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The Development of Service provider’s BPO-IT framework

Abstract
Purpose — The decision to operate BPO-IT organisational model by a BPO service provider
has far reaching benefits. This paper develops a service provider’s BPO-IT framework that

provides in-house IT function (software) required to process client services.

Design/methodology/approach — The multi-case study adopted an exploratory sequential
mixed method research approach. In the first instance, 7 BPO service provider organisations

were investigated in the qualitative phase and 156 in the quantitative phase respectively.

Findings — The adoption of the developed framework indicates that it could reduce failures
in BPO relationships through reduced turnaround time in processing client services,
improved quality of service, reduced cost, improved client and provider’s competitiveness,
and confidentiality of client operations. Outsourcing clients could lay the foundation for a

successful relationship by adopting a selection process that could choose the right provider.

Originality/value — The paper reveals BPO-IT organisation’s operation towards in-house
provision of software required to process client services. A research exploring BPO service
providers from a top outsourcing destination like India could provide offshore outsourcing

clients the information to move towards onshore outsourcing.

Keywords — Software, BPO-IT, Outsourcing, IT management

Paper type — Research paper

1. Introduction

Business Process Outsourcing (BPO) has been a popular form of outsourcing, with IT as
integral to the process and management (Lacity and Willcocks, 2012; Mani et al., 2010) and
involving the provision of infrastructure to support functions both at the client and service
provider’s level (Loh and Venkatraman, 1992; Mani et al., 2006). A service provider can
either obtain the IT function from an IT company through subcontracting or develop it in-
house thus integrating IT into their organisation. According to Feeny et al. (2005),

outsourcing clients tend to choose a service provider that can provide both the business



services and the required IT functions through in-house as part of their contract provision. In

effect, improving performance through synergistic advantages.

While beneficial, BPO is not without risks or failure. In order to reduce failure in BPO
relationships and improve performance (Willcocks, 2010), there have been suggestions for
service provider organisations to invest in IT infrastructure (Click and Duening, 2005; Linder
et al., 2002; Weerakkody et al., 2003), this allows required IT functions to be provided
within the BPO service provider organisation. Thus, the BPO service provider will, in addition
to the services, provide the IT functions required to process and deliver client services.
Specific components suggested within the IT infrastructure include IT managerial skills,
information and communication technology and application software development
provision (Karmakar, 2004; Bharadwaj and Saxena, 2009). In the past, Kraut and Streeter
(1995) had identified the quality of application software used in processing services as a key
IT component for determining the quality of services delivered to clients. This implies that
the development process of software could impact on its quality and therefore quality of
services delivered to clients. As Michell and Fitzgerald (1997) suggested, the development of
the application software within the service provider organisation could improve the quality
of the software because of the provider’s understanding of their domain’s requirements

(e.g. financial services domain), thus improving quality of services delivered to clients.

In line with suggestions made for service providers to invest and integrate IT infrastructure,
both practitioners and academics (Weerakkody et al., 2003; Singh, 2012) suggest a
distinctive BPO-IT organisational model, whereby a BPO service provider would provide the
IT functions required to process and deliver client services. For the purpose of clarity, in this
study, BPO service provider organisations practicing this model are called BPO-IT
organisations. In some literature, these organisations are also referred to as IT-BPO
organisations. In addition, “process” and “service” are interchangeably used - a service
comprises of different processes. For example, a financial service outsourced by a client
could include processes such as database management for profiling customers, accounting
and daily transaction software. While existing research has explored the nature of BPO-IT
organisations, there is currently a lack of research into understanding the approach for
service provider organisations to operate a BPO-IT organisational model. This paper
therefore offers a framework for BPO-IT development which, when developed, could define
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a software development process that can provide application software with an acceptable
level of quality to process client’s services. This offers greater efficiency, effectiveness and

efficacy for organisations and improves their competitiveness.

While Kremic et al. (2006) demonstrated the process of outsourcing through the
development of an outsourcing decision framework; Fjermestad and Saitta (2005)
developed an IT outsourcing framework. Research is generally limited and in both cases, the
authors suggest the need for further research to identify and address the specific IT
components within the framework that would support decision making in outsourcing.
Gyeung-Min (2008) identified IT maturity as a key factor for value creation while Bharadwaj
and Saxena (2009), in their study — “building wining relationship in business process
outsourcing services” demonstrated the effectiveness of a robust and scalable technology,
and knowledgeable people towards delivery of services. In another instance,
Mahmoodzadeh et al. (2009) developed a general BPO framework based on business
process and knowledge managements, which focused on reducing the risks and pitfalls
associated with outsourcing. Therefore, our paper will, through the adoption of mixed
method research, develop a specific BPO-IT framework for service provider organisations
seeking to operate a BPO-IT organisational model. To do so, the paper explores decision
factors relating to BPO service provision, the outsourcing process cycle and reasons for
operating BPO operational models. Emphasis is on in-house software development
processes. Our paper is divided into sections: the introduction, which defines the nature of
the research problem; background of study, exploring the theoretical underpinning to our
proposed BPO-IT framework; research methodology for conducting the study; findings and

discussion of our framework; and limitations and further research.

2. Background

Outsourcing is a global phenomenon and a key corporate tool in business. As such,
researchers have provided different reasons why organisations outsource, these range from
cost reduction and improving productivity, to availing the best skills, and remaining
competitive, justifying every aspect of the outsourcing engagement (Willcocks et al., 2010;
Lacity et al., 2011). However, outsourcing is not without risks and clients that overlook this

aspect could experience unsuccessful relationship. Many organisations have failed to realise



their outsourcing objectives because of poor evaluation of the right activity or process to
outsource (Mclvor et al., 2010). Specifically, BPO is associated with known disadvantages,
which include erosion of knowledge and expertise within the outsourcing client; valuable
data could fall into the hand of competitors, and loss of management control (Yang et al.,
2007). Further, table 1 presents type of risks and its components associated with

outsourcing.
====Table 1===

Aron et al. (2005) identified associated risks emanating from the service providers to
include, operational risks, strategic risks, intrinsic risks of atrophy and location. In the
operational risks, BPO service providers could claim non-existence expertise and IT
infrastructure. The strategic risks entail the provision of hidden costs that lead to
exploitation of the client by the service provider through the use of profit maximisation as a
business strategy. While the outsourcing clients outsource non-core services and focus on
core competence, employed professionals could be made redundant within their respective
business units in their organisation because of the knowledge transfer to the service
provider. Another risk comes from change of location especially through offshore
outsourcing relationships where cultural and language differences adversely affect services

provided to clients.

In order to reduce these risks associated with outsourcing and improve performance at both
the client and provider’s domain, Kremic et al. (2006) presented an outsourcing decision
framework to guide outsourcing clients. The framework specifically outlined the key factors
to be considered before embarking in outsourcing of services — reasons for outsourcing,
influential factors, and risks associated with outsourcing. Kremic et al., (2006) suggest that
intending clients should, first of all evaluate these factors with the organisation’s business
objectives and if it portends a positive outcome, only then should the organisation
outsource. Over the years clients have become victims of failed outsourcing relationships
which researchers attributed to lack of IT infrastructure and its integration within a BPO
service provider organisation. For example, customer’s failure to avail financial services
from Royal Bank of Scotland (RBS) was linked to unreliable application software used by

their service provider in India in processing their services (Allen et al., 2012). A $3.5 billion



deal between Sainsbury’s and Accenture quickly failed after launch due to reasons
emanating from unreliable software within the IT supply chain which consequently caused a
renegotiation of the deal (Willcocks et al., 2010). As identified earlier, application software is
required to process client services, and over the years, research evidence as presented by
Kraut and Streeter (1995) suggests that the reliability of application software hinges
primarily on the development process. In other words, a successful development process
must involve individuals with sufficient knowledge of the domain requirements and, in this
case, BPO service provider organisations with specific expertise and years of experience in
the financial sector developing its own application software. Having considered the above
risks and failures, Feeny et al. (2005) assert that the choice of a service provider could

determine how successful the relationship would be.

2.1 Choosing a BPO service provider

Clients exploring the potential benefits of outsourcing business processes need to examine
carefully at their own goals and be clear about required supplier capabilities (Lacity et al.,
2009; Kim et al., 2007). This implies that the first step in identifying potential suppliers is for
a company to consider its own requirement. Researchers (Feeny et al., 2005; Weerakkody et
al., 2003; Bharadwaj and Saxena, 2010) have indicated specific provider’s competencies to
include the size of the provider, strength of the IT infrastructure, domain expertise, web-
enabled technology for delivery and project management skills. In terms of size, large BPO
service providers tend to have strong financial background and domain expertise but should
be chosen with caution. They handle various business processes for more than one client
and this includes competing business institutions (Daven, 2012). To be considered for
selection, a service provider must demonstrate the strength of their IT infrastructure to
process and deliver services vis-a-vis bandwidth, data centre, and software development
team (Weerakkody et al.,, 2003; Panda, 2012). Another key capability is ability to
demonstrate thorough understanding of the domain requirements and challenges through
knowledge and expertise (Lahiri et al., 2012). A service provider should be innovative and be
able to demonstrate flexibility in its approach even when client’s requirement changes along
the way (Feeny et al., 2005). By establishing these prerequisites, Bharadwaj and Saxena
(2009) emphasise that an acceptable level of IT managerial skills is required to achieve the

combined benefits of these capabilities.



2.2 Conceptual BPO-IT framework

In the literature, providers’ capabilities have been centered on IT and IT management
components; and therefore termed as critical factors for a successful BPO relationship. It is
around these critical factors that the BPO-IT framework is constructed. In the first instance,
the IT components are identified as the application software required to process client
services and then, the IT management component that provides the managerial skills for
different IT functions. Figure 1 expresses the conceptual fit of these critical factors for BPO-
IT framework that could enhance performances. The “fit” is a measured level of combined IT

components (identified as application software) and IT management skills adopted.

====== Figu re 1====

2.3 IT management

In a service provider operating a BPO-IT organisational model, IT management skill is a key
component for a successful outsourcing engagement. The objectives of investment in IT
infrastructure could not be realised in the absence of IT management. McNurlin et al.
(2009), describe IT management as the discipline whereby all of the technology resources of
a firm are managed in accordance with its needs and priorities. In this case, these resources
may include tangible investments like computer hardware, software, data, networks and
data centre facilities as well as the staff hired to maintain them. IT management knowledge
is an important capability of a service provider that enables the organisation to conceive,
develop, and use firm-specific applications of IT that would improve process performance
(Ray et al.,, 2004). The greater the complexity and interdependence of outsourced
processes; the greater is the required level of technological advancement, investment and
management in the process execution. Thus, in the absence of a strong IT leadership to
coordinate business and processing teams, development of an enabling IT structure, both at
the client and service provider, clients would be far from achieving their business goals
(Martin et al., 2008). In BPO, without the involvement of the IT management team from the
beginning of the BPO engagement process, it would be difficult to realise the strategic value
for which the services were outsourced (Mani et al., 2010). This argument is consistent with

the view of Tornbohm (2006) that business leaders of the outsourcing client or service



provider must ensure that the IT manager is included in the executive team and associated

decision making processes.

2.4 IT components

The IT components are determined by the client requirements and managed by the IT
management team. These include computer hardware and software respectively. Within
these components, the application software could be identified as a key component due to
its effects on the quality of processed services delivered to clients. Kraut and Streeter (1995)
are of the opinion that the quality of application software used in processing client services
determines the quality of delivered services. Therefore, the process from which the
application software evolved from would be of interest in this study. According to
Sommerville (2011), to meet business opportunities, the application software development
process must embrace rapid development and delivery. While Erickson et al. (2005) are of
the view that agility should be a key component in the development process of the
application software required for service processing. To add value to client’s service, each

outsourced business process is continuously encountering IT components, especially at the

time of processing and delivery by the service provider.

2.5 BPO performance

The BPO performance is a result of the interaction between the combined IT components
and IT management within the BPO-IT framework. BPO service providers perceive
performance as the fulfilment of all client’s requirement within the service level agreement
(SLA) (Ikerionwu et al., 2014a) and thus “the accomplishment of a given task measured
against pre-set known standards of accuracy, completeness, cost and speed” (Business
Dictionary 2013). This could indicate that a service provider operating a BPO-IT framework
may achieve the obligation(s) defined in the SLA more effectively and efficiently. SLA
outlines the standard of performance, the method of calculating performance, specific
client requirements, and mode of service delivery (lkerionwu et al., 2014; Whitaker et al.,
2011). Benefits associated with SLA include reduction of uncertainties, defining of all
expectations including the acceptable level of processed service quality and mode of service
delivery. However, to achieve desired performance, the service provider has to apply

flexibility in its overall approach especially in the areas of development of software, service



processing and SLA (Kremic, 2006; Sue et al., 2008). The next sub section discusses flexibility

and its area of application in a conceptual framework.

2.6 Flexibility

Researchers have described flexibility as the ability to add value to clients’ services through
innovations, and re-engineering of applications to meet changing client requirements
(Daven, 2012; Willcocks et al., 2004; Embleton and Write, 1998). At the time of software
development, services processing, and delivery, innovations could be as a result of
interactions between the IT components and IT management team primarily to add value to
client services (Stauss and Jedrassczyk, 2008). Specific to business processes, Alagse (2011)
defines flexibility as the ability of an organisation to effect changes in the process
components such as its activities, technology, and information in a timely manner usually in
response to changes in business environment, requirements and stakeholder needs. In the
light of this, flexibility is an “add-on” component at the operational and technological levels
(Golden and Powell, 2000; Infosys, 2012).

At the process level of a service, operational flexibility is conceptually described as the
ability of a service provider to quickly provide new services based on changes in client
requirements by adjusting an earlier business process solution template. It is often
witnessed when service providers are faced with many clients requiring similar services.
Providers tend to redesign the front-end user interface of the software primarily to provide
privacy to client operations and attend to many clients simultaneously. Meanwhile, in every
format, flexibility takes its root from technology. It is the ability of the technology to provide
a platform for information processing in an organisation at any given time (Tushman and
Nadler, 1978). Service providers are, therefore required to frequently upgrade their
hardware, and people through training, in order to add value to client services.

Overall, clients could reduce risks associated with outsourcing by choosing service providers
with required supplier’s capabilities. On the other hand, providers must integrate IT into
their organisation in order to attain the level of capability to qualify to be chosen by
potential clients. Similarly, IT management and IT components were identified as the two
critical factors in a BPO-IT organisation. The IT components involve the development
process adopted within the conceptual BPO-IT framework in order to develop software with

an acceptable level of quality. The entire process is managed by a strong IT management



leadership and both client and provider’s performances are tied to the combined levels of
these factors. Generally, flexibility is a key factor for value creation and satisfaction of
providers’” numerous clients. The next section discusses the research methodology, data

analysis, findings and discussion.

3. Research methodology

This study adopts an exploratory sequential mixed method approach, which as Cameron
(2009) suggests, provides for an in-depth understanding of a phenomenon. A sequential
abductive design is used (Leech and Onwuegbuzie, 2009), so the results of the qualitative
study (Phase 1) formed the basis for further quantitative study (Phase 2), and has been
applied in such areas like information systems (Themistocleous et al., 2004, Burke et al.,
2007) and software engineering (Sjoberg et al., 2007). The findings in the exploratory study
are derived from the triangulation of qualitative and quantitative results. The target
population for this study is Indian BPO financial service providers that have been in
operation for a minimum of 5 years and have offshore and onshore clients. India has
maintained the number one position for outsourcing (Tholons, 2014, Javalgi et al., 2013) and
is therefore an appropriate focus for the study. Firstly, through the largest umbrella of BPO
service provider organisations in India - National Association of Software and Services
Companies (Nasscom) and “BPO Watch India” websites, 180 BPO organisations providing
financial services to offshore clients were identified. Their respective websites were visited
for the very purpose of obtaining their contact details and more understanding of their
service provisions. On identifying individuals of interest within these organisations, several
exchange of emails and phone calls took place. It was identified that only 98 of these
organisations are operating BPO-IT organisational model, and provide financial services to
onshore and offshore clients. With further communications, seven organisations
(represented as BPO1 to BPO7) satisfied the sample selection criteria to participate in the
study. Among these, six organisations operate BPO-IT making the core sample of

organisations.
Phase 1

Twelve participants were interviewed, two from each organisation. This is in line with

previous works by Creswell (2002, 2007) and Guest et al., (2006). The researchers applied
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semi structured open-ended questions to systematically collect data from research
participants and introduced flexible probing (Noor, 2008) for depth and richness within the
context of BPO-IT throughout the interview. The interview questions are made up of 38
semi-structured questions distributed into the following sub-sections: background of BPO
service providers (5), BPO process cycle (11), service providers’ perception of BPO
performance (6), and application software development and management of IT components
(16). The interviews for BPO service providers were recorded with digital Dictaphone and
saved as MP3 digital files. The captured interviews were transcribed to Microsoft Word
documents. This data was imported to the NVivo version 10 software for coding and analysis
of qualitative data. NVivo 10 was adopted for the research because of its advanced data-
handling and manipulation features. It supports data management, data editing, and allows
contextual annotation, importing and exporting of data to statistical packages. This
combined the benefits of software and manual analysis (Weber, 1990; Blismas and Dainty

2003). There are three specific stages involved in the analysis:
1. The interview word document is imported into NVivo

2. This stage comprises assigning text units, generating nodes for each question, and
indexing. This was followed by gathering and collecting codes for comprehensive
analysis through filtered interview responses, cross case interview analysis, word

frequency, text search query, and emerging categories.

3. Interpreting codes and outcomes from stage 2. This stage also categorised key words
and phrases to form themes. The processes in stage 2 and 3 were repeated until new
categories did not emerge. Further, the process of word frequency and text search

qguery are discussed as follows:
Word frequency analysis

The words, which are considered useful and important in the cross case interview are coded
guestion-by-question and stored in a tree-like structure. At this stage, word count or
frequency analysis is applied through the use of query (Word Frequency) to identify the
words that are predominantly discussed. Specifically, it is performed to determine the
frequency of a word relative to the total words counted across interview of participants. The

result is expressed in weighted percentages. The weighted percentage assigns a portion of
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the word's frequency to each word so that the overall total does not exceed 100% (Leech
and Onwuegbuzie, 2011). In this study, to calculate the weighted percentage, the
researchers set the maximum number of words to be displayed as 1000 with minimum

characters of 4.

Text search analysis

Text search query is used to identify the prevalent phrase, idea or words in participant’s
discussions. It is performed on the cross case interview to search for the usage of a word of
interest within respondents interview (Leech and Onwuegbuzie, 2011). The result is
expressed in percentage with specific value to each interviewee. When more than a word is
searched for, the search is performed using the OR logic to include all related words and the

result is expressed in weighted percentage.

Phase 2

In the second phase of the study, the quantitative approach was adopted. Through Nasscom
and “BPO watch India” websites, 754 potential participants were identified. The researchers
established communication with relevant individuals in these organisations and it was later
found that only 380 BPO organisations provided financial services. This number represents a
larger base of the target population (BPO service providers) when compared with the 7
service providers involved in the case study. A letter introducing the research study and a
request letter to participate in the study were sent to relevant individuals within each
organisation. The quantitative questions were in the form of an online questionnaire, which
was developed based on the outcome of the qualitative analysis of the data collected, and
intended to increase accuracy Malterud (2001). The questionnaire consists of 27 questions,
including 4 Matrix and 1 Likert scale based question. The questions are distributed into 3
sub-sections, to be answered by individuals who contribute to the decision making within

the IT department of the BPO service provider. These sub sections are discussed as follows:

1. Background of service provider: In this section, 5 questions (1-5) were asked to

ascertain the conformity of the criteria set for service provider’s background before

the study could commence. This is consistent with the criteria which states that
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participating organisations must have been in outsourcing domain for a minimum of
5 years, has clients both onshore and offshore, and providing financial services.

2. Impact of IT on BPO performance: There are 9 questions, which were derived, based

on the responses to the 17 questions asked to interviewees in the BPO process cycle
and service provider’ perception of performances of the qualitative case study. Thus,
the responses from the quantitative study are used to corroborate the result of the
qualitative result and expand the understanding of the impact of IT on BPO
performance.

3. Development and management of IT components: There are 13 questions in this

section of study which were condensed from 16 questions that comprised of
application software development and management of IT components in the

gualitative case study.

After obtaining participants consent, a link to the questionnaire was distributed to 358
potential participants. Participants were specifically requested to forward the questionnaire
to the right person within the organisation if they do not hold any position relating to IT
platform and service processing. Such positions include IT manager, Process leader, VP,

project manager, and management level of the organisation.

After forty-four days, a total of 156 valid responses were received which represents 44%
response rate. This value is consistent with Baruch and Holtom (2008) assertion that the
average response rate required for studies at organisational level is 37.2%. A total number
of 128 of the 358 potential participants did not respond to the questionnaire, a further 74
responses were invalid because respondents did meet the position criteria, and some of the
organisation’s dates of establishment were below five years. In order to prepare the
collected data for analysis, responses were initially assigned codes using a codebook and
subsequently coded into SPSS software version 21.0. The statistical tools used for the
analysis are Factor analysis, Cronbach’s Alpha, correlation matrix, Kaiser-Meyer-Olkin

Measure of sampling adequacy, and Bartlett’s Test of Sphericity.
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4. Findings and Discussion
Outsourcing process cycle

The initial stage of the research was to profile the outsourcing process cycle in order to
understand the component elements of the process and potential hot spots for managerial
focus. The findings indicated that the outsourcing process cycle is initiated by the
outsourcing client through the issuance of “request for information” (RFI) to potential
service providers. The RFI contains what services the clients intend to outsource, their
expectation from the provider and questions covering provider’s capabilities. After
understanding the client’s requirement, service provider responds to RFl and the selection
process commences. Firstly, to confirm the provider’s capabilities and the level of risks they
are exposed to, the participants affirmed that clients could independently investigate from
other clients identified in the RFI returned by the service provider. For example, within the
financial domain, clients who had earlier outsourced services to the same provider could be
approached for advice and their personal experience with the potential provider. As
indicated in table 2 clients confirm that these risks are not prevailing within the potential
provider, they possess the capability, and also demonstrate competency in the delivery of
similar services. Respondents indicated that clients request a physical demonstration of
essential competencies as a prerequisite for further negotiation and eventual selection. This
whole approach reflects a classic confirmation of providers’ capabilities, the level of risks
being exposed to, user requirements and service level agreement stance within a process
cycle (table 2). Yet, the results in table 2 presents research participant responses to
explaining what an outsourcing process cycle is, and a clear story as to how outsourcing is
initiated, service outsourced, processed and delivered back to the client. Therefore, all the
activities that take place from the time a service is outsourced, processed and delivered is

termed as an “outsourcing process cycle”.

Table 2 indicates that the service provider’s capabilities and associated risks are, first
confirmed through physical inspection of site and independent investigation involving
former or current clients of the provider. This is in addition to demonstration of

understanding of client requirements and industry expertise. In the absence of requisite
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human resource, a selected service provider provides the lacking human resources by
training of individuals who would conduct a “test run” of the service processing before the
actual provision of service goes “live”. From here on, a service level agreement (SLA) is
signed, physical inspection undertaken, services are processed and delivered, daily contacts
are maintained, and performance monitoring is established. This process corroborates
Gewald et al. (2006) assertion that the method of provider’s selection significantly affects
the outcome of the outsourcing relationship. In effect, the choice of a service provider could

be the beginning of a failed or successful outsourcing relationship.

In order to understand the most frequently used terminologies and its effect on the overall
outsourcing relationship, the word frequency analysis was performed on the cross case
interview which produced the following weighted values in percentage: capability (2.04%),
SLA (1.75%), competence (1.46%), requirements (1.17%), training (1.27%), inspection
(0.87%). The usage of these keywords by interviewees suggests that clients confirm
providers’ capabilities and competency through physical inspection before signing SLA with
a provider. This result is a corroboration of the thematic findings presented in table 2. It
suggests that service providers sign SLA with a client but also consider client’s requirements
before providing services. The size of the service provider, available skills and its financial
status are also considered before they are selected through open bidding. It is worthy to
note that the information on risks assessment are contained in a copy of RIF and are
independently investigated by the client. As indicated earlier, Feeny et al. (2005) assert that
to be considered for selection, a service provider must demonstrate competency in domain
knowledge and industry expertise. Concisely, the initial stages of a process cycle include
assessment of risk factors within the provider, demonstration of capabilities and
competency within the industry sector. The next section investigates IT management skill
and application software identified as the two critical factors within a conceptual BPO-IT

framework.

4.1 IT management skill
In order to understand the specific role of IT management, interviewees were asked to
indicate the importance of IT management within their organisation. Interviewees identified

IT management as a critical factor in a successful BPO relationship, this question was asked
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in order to understand the extent of IT management skill involvement in a process cycle.

One of the interviewees indicated as follows:

“IT management is part of the overall cycle of planning. When | say planning, in a brief
sense, | am talking about people, technology and process. People, yes; find good people and
train them. The HR department handles this. Technology- technology is where the IT teams
and latest IT equipment and techniques that is to be deployed come into effect” (IT manager,

BPO1).

In the cross interview analysis, all the respondents indicated IT and IT management skill as

key components in a process cycle.

====Figu re 2====

In the wider quantitative study, responses in figure 2 shows that service providers
considered all the provided options as critical but most significantly, IT and IT management
(135). Others include system integration (92), delivery mode (84), and data management
(27). This is an indication that in the absence of IT and IT management skill, service
processing and delivery could not be feasible especially within a BPO-IT framework.
Without IT enablement, BPO as a strategic option would not have been feasible (Batra,
2006). However, IT enablement without a strong IT management skill could be far from
achieving the organisations’ business goals (Park and Im, 2007). One of the IT components
identified in the conceptual framework is the application software required to process client

services. The next section investigates how organisations obtain this software.

4.2 Application software acquisition

In the cross interview analysis, all but BPO7 indicated that, within their organisation they
develop the application software required to process client services. This suggests that six
BPO service provider organisations are operating BPO-IT organisational model. Interviewees
indicated that their respective organisations established dedicated software development
teams exclusively for in-house software development. Research participants responded that
their respective software development teams comprise of the following number of

members: BPO1 (128), BPO2 (350), BPO3 (125), BPO4 (115), BPO5 (98), BPO6 (80), and
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BPO7 (not applicable). Figure 3 suggests that 98 BPO organisations acquire application
software required to process client services through in-house software development, 24

purchase from a vendor, 28 obtain from client, while 11 outsource to IT Company.
::::Figure 3===

Although investigation into the development process adopted by each development team is
beyond the scope of this study, the researchers asked the participants to identify their
respective development paradigm. As a follow up question, it could add credence to the
“cut out” task of the software development team. Most respondents indicated the use of

“Agile” but went further to say;

“It depends on client requirements after carrying out case study. Agile method combined

with software reusable components commonly used” (Software developer, BPO4).

The text search analysis for the words “agile”, “reusable”, and “components” were
performed using the OR logic condition (agile OR reusable OR components) on the cross
interview of respondents, the following words usage were revealed: BPO1 (0.04%), BPO2
(0.29%), BPO3 (0.04%), BPO4 (0.85%), BPO5 (0.18%), BPO6 (0.46%), BPO7 (0.00%). These
suggest that all but BPO7 could develop application software using agile framework and
reusable software components. The goal of using agile and reusable components is to
quickly adapt to changes in client requirements and improve the software quality. (Bertoa et
al., 2003; Sommerville, 2011). Most BPO organisations obtain their software through in-
house development because software acquisition through vendors or sub-contracting to IT
companies could not be easily “fine-tuned” to solve specific issues emanating from frequent
changes in clients’ requirements (lkerionwu et al., 2014b). In doing so, they aim to reduce
the processing costs and improve the quality of services delivered to clients. As indicated
earlier, the provision of application software through in-house development is only feasible
in a BPO-IT organisational model, thus interviewees were specifically asked to state the
benefits of operating BPO-IT model. The next section, therefore, presents the benefits of

BPO-IT organisational model.
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4.3 Reasons for operating BPO-IT organisational model

Primarily BPO-IT provides the platform for in-house provision of IT functions required to
process and deliver services to clients. To understand why some BPO organisations have
chosen to operate a BPO-IT model, respondents were specifically asked; what can you say
are the gains of integrating IT into BPO? Table 3 presents the themes derived from cross

interview analysis of research participants.

====Table 3===

From table 3, interviewees’ suggested the following reasons: quick turnaround time;
maintaining confidentiality of client’s operations; delivery of SLA within a short time;
expanding the scope of engagement; reduction in service processing cost; competitive edge
and finally, quality software that is translated to quality services. The word frequency
analysis shows the following weighted percentages: cost (5%), quick (5%), competitiveness
(2.5%), protected (2.5%), operations (2.5%), and improved (2.5%). This suggests that the
cost of processing services is reduced when a service provider develops the software
required to process client services. When the turnaround time is quickly reduced, it implies
that SLA is quickly achieved. The fear of stealing intellectual property by exposing client
operation to rival organisations is significantly reduced when a service provider provides the
application software in-house. The involvements of a third party organisation for the
provision of software implies that they would first, understand the client’s requirement
before the development of the software. In effect, organisations that operate BPO-IT could
enhance client’s performances, improve quality of services, provide privacy to clients
operations and reduce cost of services. This is in line with researchers (Bharadwaj and
Saxena, 2010; Singh, 2012) assertion that providers stand a chance of being selected if they
could demonstrate that required IT functions for service processing and delivery could be
provided in-house. Overall, client competitiveness is improved and enhanced quality
services are delivered to client’s primary customers. For a wider investigation and
understanding, the researchers reached out to a wider number of organisations through a

guestionnaire and the result is presented in the next subsection.
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Questionnaires

Based on the thematic findings in the qualitative phase, the reasons for operating BPO-IT

were presented to participants in the form of a matrix question with Likert scale.

If you develop software in-house, indicate your level of agreement with each of the six
possible reasons for doing so. (where 1= strongly agree; 2 = agree; 3 = disagree; 4 = strongly

disagree).

The options for the selection include six components; competitive edge, job security,
retaining IT jobs, reduces turnaround time, provides secrecy over clients operation, and
reduces processing cost. To analyse the matrix question, Factor analysis was considered but
subject to fulfilment of criteria for the adoption of factor analysis. In the first instance, the
156 valid variables as responses from participants were condensed to a manageable level of
numbers, followed by the establishment of correlation between the six components. This
process is in line with Pallant (2010) assertion that factor analysis is suitable for data
reduction, testing for validity and reliability of the variables, and establishing the correlation
of the study components and as per previous studies in the field (Tarig and John, 2000,

Tabachnick and Fidell 2007).

For suitability of factor analysis, the correlation matrix should show at least some
correlation of r = 0.3 or more (Pallant, 2010). In the correlation matrix in table 4, there are
nineteen number of correlations of more than 0.3 value which are expressed in bold figures.
This significant level of correlation between the six thematic components indicate that each
of the components contribute significantly towards an acceptable level of client’s

performance.

===Table 4===

Kaiser-Meyer-Olkin (KMQ): The KMO test value is considered significant at 0.6 or above. In

this case, the value is 0.735. The value of the Bartlett’s test of Sphericity is 0.000. The
significant value is p < 0.05 (Bartlett, 1954). In the above instances, the six components

satisfied the criteria for the use of factor analysis.
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====Table 5===

Factor extraction

Thompson (2004) suggests that factor analysis is used to determine the smallest number of
factors or components that are required to represent the interrelationship among a set of
variables. To extract these variables, Thompson suggested that principal component analysis
(PCA) is the default method in most statistical analysis. In PCA, three principal techniques
(Kaiser’s criterion test; Scree plot test; and Parallel analysis test) are applied to determine
the number of factors to retain and study further.

====Table 6====

When the six components were subjected to Kaiser criterion’s test (table 6), only two of the
returned components have eigenvalues more than 1 (2.972 and 1.441). According to Pallant
(2010), the extracted components with eigenvalue =>1 are to be selected for further
investigation. The cumulative % of the two components returned a total of 75% (49%.53,
24.023%) which suggests the retention of a two component solution. To further confirm the
two components solution, the Scree test was performed on the six components. The Scree
test plot returned two components with eigenvalues of more than 1 which are further
supported by the results of the Parallel analysis which returned two components after the
comparison of eigenvalues from PCA and Kaiser’s criterion values from parallel analysis. This

suggests further investigation of these two components.
====Table 7====

In support of the interpretation of the two components solution, an Oblimin rotation was
performed as shown in table 7. The rotation solution revealed the presence of simple
structure (Thurstone, 1947), with both components showing a number of strong loadings
and all items loading substantially only on one component respectively. The strong loadings
in each component are in presented in bold to highlight their presence and its level of
importance among the reasons for in-house software development through BPO-IT
organisational model. This interpretation suggests the level of consistency with the
responses from the interviewees which show the scale of importance of each variable in
relation to in-house development of application software. Based on the six thematic
components identified in the qualitative study, the factor analysis (table 7) indicates that

BPO organisations develop application software in-house for the following reasons in the
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order of importance: reduces turnaround time (0.876); reduces service processing cost
(0.873); competitive edge (0.872); retains IT jobs (0.864); confidentiality to clients
operations (0.844); and job security (0.806).

The above interpretation supports the call for the need to develop a conceptual framework
that could help in mitigating the risks and failures associated with BPO (Saxena and
Bharadwaj, 2009). As suggested by practitioners and academic (Weerakkody et al., 2003;
Singh, 2012), investment in IT infrastructure and its integration into a BPO service provider
organisation would provide an enabling platform to improving performances and reducing
failures in a BPO relationship. By implementing BPO-IT organisational model, service
providers would, internally, determine the quality of application software required to
process client services. Consequently, the quality of service delivered to clients is improved
(Galin, 2004; Grover et al., 1996). They would be more competitive (including their clients),
services are received and processed within a short time, and services are provided at a
reduced cost. The provision of IT functions that would have been outsourced to IT
companies are retained within the organisation, thereby improving the organisation’s
retention of IT job. When IT functions are outsourced to a third party, there are increased
chances or leaking client’s requirements and operation to the potential provider. In
contrary, service provider’s in-house software provides confidentiality against the “prying

eyes” of client’s competitors.

4.4 Derivation of BPO-IT framework

The service provider’s BPO-IT framework comprises the IT components within the IT
framework of a service provider operating a BPO-IT organisational model. However, the
scope of this paper has been limited to the provision of application software as one of the IT
components. Figure 4 represents a BPO-IT framework of a service provider derived from the
combined analysis of qualitative and quantitative data. In the figure, there is an outsourcing
relationship depicted with a bidirectional arrow and labelled “outsourcing relationship”. The
relationship is between an outsourcing client and a service provider represented as a block

labelled “BPO service provider”.

The conceptual framework (figure 1) and research participants in figure 2 identified IT and IT

management as critical factors in a BPO relationship. While describing what a process cycle
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is, interviewees also maintained that they must demonstrate IT and its management
capability in order to be selected by a client. This perception confirms Kim et al. (2007)
assertion that the adoption of IT intensive BPO could be well measured by the level of IT
maturity, which includes IT management skills, infrastructure and innovative culture.
Client’s BPO requirements are IT enabled services and a provider must show capability and
competence in both IT and IT management that would add value to delivered services
(Feeny et al., 2005; Saxena and Bharadwaj, 2009). Thus, based on the overall study, the
processing and delivering of client services by a service provider involves constant
interaction of six specific components presented in figure 4. These components are
identified as: IT management, software development team, development process (i.e. agile
and reusable software components), flexibility, and service processing and delivery. The

constant interaction is depicted by a bidirectional arrow between components.

===Figure 4===
When a client outsources a business process to a provider, if the required software for
processing the service is not available within the IT components, the IT manager interacts
with the software development team, purposely to develop the software. In a process cycle,
interviewees indicated that clients’ requirements are considered before services could be
processes. Thus the development team considers client requirements and adopt an
appropriate development process that would provide an acceptable level of software
quality. In this case, the interviewees indicated that their development team used agile
development framework and reusable software components. Agile development provides
an enabling platform for team members to quickly adjust to varying client requirements,

thereby improving the software quality (Dyba and Dingsoyr, 2015).

The developed software is delivered to the service processing team to process client
services. At this level, the processing team would employ a flexible approach in order to
provide service with an acceptable level of quality. The primary reason is to add value to
client’s services (Stauss and Jedrassczyk, 2008). It could be through technological and
operational flexibilities whereby team members quickly learn how to use the new software
and its technological underpinnings. Feeny et al. (2012) described flexibility as one of the
capabilities a service provider must show competency in a BPO relationship. In this way,

services are processed and delivered to clients.
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As an indication of reducing the risks associated with outsourcing (table 1), clients strictly
follow the steps interviewees stated in table 2 and when a provider is chosen, there is
frequent visits to the provider by the client, daily communications, performance measuring
and monitoring systems are established. Frequent contacts and daily communications build
emotional bonds between clients and providers, thereby forestalling problems that could

hinder the outsourcing relationship (Lo et al., 2007).

5. Conclusions

This study developed a BPO-IT framework for a service provider operating a BPO-IT
organisational model. The framework identified IT and IT management skills as critical
factors required for establishing and managing the framework. The key elements within the
framework include the IT manager, software development team, service processing, IT
components, and flexibility as the key elements. Failures in BPO relationships could be
reduced through the implementation of the developed BPO-IT framework. It enhances both

client and provider’s performances in the following specific areas:

e Reduced cost of processing services

e Improved service quality

e Reduced turnaround time in processing of services
e Improved competitiveness

e Provides confidentiality to client operations

To reduce risks associated with outsourcing, participants suggest that it is on the client

interest to apply open bidding in provider’s selection while adhering to the following steps:

e Clients should independently verify provider’s claim in RFI.

e Providers should demonstrate IT capability and competency within the industry
domain.

e Frequent physical visit and communication could provide an honest bond that would

improve the relationship

These steps when collectively implemented could improve providers’ selection process and
improve chances for success, as a flawed selection process is the foundation of failure in

outsourcing relationship (Huang and Liao 2008).
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6. Limitations and Further Research

The scope of this study has been limited to the development of a BPO-IT framework and
identifying its critical components. The in-house provision of software as an IT function is
only a unit of the total IT components within a BPO-IT organisation. Therefore, its benefits
are also restricted to in-house sourcing of software using the BPO-IT framework. Further
research could be performed to understand the software development process that could
provide software with an acceptable level of quality that would improve client

performances.

Secondly, the sample size of seven BPO service providers and a larger 156 is a potential
concern. Though the samples are within the acceptable sample sizes but it is relatively
smaller than the researchers would have preferred. This has made it difficult to generalise
the findings in the broader BPO domain. There are other industry sectors involved in BPO,
but the scope of this investigation has been restricted to financial service providers. As such,
the claims in this study have been confined to an exploratory study that would have

produced a generalisable claim with more data.
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