
environment in which internal departments and external vendors compete to provide services [39].
While captive centers play a large role in the offshore sourcing of services, they remain
understudied in the empirical BPO literature [38].

Country location

The selection of country location also plays an important role in BPO outcomes. Country
location has implications for vendor labor costs [34], which can significantly impact BPO cost
outcomes. Country location may also entail temporal and cultural differences, which can impact
the ability to transfer knowledge between client and vendor, require more precise definition of
requirements, and introduce difficulties in managing dispersed teams.



Client firms face numerous choices in service location for BPO engagements. Using U.S.-
based client firms as an example, a U.S. service location may result in the lowest geographic,
temporal, cultural and organizational distance between client and vendor. At the same time, a U.S.
service location may entail higher labor costs than other service locations, which can reduce cost
savings from BPO engagements. For this reason, some U.S.-based client firms choose to place
outsourced business processes in nearshore locations such as Canada, Mexico and the Caribbean.
These nearshore locations entail less geographic distance than offshore locations, and offer similar
time zones to U.S. service locations. For example, service locations in Mexico are able to provide
call center services to U.S. Spanish-speaking customers, while offering lower labor costs compared
with U.S. service locations.

Low labor costs have been one reason for the tremendous growth in offshore BPO,
including the emergence of India as the leading offshore BPO destination [46]. India offers many
advantages as a service location, including low labor costs, highly-skilled workforce, rich
marketplace of BPO vendors, and educational institutions and training programs to support this
ecosystem [28]. India commands about 50% of the offshore BPO market [31]. While India holds
the leadership position in offshore BPO, other developing economies are emerging as attractive
offshore service locations. For example, China offers an educated workforce and strong
government support, and is beginning to address issues of intellectual property protection and
security [9]. The Philippines offers excellent English-language skills, South America offers
synchronous time zones to the U.S., and Russia is geographically and culturally closer to the U.S.
than India [41]. While there are an increasing number of viable offshore service locations, there
are relatively few studies that involve vendors based in countries other than India [37]. It is
important to study multiple offshore service locations, because practices that may work in one
location may not work well in other locations.

In addition to our analysis of explanatory variables related to client capabilities, vendor
configuration and country location, we control for other variables such as client firm size and
industry that may account for alternative and complementary explanations of BPO outcomes. We
also control for whether or not the client firm is headquartered in the U.S., to the extent that
organizational structure and management practices may vary for North American operations of
firms headquartered in the U.S. versus firms headquartered in Europe or other geographies.

RESEARCH DESIGN AND METHODOLOGY

The study is based on data from a survey conducted by InformationWeek magazine [67].
As a print publication, InformationWeek had the second-highest readership of any enterprise IT
publication after Computerworld.! For 28 years InformationWeek has conducted an annual survey
of firms that use business technology (formerly InformationWeek 500, now InformationWeek Elite
100), and from 1998-2014 InformationWeek conducted an annual salary survey of IT
professionals. InformationWeek data has been used in numerous IS research papers, and is
recognized as an objective source of IT data for firms and professionals [47, 59]. InformationWeek
targets its firm-level surveys to IT executives and managers who are in the best position to provide
an accurate picture of the firm’s operations [62]. In addition to annual surveys, InformationWeek
also conducts periodic one-time surveys on issues of interest to IT professionals. The data for this

! InformationWeek became an online-only publication in 2013 and Computerworld became an online-only
publication in 2014.



paper comes from a one-time survey that collected detailed data on BPO activities within firms.
Fifty? firms provided complete responses to the variables of interest, and 38 of these firms
represent Forbes Global 2000 companies. We provide a more detailed profile of respondent firms
and their BPO activities below. To accompany the explanatory variables collected through the
InformationWeek survey, we collected control variables on firm revenue and industry from
Compustat and Dun & Bradstreet. The use of multiple data sources helps to increase data
reliability.

Variable definition

Table 1 summarizes the variables used in this study, consistent with the conceptual model
described above. Appendix A lists the InformationWeek survey questions and response items from
which the variables were derived. We applied the procedures recommended by Diamantopolous
and Winklehofer [14] to establish validity of the formative index measures. Table 2 provides
descriptive statistics and correlations for variables. All client firms in our sample engage in BPO,
as intended by the survey design and shown in the descriptive statistics that each firm outsources
at least one business process (mean 2.32). On average the firms in our sample experience positive
BPO quality outcomes (mean 1.46), cost outcomes (1.96), and time outcomes (0.82). About two-
thirds of firms in our data use multiple vendors. The most popular service locations are onshore
in the U.S. (0.74) and offshore in India (0.54), consistent with the recognition of India as the
leading destination for offshore BPO. Forty-six percent of firms in our sample use captive centers.
About one-quarter of the firms in our data are in the manufacturing industry and three-quarters are
in services industries. Among statistically significant correlations in our data, quality outcomes
are positively correlated with cost outcomes (0.49) and time outcomes (0.53), and cost outcomes
are positively correlated with time outcomes (0.41). These correlations suggest that some firms
achieve multiple performance outcomes. Quality measurements are positively correlated with
quality outcomes (0.51), cost measurements are positively correlated with cost outcomes (0.49),
and time measurements are positively correlated with time outcomes (0.46).

2 Two subsidiaries of the same Forbes Global 2000 parent company responded to the survey. We retained the firm
with the more senior respondent, and discarded the firm with the less senior respondent.



TABLE 1
Description of variables

Variable

Description

Source

Quality outcomes

Four-item formative index that indicates the extent to which a client firm has
received quality benefits from BPO. Quality benefits covered by this index are
process improvement/transformation, more skilled workforce, higher customer
satisfaction, and ability to focus attention/resources on more critical issues.

InformationWeek
survey

Cost outcomes

Four-item formative index that indicates the extent to which a client firm has
received cost benefits from BPO. Cost benefits covered by this index are
reduced operations costs, lower prices on products and services, labor/arbitrage
savings, and more predictable costs.

InformationWeek
survey

Time outcomes

Three-item formative index that indicates the extent to which a client firm has
received time benefits from BPO. Time benefits covered by this index are faster
cycle times, faster time to market, and faster decision-making.

InformationWeek
survey

Quality
measurements

Five-item formative index that indicates the extent to which a client firm uses
quality performance measurements to track success of BPO engagements.
Quality measurements covered by this index are Six Sigma key performance
indicators, service level agreement adherence, customer satisfaction levels,
process performance levels, and revenue growth.

InformationWeek
survey

Cost measurements

Two-item formative index that indicates the extent to which a client firm uses
cost performance measurements to track success of BPO engagements. Cost
measurements covered by this index are cost reduction and headcount/full-time
employees.

InformationWeek
survey

Time
measurements

Binary variable that indicates whether a client firm uses the time performance
measurement of schedule adherence to track success of BPO engagements.

InformationWeek
survey

Process maturity

Binary variable that indicates, for the most recent BPO engagement, whether
the client firm optimized the process before turning the process over to the BPO
vendor.

InformationWeek
survey

Extent of BPO

Ten-item formative index that indicates the number of functional areas in which
a client firm outsources business processes. Functional areas included in the
index are finance and accounting, human resources, sales and marketing, claims
processing, call center/customer care, procurement, supply chain, inventory
management, customer analytics, and training.

InformationWeek
survey

Multi-sourcing

Binary variable that indicates whether the client firm implements BPO

InformationWeek

initiatives using multiple BPO vendors. survey
Multi-location Binary variable that indicates whether the client firm implements BPO | InformationWeek
initiatives using multiple service delivery locations. survey
Captive centers Binary variable that indicates whether the client firm implements BPO | InformationWeek
initiatives using offshore captive service centers. survey
Onshore Binary variable that indicates whether BPO services are conducted in the U.S. | InformationWeek
Coded based on two survey questions. survey
Nearshore Binary variable that indicates whether BPO services are conducted in Canada, | InformationWeek
the Caribbean, and/or Mexico. survey
India Binary variable that indicates whether BPO services are conducted in India. InformationWeek
survey
Emerging offshore | Binary variable that indicates whether BPO services are conducted in China, | InformationWeek
Central/Eastern Europe, South America, Philippines, and/or Russia. survey
USA HQ Binary variable that indicates whether client firm is headquartered in the U.S. | Dun & Bradstreet
Firm size Natural log of annual firm revenue. Compustat,
Dun & Bradstreet
Services industry Binary variable that indicates whether client firm is in the services industry | Compustat,

sector. Base category is manufacturing and trade & logistics firms.

Dun & Bradstreet




TABLE 2
Descriptive statistics and correlations

(n=50)
Mean SD Min  Max 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
1 Quality outcomes 146 125 000 4.00 1.00
2 Cost outcomes 196 128 0.00 4.00 0.49* 1.00
3 Time outcomes 0.82 087 0.00 3.00 0.53* 041* 1.00
4 Quality measurements 212 149 000 500 0.51* 0.31* 0.39* 1.00
5 Cost measurements 120 064 000 200 0214 049 025 025 1.00
6 Time measurements 062 049 000 1.00 0.32* 0.20 0.46* 057 0.18 1.00
7 Process maturity 026 044 000 1.00 -0.18 -0.27 -0.03 -0.08 -0.26 0.09 1.00
8 Extent of BPO 232 143 100 700 018 019 -0.00 0.07r 002 0.03 -026 1.00
9 Multi-sourcing 0.64 048 000 100 008 011 -0.11 017 041 010 -0.13 0.29* 1.00
10 Multi-location 070 046 000 100 003 019 022 -001 0212 003 -021 0.8 015 100
11 Captive 046 050 000 100 -005 0.09 -0.04 -013 015 -0.02 -0.09 0.16 -0.06 0.17 1.00
12 USA 0.74 044 000 100 011 -0.16 0214 -001 0.04 019 014 0.01 022 011 -0.00 1.00
13 Nearshore 032 047 000 100 013 023 009 012 -0.00 018 -0.31* 0.33* 0.34* 0.36* 014 011 1.00
14 India 054 050 000 1.00 -014 013 -0.19 -0.12 0.29* -0.14 -0.28 0.12 0.06 0.36* 0.37* -0.09 020 1.00
15 Emerging offshore 038 049 000 100 021 025 0.31* 013 0.27 027 -0.09 -0.09 0.7 006 027 -010 0.35* 0.23 1.00
16 USAHQ 066 048 000 1.00 -0.04 -0.09 014 -006 -0.04 022 023 001 -0210 027 015 015 -014 0.27 -013 1.00
17 Firmsize 887 192 398 1217 -0.15 0.11 0.03 -004 0.09 0210 -009 -0.08 014 003 022 -004 024 025 042* -007 1.00
18 Services industry 0.74 044 000 100 -015 -0.09 014 -0.17 -0.03 -0.18 0.14 0.07 -006 0.31* 0.09 0.17 -008 018 -001 025 -0.25

* Correlation significant at p<0.05.
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Profile of firms and BPO activities

Of the 38 firms in our data that belong to the Forbes Global 2000, 10 are in the largest 75
firms, 19 are in the largest 250 firms, and 27 are in the largest 500 firms [12], which suggests that
our data includes a reasonable representation of the world's largest publicly-traded companies. As
expected because the BPO survey was administered to managers of North American operations
(InformationWeek is a North American publication), most firms in our sample are headquartered
in the U.S. Asshown in Table 3, just over 1/3 of the firms in our sample are headquartered outside
the U.S., which illustrates the global dimension of our data.

TABLE 3
Headquarter countries for client firms
Region Number of

Country firms
North America

Canada 3

u.S. 33
Western Europe

France 1

Germany 2

Netherlands 1

Switzerland 1

Sweden 1

U.K. 2
Asia

Japan 2

Singapore 1
Other 3
Total 50

Our data includes BPO across a wide range of processes. As shown in Table 4, call center,
human resources, and finance and accounting rank as the three most frequently outsourced
processes by client firms in our sample. Supply-chain processes such as procurement and
inventory management rank among the least frequently outsourced processes, perhaps because the
majority of client firms in our sample are in the services industry sector.

TABLE 4
Outsourced processes
Process Number of
client firms
Call center 25
Human resources 22
Finance and accounting 18
Claims processing 13
Training 12
Customer analytics 9
Sales and marketing 7
Procurement 4
Supply chain 4
2

Inventory management
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Empirical models

Based on our conceptual model that includes client capabilities, vendor configuration and
country location, our equations for BPO quality, cost and time outcomes are as follows:

QualityOutcomes SoConstant + S11QualityMeasurements + SioProcessMaturity +
Si3ExtentBPO_+ SiaMulti-sourcing + SisMulti-location +
PsCaptive + f17USA + frigNearshore + fiolndia +
Sr-10EmergingOffshore + £1.11USAHQ +

pr-12FirmSize + SrasServices + & 1)

CostOutcomes SoConstant + B1QualityOutcomes + S2CostMeasurements +
[sProcessMaturity + S4ExtentBPO + BsMulti-sourcing +
SeMulti-location + SrCaptive + £sUSA + BroNearshore +
S-wolndia + B.11EmergingOffshore + 3.12USAHQ +

o-13FirmsSize + fo-14Services + & (2)

TimeOutcomes SroConstant + B1QualityOutcomes + S TimeMeasurements +
SraProcessMaturity + faExtentBPO_+ fSzsMulti-sourcing +
SsMulti-location + S7Captive + SsUSA + fBzoNearshore +
M-wolndia + f.11EmergingOffshore + f33.12USAHQ +

Ba13FirmSize + Ss.14Services + & 3)

We use three-stage least squares (3SLS) to estimate equations (1) through (3) [68]. Three-
stage least squares supports a system of structural equations such as ours where some equations
contain endogenous variables (e.g., quality outcomes) that are dependent variables of other
equations in the system. Error terms among equations may be correlated in this type of system,
and 3SLS accounts for this correlation by using generalized least squares to transform the variables
and obtain a consistent estimate of error terms [33]. Because 3SLS depends on the consistency of
estimates for error terms, if one equation in the system is misspecified, the error terms will not be
consistent and coefficients for other equations in the system will be biased and inconsistent [27].
Therefore, as a robustness check, we also computed equation-by-equation analysis using ordinary
least squares (OLS) in which the specification of one equation does not impact the coefficients of
another equation in the system. The OLS estimates are similar in sign, magnitude and significance
to the 3SLS estimates, which provides additional confidence in the 3SLS results.

We tested for multi-collinearity by computing variance inflation factors (VIF). The highest
VIF was 2.05, indicating that multi-collinearity is not a concern in our data [5]. We checked for
heteroskedasticity on an equation-by-equation basis using Engle's ARCH test and for the entire
system using the Breusch-Pagan Lagrange Multiplier test [7]. The results of these tests do not
indicate heteroskedasticity in our model. Because it is possible that quality outcomes, cost
outcomes and time outcomes are determined simultaneously, we checked for endogeneity in our
models using the Durbin-Wu-Hausman test and Hausman specification test [24]. The results of
these tests do not indicate endogeneity, which suggests that the OLS estimators are consistent. We
checked normality of data on an equation-by-equation basis using the Anderson-Darling test [1],
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which does not indicate non-normality of data. We also conducted a sensitivity analysis using
ordered probit and found results similar to the OLS results.®

RESULTS AND DISCUSSION

Table 5 provides 3SLS results from estimation of equations (1) through (3). As we discuss
results using the categories of client capabilities, vendor configuration and country location, we
note that all client firms in our sample engage in BPO. Therefore, coefficients for variables in
equations (1) through (3) represent relative quality outcomes, cost outcomes and time outcomes
compared with a sample of firms that also engage in BPO.

We empirically test the relationship between three client capabilities and BPO outcomes.
The first capability is process maturity, which represents the client firm's ability to manage a
business process. Interestingly, a client firm's process maturity is negatively associated with BPO
quality outcomes (f12= —0.503, p<0.10). This counter-intuitive finding could be explained by the
fact that when a client firm optimizes a business process prior to outsourcing, this shifts the client
firm's quality performance “baseline” for the process. An optimized process already has quality
performance, and while a vendor may deliver other benefits to the client firm (such as relief from
non-core processes), it may be difficult for the vendor to further improve process quality. The
second capability is the client firm's ability to manage vendors, as indicated by the number of
business processes outsourced. Vendor management capability is positively associated with BPO
quality outcomes (3= 0.170, p<0.10). This finding suggests that client firms with the capability
to manage vendor relationships are able to achieve greater quality benefits from BPO
engagements. The third capability is performance measurement, as indicated by the client firm's
use of measures to track the success of BPO engagements. Performance measurement capability
is positively associated with BPO quality outcomes (fu=0.337, p<0.01), cost outcomes
(B22=0.929, p<0.01), and time outcomes (fs3= 0.379, p<0.05). Consistent with research on the
Balanced Scorecard (“what you measure is what you get”) [29], these findings support the notion
that once a client firm establishes and uses contract details and SLAs to track vendor performance,
the client firm is able to allocate internal and vendor management resources to achieve quality,
cost and time BPO outcomes based on its business strategy.

3 OLS (robustness check) and ordered probit (sensitivity analysis) empirical results available from authors on request.
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TABLE 5

Three-Stage Least Squares Parameter Estimates

Category

Variable

@

Quality outcomes

@

Cost outcomes

©)

Time outcomes

Quality outcomes - - P 0.347* Pt 0.388**
- (0.258) (0.183)
Client capabilities Quality measurements P 0.337***| - - - -
(0.095) - -
Cost measurements - - P2 0.929*** | - -
- (0.226) -
Time measurements - - - - Pz 0.379**
- - (0.219)
Process maturity Pr2 -0.503* B3 0.040 B3 -0.207
(0.357) (0.371) (0.246)
Extent of BPO s 0.170* Poa 0.046 Paa -0.033
(0.109) (0.114) (0.075)
Vendor configuration | Multi-sourcing Pia -0.206 Pos 0.001 Ps -0.320**
(0.314) (0.296) (0.194)
Multi-location ﬂ15 0.183 ﬂze 0.087 ﬂge 0.091
(0.357) (0.350) (0.226)
Captive ﬂlG -0.083 ﬂ27 0.024 ﬂ37 -0.111
(0.303) (0.289) (0.190)
Country location USA P 0.551** | ps -0.780** | B 0.001
(0.329) (0.343) (0.224)
Nearshore Pis -0.261 Pro 0.570* Po 0.056
(0.373) (0.378) (0.239)
India ﬂlg -0.362 ,82.10 -0.175 ,&3.10 —0.489**
(0.337) (0.349) (0.226)
Emerging offshore P10 0.947*** | B3 -0.222 P11 0.222
(0.343) (0.453) (0.293)
Control variables USA HQ S 0.196 P12 -0.001 P12 0.278
(0.333) (0.325) (0.224)
Firm size ﬁl-lZ -0.166** ﬁ2.13 0.091 &.13 0.103*
(0.084) (0.095) (0.064)
Services ﬁ1.13 -0.527* ﬁ2.14 0.191 &.14 0.659***
(0.361) (0.389) (0.255)
Constant ﬂlO 1.768** ﬂzo -0.222 ﬂgo -1.083*
(0.898) (1.106) (0.721)
Chi square 39.40 39.00 52.13
Prob > Chi square 0.000 0.000 0.000
Pseudo R square 0.439 0.520 0.551
Observations 50 50 50

Standard errors in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1% (all one-tailed)

We find that BPO quality outcomes are positively associated with cost outcomes

(B1=0.347, p<0.10) and time outcomes (fBs1=0.388, p<0.05).

Similar to the software

development context [36], the upfront quality of business processes prevents rework and waste
which saves cost and time. BPO vendors are able to provide quality services through the training
and development of their personnel and the consistent application of process methodologies [40].
As vendor personnel are properly trained and apply the methodologies, and as they gain experience
on various engagements, they can make continuous improvements to business processes that will

result in additional cost and time benefits.
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processes, the client firm's management can refocus its time to resolve core business issues that
may result in further cost and time improvements.

For configuration, we empirically test the relationship of multi-sourcing, multiple service
delivery locations, and captive centers with BPO quality, cost and time outcomes. We find a
negative association of multi-sourcing with BPO time outcomes (fu=-0.320, p<0.05). While
multi-sourcing is recognized to generate overall benefits for client firms, this practice may involve
tradeoffs across various types of benefits. For example, as a client firm coordinates an increasing
number of vendors for outsourced processes, this may reduce the timeliness with which a client
firm can receive process outputs from vendors and integrate those outputs back into the firm's
internal operations. We are surprised that our results do not show a statistically-significant
relationship of multiple service delivery locations or captive centers with BPO outcomes. One
potential explanation for this lack of finding relates to the nature of firms in our sample. The
majority of firms in our study are Forbes Global 2000 firms that are already accustomed to
coordinating across multiple global locations, and the delivery of BPO from multiple service
locations may not be a significant complicating factor for these global firms. Forbes Global 2000
firms also have enough scale to outsource business processes to external vendors and maintain part
of their processes in-house with captive centers. Firms with this degree of scale may or may not
achieve quality, cost or time benefits solely by outsourcing to a vendor that specializes in the
business process. In fact, 46% of firms in our sample use captive centers, a percentage reasonably
similar to 61% of Fortune Global 500 firms using captive centers as reported in [52]. While we
did not find a statistically-significant association of captive centers with outcomes in our sample
of firms, we believe there is a need for further empirical research on captive centers.

For country location, we test the relationship of service locations in the U.S., nearshore,
India and emerging offshore countries with BPO quality, cost and time outcomes. Because our
sample is focused on North American operations, a U.S. service location represents onshore
outsourcing in our study. Relationships among location variables illustrate tradeoffs in BPO
outcomes. For example, we find a positive association of quality outcomes with BPO services
performed in the U.S. (fu= 0.551, p<0.05). While our data does not indicate the specific reason(s)
for this association, it may be because onshore outsourcing does not present challenges related to
cultural distance or time zone differences that could negatively impact BPO quality outcomes.
While onshore outsourcing is positively associated with quality outcomes, onshore outsourcing is
negatively associated with cost outcomes (f11=—0.780, p<0.05), consistent with higher labor costs
in the U.S. compared with other countries.

While onshore outsourcing is negatively associated with cost outcomes, nearshore
outsourcing (for firms in our sample, to Canada, the Caribbean and Mexico) is positively associated
with cost outcomes (9= 0.570, p<0.10), which suggests that nearshore locations offer a cost
advantage with similar cultural distance and time zones to the U.S. While nearshore locations may
not have the lowest labor costs, client firms may consider BPO cost benefits in light of quality
benefits [19], and may value the cost savings of nearshore locations combined with the time zone
and cultural compatibility offered by these locations. Overall, these empirical relationships
suggest that clients may be willing to tradeoff quality vs. cost outcomes in considering the country
location for various BPO engagements.

The notion of tradeoffs is also suggested by results for other country locations. For
example, even though India is generally recognized as the market leader for offshore BPO, we find
a negative association between the India location and time outcomes (f-10= —0.489, p<0.05). This
finding suggest that the time zone difference between India and the U.S. (for example, 9.5 hours
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between Bangalore and New York City during Daylight Savings Time) may impede the timeliness
of outsourced business processes, even if vendors in India are able to deliver quality and cost
benefits for those processes.

Interestingly, we found a positive association of outsourcing in emerging locations (China,
Eastern Europe, Philippines, South America, and Russia) with BPO quality outcomes (fi-
10=0.947, p<0.01). While our data does not indicate the specific reason(s) for this association, it
is possible that as vendors in emerging locations enter the BPO market, those vendors are careful
to signal and provide quality service (for example, earning designations such as Capability
Maturity Model Integration level 5) to establish a positive reputation with client firms and earn
new and repeat business.

[38] indicates that prior research has not found a consistent relationship of characteristics
such as firm size and industry with BPO decisions and outcomes. In our sample of firms, firm size
has a negative association with BPO quality outcomes (f1-12=—0.166, p<0.05), and a positive
association with BPO time outcomes (/%-13= 0.103, p<0.10). Our findings suggest that large firms
have the scale to execute business processes in a quality manner, and may not achieve a net
increase in quality solely by outsourcing to a vendor. Where large firms in our sample do achieve
benefits is in the time dimension, which suggests that external vendors may be more agile in the
execution and delivery of business processes compared with internal operations. We also find
similar relationships for client firms in the services industry, with a negative association for BPO
quality outcomes (f1-13= —0.527, p<0.10) and a positive association for time benefits (f.14= 0.659,
p<0.01). The time dimension of competition is particularly important for firms that provide an
intangible service rather than a tangible product. These findings are consistent with the premise
that while there are transaction costs that can impact the quality of BPO engagements, BPO can
help client firms focus on their core competencies and improve the responsiveness of their
operations.

We anticipated that there could be a difference in BPO time outcomes for firms
headquartered in the U.S., because offshore BPO for North American operations could represent
an additional layer of abstraction for a client firm that is headquartered outside the U.S.[4]. While
the coefficient was positive, the p value fell just outside the range of statistical significance. An
explanation for this non-finding could be that the U.S. represents one of the largest markets for
many Forbes Global 2000 companies, including companies headquartered in the U.S. and outside
the U.S. As an example, even though Toyota (which is not one of our sample firms) is
headquartered in Japan, North America is the company's largest market. Accordingly, Toyota has
significant production, sales and back office facilities in the U.S., and the coordination of BPO for
Toyota's U.S. operations may be similar in complexity to the coordination of BPO for Toyota's
Japanese operations. The geographic location of firms and vendors is an important topic for further
research.

CONTRIBUTIONS, LIMITATIONS AND FUTURE RESEARCH

This study makes two research contributions. First, we answer the call for empirical
research on BPO outcomes as a dependent variable(s). Our conceptual model discusses how BPO
outcomes may be influenced by client firm capabilities, vendor configuration and location, which
can be considered as ‘base-level’ characteristics of clients, vendors and governance [38]. A more
solid foundation of BPO data and results will enable researchers to theorize and test additional
elements that impact BPO outcomes such as contractual details and vendor capabilities that are
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found in the more extensive outcomes model for the more mature management practice of 1TO
[37]. Our second research contribution is to test a richer set of BPO outcomes including multiple
dimensions of quality, cost and time. The inclusion of multiple outcome dimensions helps to
connect BPO research with broader academic research on corporate performance outcomes.
Testing multiple dimensions of BPO outcomes simultaneously also helps to identify the tradeoffs
that client firms make across quality, cost and time outcomes as they structure BPO engagements.
In other words, it may be difficult for client firms to achieve all desired outcomes simultaneously,
or clients may be able to achieve certain performance outcomes only at the expense of other
performance outcomes. This subtlety cannot be captured by “client satisfaction’ or any other single
measure of BPO performance.

Our findings generate two important insights for practitioners, in addition to the value of
identifying outcome tradeoffs for various configuration and country location decisions. First,
while previous research suggests that firms outsource with a focus on cost [8], our findings suggest
that practitioners should place a primary focus on quality in the BPO decision and vendor selection
process, because quality benefits will lead to subsequent cost and time benefits. Second, our
findings suggest that performance measurement is an integral component of success in outsourcing
[54]. Firms must understand the BPO benefits that are crucial to their business strategies, and
make the necessary investments to measure these benefits and monitor their outsourcing
engagements. While client firms can outsource some activities to focus on core competencies,
they are unlikely to achieve desired benefits if they completely “abdicate responsibility” once a
process is outsourced to a vendor [53]. Firms must understand the value of and invest in
performance measurement for outsourced business processes.

There are two primary limitations to this study, associated with the secondary data used for
analysis. First, the quality, cost and time outcomes used as dependent variables are all perceptual
in nature, rather than formal quantitative measures based on firm records. While InformationWeek
makes efforts to ensure that respondents are in appropriate management positions with sufficient
knowledge of the firm’s IT department and operations [62], for future research it would be useful
to have gquantitative data on BPO outcomes. Quantitative data would enable further testing on the
relationships between quality, cost and time outcomes, to provide an understanding of the
magnitude of these relationships. A second limitation is that client capabilities, vendor
configuration and country location are indicated once for each client firm, rather than being
indicated on an engagement-by-engagement basis. In fact, client firms may or may not deploy
capabilities, configuration and country location consistently across all BPO engagements. The
same client may also change the nature of their outsourcing engagements over time [61]. It would
be useful for future research to have more detailed data on the practices for each specific BPO
engagement to understand whether these practices may lead to different quality, cost and time
outcomes across different BPO engagements over time within the same client firm.

To conclude, this paper develops and tests a conceptual model for the relationship of client
capabilities, vendor configuration and country location with BPO quality, cost and time outcomes.
We find that client firms must evaluate tradeoffs across BPO outcomes when they make
investments in capabilities and decisions on configuration and country location. For example,
while process maturity is a recommended capability for client firms to engage in BPO, client firms
with high process maturity may experience limited incremental quality when they outsource
processes to an external vendor. While multi-sourcing can mitigate operational risks, client firms
may experience lower time benefits when they use multiple vendors. While onshore BPO can lead
to improved quality, higher labor rates can result in lower cost savings. And while many offshore
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country locations may involve lower labor costs, our results suggest that time zone differences
between the U.S. and India result in lower time benefits. These findings suggest that as global
firms increasingly use BPO to coordinate their operations, they can evaluate the tradeoffs in BPO
outcomes to inform and improve their future BPO decisions.
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APPENDIX A

InformationWeek Questionnaire Iltems

Variable(s)

Questionnaire ltems

Quality outcomes
Cost outcomes
Time outcomes

categories in italics

What benefits, if any, has your company already seen from its BPO outsourcing efforts?
(choose all that apply) Selections include:

More skilled workforce (quality)

Ability to focus attention/resources on more critical issues (quality)
Higher customer satisfaction (quality)
Process improvement/transformation (quality)
Reduced operation costs (cost)

More predictable costs (cost)

Lower prices on products and services (cost)
Labor arbitrage/savings (cost)

Faster time to market (time)

Faster decision-making (time)

Faster cycle times (time)

Quality measurements
Cost measurements
Time measurements

categories in italics

How does your organization measure the success of its business/IT process outsourcing
efforts? (choose all that apply) Selections include:

Customer satisfaction levels (quality)

Process performance levels (quality)

Revenue growth (quality)

Six Sigma KPIs (quality)

Service level agreement/SLA adherence (quality)
Cost reduction (cost)

Headcount/full-time employees (cost)
Adherence to schedules/timelines (time)

Process maturity

Thinking of the most recent BPO engagement, did your organization choose to optimize
the process before sending it to a service provider or ask the service provider to optimize
it once the process was turned over to them? (choose one) Selections include:

Optimized process first, then gave it to BPO provider

Extent of BPO

Formative index drawn from three questions:

Does your organization conduct business process outsourcing for its finance and
accounting needs (tax, audit, accounts payable and accounts receivable)? (yes or no)

Does your organization use business process outsourcing for its human resources
(including benefits administration, payroll, and recruitment)? (yes or no)

Does your organization conduct one or more of the following types of business process
outsourcing? (choose all that apply) Selections include:

Sales and marketing e Supply chain

Claims processing e Inventory management
Call center/customer care Customer analytics
Procurement e Training
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Appendix A (continued)

Variable(s)

Questionnaire ltems

Multi-sourcing

Does your organization implement its BPO initiatives in one or more of the following ways?

Captive e We use multiple BPO providers (human resource, finance and accounting, customer-
service outsourcing) (yes or no)
e We use offshore, captive (company-owned) service centers (yes or no)
USA Variables constructed based on answers to two questions:
Nearshore
India In which countries or regions are BPO services conducted? (choose all that apply) Selections

Emerging offshore

categories in italics

include:

e Canada (nearshore)

Caribbean (nearshore)

China (emerging offshore)
Central/Eastern Europe (em. off.)
India (India)

Mexico (nearshore)

Philippines (emerging offshore)
Russia (emerging offshore)

South America (emerging offshore)
United States (USA)

Thinking of your organization's BPO deals, where is the service delivery work conducted?
(choose one)

e Inside of the U.S.

e Outside of the U.S.

e  Combination of onshore/offshore
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