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Abstract
The route chosen in this particular research has aimed at investigating the strategic partnership formation through an IT perspective in the Swedish pharmacy retail market in
lieu of the recent deregulation by Riksdagen (Swedish parliament) of the pharmacy retail industry in the country. This resulted in the breakdown of the Apoteket AB monopoly resulting in a free market for competition. The companies that have been affected by
the deregulation both on the buyer and the vendor side have been studied through a risk
perspective in order to understand how the formation of the strategic partnerships between the respective companies has been formed. The different steps that were involved
in the partnership formation stages, the internal and external forces and the associated
risks have all been investigated. The counter measures to these risk elements that indicate a movement towards helping to reduce risks have also been identified which help to
paint the overall picture as to how these companies initiated the partnership process,
dealt with / are dealing with any issues and how the internal and external forces facilitated the entire process.
The method for data collection involved investigating the various online news articles
as well as press releases published on the relevant company websites including a government body responsible for controlling the restructuring of the entire pharmacy market in Sweden. Secondly semi structured interviews were conducted with the main authoritative figures in the companies in order to get the main bulk of the required information. All these findings have been structured and compiled into a documented analysis in relation to the selected theories to provide the foundations to the report.
“The strategic partnership process in IT outsourcing provides efficiency in minimizing
risk factors.” – This is the statement that needed to be proved through this research
which according to this investigation has been a fruitful event. Trust, understanding,
flexibility, cooperation, shared goals and values, good communication and joint development according to the findings in this research concur with the facts provided in the
literature, in turn providing a base for indicating that “Yes!” strategic partnerships do
minimize the risks that appear in an IT outsourcing process. Finally the different interactions between the internal and external forces that were deciphered during through the
findings which helped facilitate the IT outsourcing process explored in this research:
cost with competition; resources with political environment; social environment with
strategy; political environment with strategy and technology with organizational perspective.
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Abbreviations
 IT – Information Technology
 RBT – Resource-Based Theory
 RDT – Resource-Dependence Theory
 OTC - Over the Counter
 SPM – Strategic Partnership Model
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1

INTRODUCTION

In this chapter, the reader will find in-depth overview of the research topic in order to
get a general idea of the significance of this research. Furthermore, the problem discussion and the research questions along with the purpose of the thesis and the perspective
will be elaborated as well. In addition, the chapter will cover the delimitations of the
topic and target groups. The chapter will end with the overview of the thesis and the definitions of concepts used throughout the thesis.

1.1

Introducing the Swedish pharmacy deregulation

In many European countries the pharmacy industry is categorized by the concept of individual ownership. It is then through tight government control that these pharmacies
are operated with regards to entry barriers, scope of activities and profit margins. However certain countries have / are in the process of working to implement pro-competitive
policies. The ideology that follows these policies presents the prospect of owning several pharmacies allowing for a competition based pricing mechanism (Anell, 2005).
Sweden has a very advanced health care system along with being the biggest pharmaceutical market in the region (Espicom Business Intelligence, 2010). Swedish pharmaceutical market signifies about 14.1% of the total health care spending and about 1.2%
of the GDP (Business Wire, 2007). The total pharmaceutical sales in Sweden summed
up to SEK 30, 414 million in the period June 2009 – May 2010 which is an boost of
around 1.9% (Lif: The research-based pharmaceutical industry, 2010). The market as a
whole is likely to expand at a rate of 4.6% for the next few years to be worth over USD
5.4 billion by the year 2011 (Business Wire, 2007).
Apoteket being a state-owned limited liability company has been established as a monopoly in the Swedish market since 1969. However, opportunities for new client channels challenged the Apoteket’s monopoly. Ultimately by 2006, the government decided
to de-regulate the pharmacy market and on July 1, 2009 the monopoly was abolished resulting in a free market (Apoteket, 2009).
Riksdagen (Swedish Parliament) created a centre for lower pricing, product variation,
Over the Counter (OTC) drug sale, improved quality of service / availability for customers and increased opening hours (Apoteket Omstrukturering AB, 2009). The aim of
this objective was to attain effective competition in the market. However, one important
factor here remains which is that a certain group of pharmacies will remain state owned
and will be in competition with the private players i.e. private players who have bought
various Apoteket clusters.
In today’s competitive markets Information Technology (IT) has established itself as a
necessity. According to Carr (2004) the occurrence and influence of IT has allowed
companies to view it as a significant resource to their success. Elliott (2004) claims that,
the basic resources of any organization are made up of three pillars i.e. people, the organization and technology. Thus the accomplishments of any business are then characterized by the efficiency of how these three pillars are managed in a systematic way.
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Diverting towards the situation at hand, it is clear that IT has established itself as a decisive element in the strategic planning of health care providers in terms of cost reduction,
responding to managed care and improving the service quality for customers and physicians alike (Glaser, 2002). According to Carr (2004) the conversion of IT from a basis
of advantage to a cost of doing business heaves up a congregation of challenges. “IT
alone does not create impacts; its effects reflect a host of decisions made and actions
taken wisely or not by a range of stakeholders including senior managers, technical professionals and users” (National Research Council U.S., 1994, p. 161). This in turn
brings out the idea of risk management with respect to IT acquisition.
With regards to the deregulation process the market needs to be allowed time to develop
and progress. Therefore, in accordance to this situation Apoteket AB has signed a standstill agreement that basically entails those companies cannot take any decisions or realize any measures that can in any way allow them to achieve a competitive advantage
above other players in the market without prior permission. The purpose of this agreement thus is to ensure a competition-neutral environment until the other players are able
to operate on equal terms with the state owned Apoteket (Apoteket Omstrukturering
AB, 2009).
The business segment of Apoteket (highlighted blue) show cased bellow is the sector of
the organization that has been influenced by the deregulation.

Figure 1-1: (Source: Apoteket Omstrukturering AB, 2009)

Thus to run a healthy competitive business, IT will be given particular consideration.
According to Targett, Grimshaw and Powell (1999) a good IT infrastructure in companies today forms the backbones of future competitive advantage. In view of the current
situation, the IT systems chosen by the pharmacies need to meet rigorous requisites for
security and must be approved for the management of medicines.
A transition phase is acting as a temporary solution for the time being. This means that
the Apoteket’s IT system is being used on a temporary basis by the other pharmacies

while work goes on in the background to develop new systems which meet the earlier
stated requirements. The temporary solution phase is valid only until June, 2011.
There are four major players that bought the Apoteket AB clusters: Apotek Hjärtat,
Kronans Droghandel AB, Medstop Holding AB and Vårdapoteket i Norden (The Local,
2009b). Apart from that however, a certain number of pharmacies shall remain in the
possession of the state run Apoteket AB (The Local, 2009b). The pharmacies have been
divided in such a manner that around 300 shall be owned by the state and 465 shall be
sold subdivided into 8 clusters consisting each between 10 to 200 pharmacies (The Local, 2009a). In addition to the major players, there is another pharmacy chain that entered the market called DocMorris Apotek (DocMorris Apotek, 2010) along with
Åhléns and ICA (Nygren, 2010).
Apart from the actual players in the market there is also a selection of vendors approved
by Apotekens Service AB in order to cater for the buyers that bought the different clusters. These vendors include Logica which has signed an agreement with Kronans
Droghandel and DocMorris (Logica Sweden AB, 2010b). Secondly, Pharma Solutions
has signed an agreement with Apotek Hjärtat, Medstop Holding, Åhléns and ICA (Nygren, 2010).

1.2

Problem Discussion

If we create a picture of the current deregulation scenario that is taking place in Sweden,
one can come up with a collection of different angles to view the state of affairs from.
Depending then on what captures the eye of the investigator you can have a study based
on complex issues that dig into the iota of the situation or have a study that gives an uncomplicated yet straightforward scenario of the whole structure of the deregulation.
Within this straightforward study then comes the notion of looking at how the individual actors are going to function in relation to one another and what, if any, similarities
exist between them?
Keeping this movement in mind, we can deduce that the concept of outsourcing is being
introduced here. So what then is outsourcing? According to Hirschheim et al. (2006,
p.3) ‘the notion of outsourcing means making arrangements with an external entity for
the provision of goods and services to supplement or replace internal efforts’. IT outsourcing has progressed into a fundamental element of any firm’s overall information
systems strategy. According to Schneiderjans et al. (2007) the reasons that constitute its
popularity include aspects related to cost saving, increase in outside expertise, service
improvement all with a focus on core competencies and the road to gain access to technologies. These aspects thus make IT outsourcing one of the most important management strategies of today. One of the most critical steps then to consider in IT outsourcing is vendor selection.
This then brings about other issues that need to be considered since IT outsourcing is
not just a simple task that can be accomplished overnight. It is an operation that takes a
lot of things into consideration when making the relationship between buyer and vendor. A lot of particularities need to be sorted out in order to ensure that all parties involved are on the same page so that obstacles can be avoided along the way (Wadhwa &
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Ravindran, 2007). All the issues that need to be sorted out can be described as the steps
that need to be taken when it comes to IT outsourcing projects. On another note, there is
also a presence of the interaction between the internal and external forces as described
by Marshall, Lamming, Fynes and Burca (2005) that can influence the state of affairs
between involved parties. According to these authors internal forces is a term that covers the organization’s internal elements regarding strategy, cost or resources while the
external forces covers competition, access to technology or the political environment
etc. Finally, a comprehensive discussion of risk factors has been presented in Chapter 3.
After having reviewed many research papers from literary scholars it has become apparent that there needs to be an extensive portrayal of the framework that defines an IT outsourcing process. There are various generic models that have been produced that give a
more broad and common depiction of the IT outsourcing process however there has
been no in-depth practical demonstration of the advantages that the available models
can bestow (McIvor, 2000). Various other authors like Jennings (1997); Quinn and
Hilmer (1994); Venkatesan (1992) have identified issues for consideration such as the
steps to take when wanting to form the IT outsourcing partnership or the risks that come
with it etc, but without a processing framework.
For the purpose of creating a skeleton view of the IT outsourcing stages we have incorporated the IT outsourcing process models of Zhu, Hsu and Lillie (2001) and Lever
(1997). Their stages are presented in a straightforward order i.e. planning or discovery,
developing or negotiation, implementing or transition and finally surviving or assessment. However, according to Marshall et al. (2005) the models produced by Zhu et al.
(2001) and Lever (1997) lack in perspectives about the interactions between the internal
and external forces within the strategic partnership process. An important feature to
consider here is that for our investigation we have focused on the initial two stages that
have been portrayed by Zhu and Lever since these stages are involved with partnership
formation (Marshall et al., 2005).
We have investigated the steps that make up the stages in focus in terms of partnership
formation in view of the deregulation scenario at hand. Along with this we have investigated the associated interaction of the internal and external forces that shape the partnership formation process. However, for our study it is important to understand that we
are only focused on the internal and external forces that concern our particular study i.e.
the deregulation of the Swedish pharmacy retail market. This therefore has led to the
development of an analysis that appreciates diversity for different circumstances not
necessarily to be the same as the cases that were studied by Marshall et al. (2005).
On the other hand Tafti (2005) who has produced a framework for IT outsourcing risk
assessment also claims that a revised model needs to be produced that can allow for a
formulated approach between buyer and vendor relationship formation in an effective
manner to avoid or at least minimize the issues of risk. He goes on further to say that a
contemporary state of outsourcing companies’ exercise within the country of consideration needs to be analysed through a risk perspective. For this purpose we have placed
our country focus on the Swedish pharmacy retail market. Teng (1998) state that further
investigations need to be conducted on how partners with different backgrounds can
work towards common objectives through an alliance i.e. having an equal dependence
on risk assessment as with any other factor. Das & Teng, (1997b); Das & Teng (1999a)
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offer new insights into strategic alliances1 but their input needs to be amalgamated with
different viewpoints one of which is the risk based view (cited in Das & Teng, 2000).
For this purpose we have focused our study towards the direction of amalgamating the
different forces both internal and external along with investigating the different risk
possibilities that present themselves in such situations.
As we had a scenario at hand i.e. the deregulation of the Swedish pharmacy industry,
this provided for the perfect combination of fulfilling the literature gap supported by
empirical evidence. Taking the arguments posed in the literature for further investigations we have designed our own model by taking into account the suggestions for further studies by the literature. Our IT outsourcing process model has been presented below and is a 4 step model starting from the planning stage and going to the final stage
which is assessment. This model has been inspired from the models presented by Zhu et
al (2001) and Lever (1997). The model has been divided into two operations labelled
partnership formation and post-partnership formation activities. For our purpose we are
only focused on the partnership formation activities. The move from the planning stage
to the negotiation stage signifies the partnership formation. However, since this is an iterative process we have depicted that through the renegotiation process that goes from
the negotiation stage back to the planning stage. The possibility of risks has also been
presented in the model for both directions.
Looking closer into this we have studied how the interaction between the internal and
external forces influenced the two stages as well as how and what kind of risks surface
within the operations of these activities.

Figure 1-2: IT outsourcing process model

Our research questions that follow have been inspired from these notions that have been
discussed.

1

The term “strategic alliance” and “strategic partnership” have been used interchangeable throughout this
thesis.
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1.3

Research questions

According to the Partnership and Alliance theory presented in Section 3.7.3, by establishing a partnership firms can diminish risks in expensive activities such as IT outsourcing. Based on this we have developed the following assumption:

Assumption: The strategic partnership process in IT outsourcing provides efficiency
in minimizing risk factors.

The Questions that follow pertain to a specific situation and specific kind of business
i.e. deregulation of the Swedish pharmacy retail market.

RQ: How does a strategic partnership formation in IT outsourcing provide efficiency in avoiding or minimizing risk factors?

Sub-RQ: What kind of internal and external forces interact as part of the IT outsourcing process?

1.4

Purpose

This research has an exploratory purpose which is backed by the ambition to inform
how a strategic partnership between buyer and vendor is created. This exploration is
done with respect to the deregulation scenario that has happened and how the concept of
IT outsourcing has been a prominent part of this particular situation. The purpose of this
research paper is to study how the strategic partnership formation in IT outsourcing
provides efficiency in avoiding or minimizing risks associated with such projects. The
interaction between the internal and external forces that shape the IT outsourcing
process along with the steps that make up partnership process have been investigated to
supplement the risk study.

1.5

Significance and perspective of the study

The problem that we have studied is both interesting and has real world relevance in the
subject of IT outsourcing. Its main role in the development of the research area is to
provide the much needed answers through an empirical investigation that we have set
out to do. Thus, the problem under investigation is absolutely significant since our investigation is supported by various literary sources that have clearly stated the need to
provide an answer to the scenarios that we have presented above through a real world
analysis.
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The problem under investigation is studied from a managerial point of view. The ideas
that govern the prelude towards the establishment of buyer and vendor relations for the
long run have been examined. It is a study that will help give some perspective through
a managerial view point by utilizing a real life example i.e. deregulation of the Swedish
pharmacy retail market.

1.6

Delimitations

The focus of this research paper is on the companies that have been affected by the deregulation of the Swedish pharmacy retail market and that are going through the transition phase. In addition to this, the focus is on the companies that bought some of the
Apoteket AB clusters, in other words have not opened up their business from scratch.
Our main area of interest is IT outsourcing. The paper examines the stages that take
place in creating a strategic partnership in IT outsourcing and will not include a discussion about the post partnership stages that we presented in our model. The study aims at
identifying the interactions between the external and internal forces that shape the
process as well as finding out how a strategic partnership formation can minimize risks
associated with IT outsourcing activities. Since we are focused on the Swedish pharmacy retail market our study is country specific and might not be applicable to other countries.

1.7

Target groups
 This research paper could be beneficial to any pharmacy retail company within
Sweden that goes or is going through a similar scenario like the one we analyzed
in this paper.
 This research paper in addition is valid for companies that belong to other industries in Sweden but only with regards to the main research question. The investigation regarding influences from internal and external forces does not apply for
this target group.
 The paper will address concepts that will be of great interest to researchers who
may be involved in studies concerned with different aspects of the IT systems
acquisitions and ultimately tailored towards creating buyer-vendor relationships.
 The third target group involves vendors who will get an overview of the usual
expectations that are required from them when it comes to establishing a good
partnership with their buyers.
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1.8

Overview of the thesis

In the opening chapter an introduction to the thesis and short overview of the research
topic has been given, followed by Chapter 2 where we discussed the selected research
methods that we used to build up the base for the thesis. Chapter 2 contains the research
methods that one could use when conducting research studies, giving the available alternatives and justifying why the particular approach has been selected.
Chapter 3 portrays, defines and elaborates the basic concepts, models and theories used
in the thesis. The chosen concepts defined in this chapter are only the ones that are directly linked to the research questions. Furthermore, in this chapter a presentation of the
previous research conducted in this area has been given. IT outsourcing as the main
concept in the thesis has been clearly elaborated and it acts as a key for the understanding of the rest of the thesis.
As the directions and fabrications of the thesis have been elaborated in Chapters 2 and
3, in Chapter 4 the reports from the empirical findings have been given. A short description of each company examined in this research has been made together with the empirical findings.
The main aim of Chapter 5 is to analyze the empirical findings with relation to the concepts and models introduced in Chapter 3. This chapter is followed by Chapter 6 which
aims at answering the research questions and identifying the contributions from the research to the literature. Finally, in Chapter 7 the suggestions for the further research
have been presented.

Figure 1-3: Overview of the thesis
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1.9

Definitions

IT outsourcing – “The notion of outsourcing means making arrangements with an external entity for the provision of goods and services to supplement or replace internal efforts” (Hirschheim et al., 2006, pp.3).
Strategic alliance - collaborative efforts between two or more firms in which they use
their resources to achieve commonly combined objectives that cannot be easily
achieved alone (Lambe et al., 2002)
Transition phase – Apoteket’s IT system is being used on a temporary basis by the other
pharmacies in the Swedish pharmacy retail market. The temporary solution phase is
valid only until June 2011.
Internal forces (Organizational) – Factors that shape the IT outsourcing process from
an organizational/internal perspective: history, strategy, cost, resources, critical incidents and competitive positioning (Marshall et al., 2005).
External forces (Environmental): Factors external to an organization that have an influence on the IT outsourcing process and these are: the intensity of the competitive environment, the political and regulatory environment, changes or issues surrounding technology, and influences from the social environment (Marshall et al., 2005).
Risk – “Risk is the probability that exposure to a hazard will lead to a negative consequence” (Ropeik & Gray, 2002, p.4).

Buyer – the company that is buying an IT solution from a vendor (internal definition)

Vendor – the company that is providing an IT solution to a buyer company (internal definition)
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2

SELECTED METHODS

This chapter introduces the main methods used together with the justification of their
choice. The chapter is structured in the following sequence: first the reasoning approaches have been introduced followed by the choice of research design and research
method with clear indication as to which approach has been used in the research and
why. Afterwards, the data collection techniques have been presented along with sampling procedures and research validity and reliability.

2.1

Methods of reasoning: Inductive, Deductive, Abductive

In the research methods literature, different methods of reasoning can be identified such
as inductive, deductive and abductive. Ghauri and Gronhaug (2005) argue that the inductive approach is based on drawing conclusions from empirical observations while
deductive is based on making conclusions based on logic. According to Staat (1993)
abduction plays the role of generating new ideas or hypothesis; deduction functions as
evaluating the hypothesis; and induction is justifying the hypothesis with empirical data
(cited in Yu, 2005).
Trochim (2006) identifies that the deductive approach starts with a theory about a specific topic, followed by making a hypothesis that will be tested by collecting data,
which addresses it and finally ending up with a confirmation. On the other hand the inductive approach starts with the observations, identifying the patterns which are the
source of building a hypothesis and at the end drawing some general conclusions and
coming up with theories. According to Charles Sanders Peirce “deduction proves that
something must be; induction shows that something is actually operative; abduction
merely suggests that something may be” (cited in Aliseda, 2006).
According to Shuttleworth (2008), abductive reasoning is best explained as a process
whereby facts are gathered through sources consisting of literature reviews and general
observations. An assessment of this information then leads to the formation of a hypothesis which is embraced at the start of the research. Thus abductive reasoning is a
process that leads to a string of crafted guesses. In addition to this the Center for academic success (2008) claims that this type of reasoning is distinguished by a lack of thoroughness either in terms of substantiation or reasoning. Furthermore, Levin-Rozalis
(2004) presents that the hypothesis mentioned by Peirce does not arise from any theory
but from the facts, which on the other hand means that when we are faced with a situation where we do not have enough evidences about the facts we still prefer the hypothesis.
In order to answer our research questions, we have used an abductive reasoning approach. We have gathered facts through literature reviews and through our observations
of the content studied which lead to an assessment of the information. Through our asassessment we developed an assumption at the very initial stage of our study (presented
in Section 1.3). This assumption was a result of a series of well-crafted guessing with
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respect to the information gathered from the literature. It is important to note here that
the assumption lacked in evidence which we have set out to attain through this research
involving an abductive approach.

2.2

Research method: Qualitative and Quantitative

According to Newman and Benz (1998) quantitative research approaches are inclined
towards the importance that there is a general reality upon which people agree. However, with qualitative research the inclination is more towards individualistic viewpoints.
These viewpoints are irrespective of the theoretical differences.
Thomas (2003) states that quantitative methods make use of numbers and statistical
computations thus providing numerical dimensions of a phenomenon. With respect to
this research study, numerical data shall not be collected to provide solutions to the research questions at hand.
Qualitative approach makes use of an already studied compilation of empirical materials
including personal experiences, interviews and observations (Thomas, 2003). According
to Mack, Woodsong, M.MacQueen, Guest and Namey (2005) the qualitative research is
especially effective in obtaining culturally specific information. It consists of seeking
the answers to a specific question, systematically using the predefined set of procedures
to answer the research questions and collects evidences and produces findings that were
not determined in advance (Mack et al., 2005).
The main difference between a qualitative and quantitative approach can be found in the
analytical objectives, the types of the questions asked, the types of data collection instruments they use, the forms of data they produce and the degree of flexibility built into study design (Mack et al., 2005). The biggest advantage of using qualitative approach
for exploratory research is the use of open-ended questions and probing that gives the
respondents the opportunity to respond in their own words, rather than forcing them to
choose from fixed responses (Mack et al., 2005).
Thus considering that the research has an exploratory purpose the qualitative approach
has been used. The aim was to give the respondents the opportunity to elaborate themselves on asked questions in their own words which is possible by using the flexibility
of the qualitative research. The answers that have been collected provide the essential
findings to the topic under investigation which lacked in solid empirical evidence previously. Finally, since our research is country specific, the ultimate use of a qualitative
approach appeared to be the best choice.

2.3

Research design: descriptive, causal, exploratory

The choice of research design and the problem structure are concepts that go hand in
hand. Research design approaches thus can be chosen from a pool of three available
classes’ i.e. descriptive, causal and exploratory (Ghauri & Gronhaug 2005).
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Gliner and Morgan (2000) argue that descriptive research makes use of statistical analysis involving averages, percentages, histograms and frequency distributions. Therefore,
this entails the describing of concepts and identification of relationships that basically
provide grounds for quantitative research. Our study is not at all focused on the relationship formation between variables through statistical means and neither are we inclined
towards describing concepts.
A causal research design involves segregating causes and to discover the extent to
which causes result in effects (Ghauri & Gronhaug, 2005). Our study shall not be following this approach since it is not focused on identifying the direction or strength of
relationships between variables.
According to Maxwell (2005) a qualitative study involves a constant back and forth
movement between the design components in terms of accessing the theories, research
questions, methods and validities. In other words, the key skill set involves the ability to
observe, retrieve information and construct an explanation which follows the path towards exploratory research (Ghauri & Gronhaug, 2005).
For the purpose of this research an exploratory approach has been inducted. Ghauri and
Gronhaug (2005) go on further to say that a qualitative study tends to be more on the
side of an exploratory construct.
The goal has been to study how different ingredients provide indications towards strategic partnerships providing risk minimization in IT outsourcing projects. This exploration has led to the development of the SPM (strategic partnership model) which depicts
the ingredients backed up by the literature. In order to answer the main research question we have analyzed risks involved in the formulation of such partnerships/alliances
with a focus on the companies operating within the Swedish Pharmacy Retail Market.
Additionally, in order to answer the sub-research question, the interactions between the
external and internal forces that have an influence on the formulation of the partnerships/alliances have been examined.

2.4

Data collection

There are two fundamental categories or types of data: primary data and secondary data.
According to Crowther and Lancaster (2008) primary data does not exist until or unless
it is generated through the research process and is often collected through techniques
such as interviewing, observing, surveys etc. On the contrary, secondary data is information that already exists in some form but which has not necessarily been collected for
the particular research at hand.

2.4.1

Secondary data

In order to get a better understanding of the research problem we used secondary data
though we kept in mind that it has been collected for another purpose. Secondary data
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include “books, journal articles, online data such as web pages of firms, governments,
semi-governments organizations and catalogues” (Ghauri & Gronhaug, 2005, p.91). We
have made use of the press releases from: Apoteksbloggen, Dagens medicin, mynewsdesk as well as the press releases that have been published within the company websites
and data presented on the Apoteket Omstrukturering AB (OAB) website, which is a
government body responsible for controlling the restructuring of Apoteket AB.

2.4.2

Primary data

Based on the selection of the research methodology we must determine the most appropriate way of data collection in order to accomplish our research goals. Considering the
research topic and objectives the primary data have been collected via conducting semistructured telephone interviews. The choice of telephone interviews was made because
it was not feasible to get the personal interview with the individuals since they were
based in another city and thus did not have time available to give us. Semi-structured interviews are conducted in a way that there is a list of themes and questions that should
be covered though they might be a variance from interview to interview (Saunders,
Lewis, & Thornhill, 2009). The reason behind selecting semi-structured interviews as
the main source of data collection was because of its adaptability to access diverse respondents while still covering the same themes.
2.4.3

Pilot study

In order to finalize the interview questions and strengthen the research direction, pilot
study or pre-study has been conducted. Considering the sensitivity of the data found in
the pharmacy industry, aim was to identify the best way to approach the data collection,
i.e. prepare answerable interview questions. Furthermore, the goal was to get some more
insights from the person who has an extensive experience in IT outsourcing projects and
is familiar with the way of how business is done in Sweden as none of the authors
comes from Sweden. The insights that we obtained were extremely valuable and have
helped us to shape the direction and prepare better for the main interview. The pilot
study has been conducted with the former ITS Nordic director of DHL - Bo Ireståhl.

2.5

The interview process

According to Ghauri and Gronhaug (2005) the three first steps in preparing for an interview are: to analyze the research problem, to understand what information needs to be
obtained from the respondents and to see who would be able to provide an interviewer
with the needed information.
We started off the preparations for the interviews by examining the research scope and
making sure that the problem statement is clearly defined together with the main aim of
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the study. Bearing in mind the aim of the study we developed a broader group of potential interview questions that could be used to answer the main and sub-research question. The pilot study conducted with the DHL representative helped us to sort out the
broader group of questions and develop answerable questions for the main interview.
The last part of the preparation process covered the selection of the respondents. The
aim was to interview Chief Information Officers (CIOs) or company representative’s
that have been involved in the IT outsourcing process since they possess the set of information that we were looking for.
The selected interview questions had been gone over repeatedly in order to verify their
consistency in relation to the research questions. The term that Ghauri and Gronhaug
(2005) use “interview guide” or interview questions for the purpose of our study has
been divided into 2 main groups. The first group is associated with data gathering regarding the partnership creation process and its associated risks. The next group is related to the sub-research question and aim was to gather adequate information to be able
to answer the question. Though, this kind of division was used internally it served its
purpose by helping interviewers to better guide the interview. The selection of the interview questions was related to the title of the thesis since the questions are centered on
the buyer-vendor relationship.
After the verification of the interview questions, we started approaching the respondents
by sending them official letters with the university’s logo in the letter head together
with the thesis proposal for their convenience. A week later all potential respondents received a phone call from the authors for the purpose of scheduling a phone interview.
Each interview lasted for approximately 40-50 minutes. The goal was to record all interviews with the approval of the respondent by mentioning beforehand about our wish
to record. Furthermore, during the interview we also took additional notes that helped us
to better analyze the data obtained.

2.6

Interpretation of data and analysis

One important portion of the interview process is to plan how the gathered data will be
interpreted and analyzed. According to Ghauri and Gronhaug (2005) interviews are difficult to interpret and analyze. They go on further to say that the interviewers’ personal
background may greatly influence the interpretations, thereby causing problems of objectivity. We kept this notation in mind while interpreting the empirical findings. Before
each question had been asked we provided all respondents with a short background
about the question in order for all respondents to understand the question in the same
manner. We asked the questions in an open manner and tried to make sure that respondents provide us with an answer that they found to be the most related to the question
asked without being directed in advance from the interviewers’ side. All the questions
have been developed based on the literature gaps presented in Section 1.2, the scope of
the project and key concepts of the study. The Table below shows exactly how this has
been done.
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Examples of thesis
elements

Literature gap (Section 1.2)

An example of a specific
question asked

Assumption:

By establishing a partnership a
firm can diminish the risk of an
inadequate contractual provision of a compound and expensive activities such as IT
(Gottschalk & Solli-Saether,
2005).

Comparing this IT outsourcing
process at hand and considering the fact that you have a
tight relationship with Medstop, is it correct to say that
this relationship forming process had an influence of any
kind on the level of risks that
you have discussed with us?

However, according to Marshall
et al. (2005) the models produced by Zhu et al. (2001) and
Lever (1997) lack in perspectives about the interactions between the internal and external
forces within the strategic partnership process.

What are / were the key internal forces of Medstop that
shaped the current IT outsourcing project in view of planning
and negotiation?

Various other authors like
Jennings (1997); Quinn and
Hilmer (1994); Venkatesan
(1992) have identified issues for
consideration such as the steps
to take when wanting to form
the IT outsourcing partnership
or the risks that come with it
etc, but without a processing
framework.

How would you describe the
activities that took place in the
first stage when Medstop
wanted to make a connection
with Pharma Solutions? We
have identified this stage as
planning stage but you may
describe it in the manner that
seems appropriate to describe
all your activities?

According to Roy and Aubert
(2002) any lack of resources
will result in a need for companies to seek out a direction to
overcome this deficiency by
contacting external expertise
and possibly partnering with
them through outsourcing

How did you establish that
your particular resources will
cover the resource deficiency
of Medstop for example

•

Agency
theory

Key concepts/terms:

•

Internal force

Models:

•

Zhu et al.
(2001) and
Lever (1997)

Theories:

•

Resourcebased theory

Table 2-1: Example of interview question development

Having the data collected in this way enabled us to interpret it easily. For the interpretation of the empirical findings the entire data from interviews has been used. Though, the

15

questions that specifically aimed at fulfilling a particular literature gap have been used
specifically for that purpose.
Chapter 3 played an important role in the interpretation of data as it contains all key
concepts, models and theories that we based our study on. The IT outsourcing theories
have been used to better interpret the empirical findings and the same is valid for the
key concepts. In addition to the IT outsourcing theories and main concepts we used the
self-made SPM for Analysis as a main base for interpreting the empirical data and better
understanding their relationship as a whole.

2.7

Sample procedure

According to Flick (2009) sampling procedures resolve the notion of what ultimately
translates into empirical substance and therefore the features of qualitative research are
also applicable to sampling strategies. Ghauri and Gronhaug (2005) go on to claim that
in qualitative research it is important to determine who and how many (entities) should
be incorporated. This operation of identification was carried out with our research when
trying to identify the essential players that we wished to base our study on. Again the
type of study that we wished to incorporate with the selected key players was another
assessment that led to many potential research options being siphoned off.
There are a number of different sampling strategies that can be associated with a qualitative research but the choice always depends on the intent to cover as wide a field as
possible (Flick, 2009). According to Marshall (1996) the size of the sample makes no
difference at all so long as the sample size chosen for the study is one that can adequately answer the research questions at hand. Therefore, the total sample size of our research
was 6 companies: 3 buyer perspective (Medstop – Pharma Solutions, Apotek Hjärtat,
Kronans Droghandel – Logica) and three vendor perspectives: (Pharma Solutions –
Medstop, Pharma Solutions – Apotek Hjärtat, Logica – Kronans Droghandel).
Keeping this in mind we planned to narrow down the sample size for this research to include two pharmacies and their associated vendors which would make a total of four
companies. We came to this finale after a long process of sending out our research proposals and requests for interviews to each of the different actors in the entire pool of
companies that have been presented in Section 1.1. We followed up by making telephone calls to each of the designated representatives of the companies who we sent the
proposals to. Unfortunately though, not all the companies that we targeted were able to
facilitate us. The reasons usually were that the individuals concerned did not have the
time; were not authorized by their superiors to talk about the concerned matters; the
company categorized our investigation as trying to obtain information that they classified as secretive and highly sensitive.
After going through this long and tedious process to get the much needed answers to the
interviews we managed to isolate three companies that agreed to give us the interview.
Therefore, the sample size is made up of 3 companies, which includes: Medstop Apotek, Logica and Pharma Solutions. In effect, each sample is made up of a buyer and
vendor relationship and these relationships are: Logica – Kronans Droghandel (vendor
perspective), Pharma Solutions - Medstop (vendor perspective) and Medstop – Pharma
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Solutions (buyer perspective). Having stated this sample size finally consists of 2 vendor perspectives and one buyer perspective. In addition, to these core companies we also managed to get valuable insight from the former ITS Nordic director of DHL (Bo
Ireståhl), with regards to vendor and buyer relationship formations since DHL is a client
of one of the vendors that we chose as part of our sample size. Note however that the information that we get from Bo Ireståhl is just a general eye opener to the research at
hand so we can get a different view point. The information collected here will not in any
way affect the analysis.

2.8

Research quality

The information sources retrieved for our study have been significantly analyzed, thus
allowing us to evaluate and only make use of the sources that have a strong relation to
our research problem. It has been made sure that all publications are derived from
trustworthy institutions. The source of information is provided for everything that has
not been regarded as a common knowledge. The issue that one could come across, when
conducting interviews, is that the interviewee may not want to reveal some of the sensitive data and discuss the topic into more detail which could lead to a partial picture of
the situation (Saunders et al., 2009). Saunders et al. (2009) identify a number of data
quality issues in relation to semi-structured interviews i.e. reliability, forms of bias, validity and generalization.

2.8.1

Reliability

“Reliability is the degree to which, the finding is independent of accidental circumstances of the research” (Kirk & Miller, 1986, p.20). Basically, this means that we must
make sure that we do not impose our own beliefs about the research problem though the
questions asked and that we do not interpret the answers though our own beliefs
(Saunders et al., 2009). Furthermore, since we have conducted semi-structured interviews which by its lack of standardization represent a higher concern, this has been a
challenge for us in terms of making sure that the research process does not influence the
reliability of the thesis.
In order to prevent the interpretation of the results through our own perspective, we
structured the interview questions through the literature presented in Chapter 3 and finally during the interview we clarified each question asked to the respondents with
some background information as to what we were interested in. The selected respondents in this case were chosen for the interview since they were the individuals who
possessed the most knowledge regarding the current IT outsourcing process.
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2.8.2

Forms of bias

The deviation of the questions in semi-structured interviews may lead to concerns about
the reliability of the research in a sense that we could ask ourselves a question that if the
same study was to be conducted again would we get the same response. Saunders et al.
(2009) argue that this area of reliability is related to the issue of bias and they identified
two types of bias: interviewer bias and interviewee or response bias. The first one is related to the interviewers attitudes towards the interview (level of creditability, tone, nonverbal behavior), his/her own beliefs when asking questions which affect how the respondent will answer the question. The interviewee or response bias is related to the interviewee willingness to discuss about the topic in more detail and his/her eagerness to
provide the researchers with more sensitive data about the company which could influence the quality of the research and avoid potential bias issues.
With respect to the interviewer bias the interviews were conducted in a very sound
manner with the credibility of the questions being backed by the literature. On the other
hand with respect to interviewee bias the authors did their utmost to keep the discussion
regarding the different questions going on as much as possible by following up on a
question with another question which was not originally part of the interview. With respect to the overall reliability of the research the authors have acknowledged that the
findings need to be further tested to determine the occurrence of the same results again
and again.

2.8.3

Validity and generalization

“Validity is the degree to which, the finding is interpreted in a correct way” (Kirk &
Miller, 1986, p.20). Furthermore, validity is viewed as “a question of whether the researcher sees what he or she thinks that he or she sees” (Kirk & Miller, 1986, p21). In
other words, we must be able to accurately interpret the empirical data so that we reflect
on the concepts that we are trying to measure. In order to accomplish the neutrality of
the results, we made sure that before each question had been asked a short background
of the way it was understood by the authors was given so that both parties were on the
same page during the interview.
There might be an issue of the generalization (from the buyer company perspective)
considering that the study will be conducted using only one buyer company. Though,
from the vendor perspective the issue may not be that apparent taking into account that
all two vendor companies have been selected. Additionally the semi-structured interviews are not based on the statistical generalization about the population (Saunders et
al., 2009) which is exactly the case for this research study.

18

2.9

Methodology model

The following model is a summary of the selected methods used in this research and
therefore is the methodology life cycle of our study. All the chosen approaches that are
depicted in this diagram have been discussed earlier in the chapter.

Figure 2-1: Methodology life cycle model of our study
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3

THEORETICAL FRAMEWORK

This chapter defines, explains and reviews the basic concepts used in the thesis. The
chapter starts with a discussion on the IT outsourcing followed by introducing the driving forces for the IT outsourcing together with discussing the IT outsourcing scope. The
IT outsourcing sequence has been discussed with respect to the models developed by
Zhu et al. (2001) and Lever (1997). The Risks found in the IT outsourcing process along
with the concept of strategic alliances and its associated risks have also been discussed.
For the purpose of better interpreting the empirical findings, associated theories on IT
outsourcing have also been introduced including resource-based, resource-dependence,
partnership and alliance and agency theory. Finally, a strategic partnership model
(SPM) has been introduced and has been used to portray how different concepts and
theories introduced in the Chapter are connected.

3.1

IT Outsourcing

As we have already introduced Information Technology as a necessity and not just a
pure source of competitive advantage, here it became a need to look at the outcome of
the IT investment and its influences on the company’s effectiveness and efficiency
which was the foundation of the concept of IT outsourcing. “The notion of outsourcing
means making arrangements with an external entity for the provision of goods and services to supplement or replace internal efforts” (Hirschheim et al., 2006, p.3). The first
IT outsourcing project came in 1989 when Eastman Kodak hired external sources to
maintain its information systems (Sparrow, 2003). In the 1990’s the outsourcing approach has gained huge popularity and importance to the point that in some companies,
the entire IT function has been outsourced (Loh & Venkatraman, 1992a; Grover et al.,
1994 cited in Roy & Aubert, 2001). During the dotcom bubble a huge number of the
outsourcing providers emerged offering a rapid implementation and wide variety of services to meet diverse market needs (Sparrow, 2003). Outsourcing non-core functions to
the external body has become a universal tool that enables companies to focus on their
profit-generating activities (Sheng, Tsuji, Sakurai, Yoshida & Nakatani, 2009).
According to Schniederjans et al. (2007) outsourcing is regarded as one of the most significant management strategies of our time. The above mentioned authors present findings by Gartner, Inc. that by 2007 outsourcing will make up 56% of the global IT service market (Schniederjans et al., 2007). Furthermore, a study conducted by KPMG in
2007 states that 87% of the interviewed companies planned to keep the level of outsourcing the same or to even increase it. The same study revealed the fact that 42% of
the organizations believe that their sourcing contract improved their financial performance and 27% said that outsourcing improved their competitiveness (IT facts, 2007).
Although, the statistical estimates of the outsourcing figures fluctuate across different
sources, it is apparent that the level of outsourcing growth in the coming years is rapidly
increasing. Nowadays, companies face a challenge to find a niche which could generate
them the most returns.

20

3.2

Driving forces for IT outsourcing

In the current IT outsourcing literature various motives as to why companies decide to
outsource their IT functions have been portrayed. According to Lacity et al., (1994) the
growth of IT outsourcing can be attributed to two main phenomena: a lack of core competences and a lack of understanding of IT value (cited in Hirschheim et al., 2006). The
first phenomena illustrates that the sustainable competitive advantage can be attained
through a focus on core competences, in other words focus on what companies do best.
In most companies, IT functions have been seen as a non-core competence resulting in a
need to outsource from IT vendors that possess economies of scale and technical expertise in providing IT service. Moreover, Venkatesan, (1992), Quinn & Hilmer, (1994),
McIvor et al., (1997) also emphasize that outsourcing enables companies to focus more
resources on their core competencies (cited in Andersson et al., 2006). Hirschheim et
al., (2006) state that outsourcing can help companies meet their IT needs in an inexpensive manner, whereas Welch & Nayak (1992), Lonsdale & Cox (1997), McIvor et al.
(1997) highlight that the option of reducing cost is regarded as one of the “the main
driving forces” for firms to buy instead of building in-house (cited in Andersson et al.,
2006). The issue of cost/benefit ratio and the comparison of internal and external costs
has always been one of the principal factors of deciding whether to make-or-buy and already in 1955 this had been pointed out by Higgins (Andersson et al., 2006). Andersson
et al. (2006) summarize some of the theoretical forces for outsourcing:
 Cost significance: reduction of costs by selecting vendors with economies of
scale and better cost structure
 Operation/capacity constraints: leading to operational flexibility and increased
short-term responsiveness
 Financial motives: ease the balance-sheet and downsize
 Core competence focus: improve focus of resources
 Access to external resources: learn from business partners and access outside
sources’ competencies
Additionally, Quelin and Duhamel (2003) summarize some of the main motives of outsourcing identified in the literature.

Table 3-1: Main motives for IT outsourcing highlighted in the literature (source: Quelin & Duhamel,
2003)

3.3

IT outsourcing scope

Once outsourcing is chosen as a suitable strategy then the next step is to find out which
IT functions should be outsourced. IT functions consist of commodities such as data
centers (highly structured activity that was one of the first to be outsourced), telecommunication networks and micro-computers (two activities that reflect the trend towards
standardization and standard configuration in IT) and specific activities such as applications development, system design and systems integration (Williamson, 1995 cited in
Barthelemy & Geyer, 2004). Tafti (2005) identifies two types of IT outsourcing: total
outsourcing and selective outsourcing. The author defines total outsourcing as the
“transfer of IT assets, leases, staff, and management responsibility for delivery of IT
services from the internal IT department to third-party vendors” (Tafti, 2005, p.554).
On the other hand, selective outsourcing is considered when a company wants to transfer the risks associated with total outsourcing. Tafti (2005) identifies the key problems
related to selective outsourcing which entail decisions about which IT functions should
kept in-house and which to entrust to a vendor.
In context of the percentage of the IT budget spent on IT outsourcing activities, total
outsourcing represents at least 80% of the IT budget while selective outsourcing which
locates selected IT functions amid external providers makes up between 20% and 80%
of the IT budget (Lacity, Willcocks, & Fenny, 1996). Willcocks and Choi (1995) highlight that there is a greater risk in the total outsourcing situations due to the high costs
associated with changing the decision whereas Lacity et al. (1996) argue that selective
outsourcing meets customers’ needs and at the same time minimizes the risk linked to
total outsourcing approaches.
Barthelemy and Geyer (2004) claim that the superiority of selective IT outsourcing can
be based on the fact that IT is a highly heterogeneous function whereas total outsourcing in most cases is automatically labeled as the “strategic alliance” or “strategic partnership” (Willcocks & Choi, 1995). It is for this reason that in the case of total IT outsourcing approaches, the issue of trust plays a very important role due to the fact that
the vendor and client interests should match so as to create a bond between the client
and vendor organization (Kishore, Roa, Nam, Rajagopalan & Chaudhury, 2003).

3.4

Discussion on the outsourcing sequence

Outsourcing has emerged into a significant strategic tool taking into account today’s
competitive business environment (Zhu et al., 2001). The same authors further go on to
state that the role of outsourcing should be considered as part of the overall management
strategy of a firm and that successful outsourcing thus depends on planning and process.
According to Lever (1997), outsourcing is more complex than other types of contractual
relationships and therefore it is an engagement that firms consistently renegotiate over.
This is an ideology that is similar to what Marshall et al. (2005) put forward, stating the
notion that the development of outsourcing models which are aimed at describing the
outsourcing procedure must depict its iterative nature.
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The literature that discusses the outsourcing maturity process is very limited (Hirschheim et al., 2009). However, when examining the maturity process it can be seen that
the stages of development are sequential, occur in a progressive manner that cannot be
easily reversed and absorb a wide range of organizational structures and activities
(Hirschheim et al., 2009).
Authors such as Jennings (1997) and Quinn and Hilmer (1994) have recognized factors
involving cost, core and peripheral activities, supplier relationships and technologies
that should be taken into account within the outsourcing decision process, however they
lack a framework that can be used by companies (McIvor, 2000). On the other hand
Venkatesan (1992) presents an approach described in one case however he does not
give specific guidelines to the whole process but rather provides a way of depicting
what actions should be conducted by both the suppliers and the customer company.
Welch and Nayak (1992) in comparison to Venkatesan (1992) have gone one step further by actually proposing a standard framework that can be used by companies for assessing sourcing decisions. However, there is no practical exhibition of the models in
relation to organizations that may have implemented this approach (McIvor, 2000).
According to Kinnula (2004) the process of outsourcing initiates with the actual need
for outsourcing that is noticed in the customer company and ends when for whatever
reason the relationship is suspended. She goes on to say that it is possible for the company to exit the process at any stage and also go back to a previous stage at any point if
need be. According to McIvor (2000) there is a lucid harmony in the literature about the
common factors that should be considered in the outsourcing process i.e. cost analysis,
associated risks, influences of the supplier and strategic perspectives.
Kinnula (2004) states that having taken the view points with the tactical need for developing an outsourcing partnership. There are various reasons that she states as to why
this need arises, i.e. cost reduction and the urge to acquire new knowledge. Halvey and
Melby (2007) specify simply that during the initial stage of outsourced projects comes
the identification of potential vendors through studying the experience of the vendor
and its available resources. According to McIvor (2000) the initial phase in outsourcing
is important since the core activities of the business shall be defined here. He goes on to
state that it is also vital for a company to identify the critical skills central to its overall
strategic choices since this will allow the company to differentiate itself from the competition.
According to Lee (1996) before a company can negotiate a deal with a vendor it needs
to be clear about the IT functions that it wishes to outsource. He goes on to state that
negotiations take a significant amount of time to establish and can prove costly if they
do not go according to plan. He also states that managers need to have all their issues
and concerns clarified before this stage so that they take a more practical stand during
the negotiations. The legalities of the contracts that are set forward must be clearly studied and it should be made sure that the standard formats of the contract the vendor provides are avoided since they favour the vendor itself (Lee, 1996). As a result contract
management accountability should be given to managers who have an understanding of
the services provided by the vendor so that they are able to ensure on a regular basis the
compliance of the vendor towards the contractual terms and allows for the possibility to
review the terms of the contract if the situation presents itself (Fink & Shoeib, 2003).
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Various researchers including Zaheer and Venkatraman (1995), Chiles and McMackin
(1996), Gietzmann (1996), Nooteboom et al. (1997) and Seal & Vincent-Jones (1997)
have centred on the issue of trust when it comes to relationship formations (cited in
Smith & Smith, 2003). Furthermore, Axelrod (1984), Bradach and Eccles (1989) and
Birnberg (1998) explain that a close nit relationship with suppliers allows for information sharing, joint development resulting in cost improvement activities and with the
advent of certain levels of trust the prospect of reduced opportunistic behaviour (cited
Smith & Smith, 2003).
“Outsourcing makes sense in an economy that no longer tolerates institutional bulk and
demands agility and speed”, (Elliott & Torkko, 1996, p.47). According to McIvor
(2000) a company may wish to establish a partnership with a supplier with the intent of
exploiting its competencies resulting in a collaborative work association. Beebe and
Meyers (1998) state, that in the evolving dynamics of outsourcing, the development of
strategic partnerships is important to deliver target results. Therefore, organizations will
select outsourcing partners more on the basis of how much they can deliver to them,
thus ensuring effective results. During this stage however, the company would find it
beneficial to actually retain the knowledge that can facilitate the technology of the activity to be utilized for future growth (McIvor, 2000). The strategic partnerships’ with well
selected and reputed suppliers lead to the ultimate strengthening of an organizations
competitive advantage (Beebe & Meyers, 1998).
Having taken the view points from the different researchers into consideration, we have
used the following outsourcing models by Zhu et al. (2001) and Lever (1997) for our
study. These models provide a very helpful directive in assessing the various stages inherent within outsourcing. It basically summarizes the discussion that has been presented earlier in a simple format. Zhu et al. (2001) and Lever (1997) both put forward a
four step approach to outsourcing. Their respective outsourcing models have been described below.
3.4.1

Outsourcing process model by Zhu et al. (2001)

Figure 3-1: Outsourcing process model (Source: Zhu et al., 2001)

Planning:
All the costs of performing the business along with expected costs after the outsourcing
is positioned should be recognized. Issues that correctly measure the feasibility of the
whole process should also be highlighted. Forecasting the influences of outsourcing a
particular business function should be considered, in terms of their effect on customer

services, impact on the commune where the company operates and perhaps even the
employee benefits after implementation.
Developing
This stage involves a host of different aspects that need to be factored into the whole
process of outsourcing. In other words, focus is not only placed on the relationship between the concerned parties but also on the internal issues that give structure to this operation. These issues are the vendor agreement, the business agreement, impact on the
employee, the outsourcing timeline and the communications plan. Thus the development stage focuses more on creating a relationship as well on the internal issues of an
organization.
Implementing
This stage involves the creation of a transition plan and checklist. The transition plan
should consist of a guided instruction plan detailing how to handle every task connected
with the outsourcing process. On the other hand the transition checklist is made up of
specific responsibilities for the achievement of each item after which the completion
date should be shown.
Surviving
The post-outsourcing stage is a review stage that involves identifying whether the objectives highlighted in the business plan have been met. A review of the cost comparisons for both pre and post-outsourcing processes must be carried out. This helps to classify whether the project has worked according to plan and to identify if any areas exist
for further improvement.

3.4.2

Outsourcing process model by Lever (1997)

Figure 3-2: Outsourcing process model (Source: Lever, 1997)

Discovery
This stage involves the targeting of internal service levels, the recognizing of future requirements and issuing applications for proposals. The short listed vendors should also
be identified. The importance of this step is that it progresses a better understanding of
an organizations current abilities.
Negotiation
During this stage the selection of the vendor takes place involving the main establishment between involved parties lying upon their operating philosophies and the vendors
approach to service. High levels of integration and coordination are involved when it
comes to an outsourcing contract. Both parties must work closely to identify sectors for

service improvement, plan transition and service delivery. Thus the negotiation stage is
focused more on creating a partnership between involved parties.
Transition
The smooth progression of this stage is dependent upon the planning and preparation
that is done beforehand. At this stage the staff is transitioned to the vendor and the computer applications are mapped onto the vendors systems.
Assessment
During this final stage the vendor has already started to provide the service. By carefully screening the contract the use of predefined metrics and benchmarks is ensured. Ultimately in the end the contract is then either re-negotiated or terminated.
As already stated earlier the planning / discovery and development / negotiation stages
are essentially point towards the same general direction whose purpose is to ultimately
result in the formation of a partnership between associated parties. These two steps are
therefore the core of our study and will encompass the different variables related to
risks.

3.5

Internal and external forces

According to Ramanathan (2009) current research emphasizes that both the internal and
external environments of an organization can have an influence on outcomes of IT outsourcing initiatives. These forces are briefly introduced bellow.
Internal forces: Ramanathan (2009) describes internal forces as the resources that are
needed in order to fulfill the customers demand for service. He goes on to state that internal forces allow the employees to focus more on issues related to core competencies.
The internal forces must include a consensus on the sense of urgency and a common vision (Ramanathan, 2009). Marshall et al. (2005) list the internal aspects that shape IT
outsourcing projects as: organizational perspective, history, strategy, cost, resources,
critical incidents and the competitive positioning of the firm.
External forces: Ramanathan (2009) outlines economic forces to result in demands for
overall cost reductions involving IT operations. He goes on to say that these economic
forces can play an influential role in innovation related issues, declining R&D, greater
competition etc. According to Hirschheim, Heinzl and Dibbern (2006) IT managers also
can feel threatened by the vendors’ persuasive antics towards the senior management
which could have undesired outcomes. Marshall et al. (2005) lists the external forces in
IT out-sourcing projects as: intensity of the competition, political environment, issues
that surround technology and influences from the social environment.
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3.6

A discussion on the issue of risk in IT outsourcing

“Risk is the probability that exposure to a hazard will lead to a negative consequence”,
(Ropeik & Gray, 2002, p.4). Thus the next question to answer is whether to outsource or
not to outsource? According to Aubert et al. (1998) this is a question that research still
has not found a clear cut explanation to. IT outsourcing and the contractual agreements
that come with such deals are not risk free just like any other type of business venture
since there is always the likelihood of a possible uninvited outcome. According to Taylor (2006) a hand full of firms have twirled towards outsourcing by either contracting
professional software firms for the development of customized solutions or by deciding
to use readymade solutions instigating the attempt to minimize the notion of risks.
However, no matter what the objective, the opportunity of outsourcing breeds a strong
sense of emotion amongst IS professionals and general managers (Earl, 1996).
Even though IT outsourcing paves the route to lowered costs or scale economies, there
can be an equal level of unwanted outcomes such as increased costs or loss of expertise.
For example there is still mounting proof that it can lead to loss of competencies as Bettis, Bradley and Hamel (1992) state as well as it can result in costly failures due the neglect of hidden cost possibilities (cited in Barthe´lemy, 2001). This does not mean that
the notion of outsourcing should be seen as a bad omen, but rather that it is equally
risky as other business ventures (Aubert et al., 1998). The most prominent risk that
comes with IT outsourcing is the level of expectations that the internal organization may
have about the notion of savings it will incur from outsourcing (Davison, 2004). According to Schniederjans et al. (2005) cost is an important factor to be studied carefully.
If action is taken to reduce cost from the supplier side then the supplier may altogether
cut the provision of certain services to the client. Earl (1996) states that a company can
evaluate the vendor costs with its current costs and use that to create learning curves for
future cost schedules. However, when it comes to costs, companies have a propensity to
overlook certain cost ratios i.e. set up costs, relocation costs etc (Earl, 1996).
“Trust is considered a complex phenomenon to understand”, and therefore the question
of whether trust is about taking risk or assuming risk is still under debate (Oza et al.,
2006). Sabherwal (1999) identifies two kinds of contractual relationships one being the
actual written contract that binds entities together and the other being a psychological
contract which symbolizes the trust relationship between entities. He goes on to say that
projects require equilibrium between structural controls and trust. Structural controls being the contractual agreement are important since they attend to issues of ignorance and
new requirements thus making the client confident in the outcome of the project. On the
other hand, he advocates the paradigm of trust in outsourced ventures as being significant and adding to project success (Sabherwal, 1999). “The gradual development of
trust can lead companies from being simply committed to a contract to becoming longterm strategic partners”, (Oza et al., 2006, p.346).
According to Trott and Hoecht (2006) trust can be demoralized if the contractual
agreement does not allow for vibrant adjustments of services being delivered. In other
words, companies need to be open to acquire access to new technologies which is a
move that comes with the risk of commercially insightful information being disclosed to
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competition (Trott & Hoecht, 2006). According to Sherwood (1997) responsibilities and
liabilities should be defined to both parties making a contractual agreement with respect
to security. He states that the security of outsourced projects should be concentrated on
during the pre-contract negotiations and must be fundamental to the main aim to prevent
organizational secrets from being leaked. Again in this perspective the issue of trust
plays a role and it is not hard to actually map the fact that issues of security and trust go
hand in hand. According to Trott and Hoecht (2006) when companies chase a technology enhancing approach they rely on the expert knowledge of distinguished researchers
and thus because of their confidential arrangement they have plenty of opportunities to
leak out sensitive information to competition and betray their hiring organization if they
wish to do so. It is here then as Trott and Hoecht (2006) point out that the trust issue
comes into play which these individuals must ensure in their endeavors since their professional veracity is supported by their reputation as being a social capital tool (cited in
Coleman, 1990).
According to Trott and Hoecht (2006) many scholars reflect on innovation as a procedure that needs careful management (cited in Souder, 1987; Twiss, 1992). Researchers
agree that innovation is a trend that can be subjected to control and interaction (Trott &
Hoecht, 2006). “If a company has outsourced IT services and downsized as well its ability to innovate may be impaired” (Earl, 1996, p.30). The innovative ability of a firm is
mainly reliant on knowledge that has been built up through years of experience and it
cannot be bought or sold. Therefore, it is imperative that senior managers be aware of
the harmful effects to a company’s survivability in the long run in terms of its core
competencies being eaten away by the act of outsourcing if not managed properly. This
again circles back to the issue of trust where the possibility of an organizations competencies being leaked to third parties is prevalent (Trott & Hoecht, 2006). Innovation requires resources, organizational processes and competencies, which are traits that external outsourcing does not promise (Earl, 1996). On this matter Campbell (1995) states
that after outsourcing companies may in future have problems finding other subcontractors since they may be unable or unwilling to deliver the expectations. He goes
on to say that by then it will be too late since the company will have lost its necessary
skill set to perform the necessary activities. On a final note Earl (1996) says that operations and developments related to IT are an indecisive avenue. He says that users are not
always sure of what they exactly want, on top of that new technology is always a grey
area, the needs of the business are constantly evolving and the actual implementation
procedure is not without surprises. Therefore, according to Earl (1996) outsourced contracts should be carefully designed since there is no way to foresee uncertainties and this
also helps with reducing the diminished technical returns.
3.6.1

Strategic Alliances (Partnership) and its associated risks

Strategic alliances come in many different forms, and it is these particularities that influence the operations and strategic motivations of alliances (Dans & Teng, 2001).
Deeds and Hill (1996), Mitchell and Singh (1996), Yoshino and Rangan (1995) all state
that the concept of strategic alliances has materialized into a very sought after strategy
since contact with up to date technology has now become more critical than ever (cited
in Das & Teng, 1998). A strategic alliance identifies agreements between firms who
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have long term interdependence, shared control and promote continued contributions
(Devlin & Bleackley, 1988; Yoshino & Rangan, 1995 cited in Das & Teng 1998).
Beamish and Inkpen (1995) and Doz (1996) point out that a strategic alliance allows access to a partner firm’s knowledge base which lays the foundations for a stable venture
which can also lead to organizational learning further contributing to alliance success
(cited in Das & Teng, 2000b). Das and Teng (2000b) state that the critical advantage of
strategic alliances is also the amount of flexibility that the partners are able to enjoy.
They articulate that it allows firms to adjust certain arrangements in the alliance to adapt
to the changing conditions and if need be, allow for easy-to-exit alternatives from the alliance if the risk factors tend to be too high.
Das and Teng (2000a) say that resource based views of firms can be applied to facilitate
the formation of an alliance. According to them, firms basically form alliances to get
access to each other’s valuable resources to maximize their individual worth as an alliance allows for access to precisely those resources that are needed. This can result in
supplementary and complementary alignment allowing partners to bring in something to
the table that is unique and non-redundant to the alliance (Deeds & Hill, 1996; Harrigan, 1985; Hill & Hellriegel, 1994; cited in Das & Teng, 2000a). Resources according
to Das and Teng (2001) can include items like capital, human resources, physical properties, market power, technology and many others ultimately providing the foundation
for competence and expertise in an alliance. They articulate that one’s competence
translates into a high possibility of accomplishing tasks successfully with lower levels
of risk.
Alliances improve the market power of firms for any of two reasons i.e. either the alliance partner is a client of the product or because a combined effort can be made in
terms of the distribution channels and buying power of both partners (Hamel et al.,
1989; Shan, 1990; Teece, 1987 cited in Eisenhardt & Schoonhoven, 1996).
“Strategic alliances are voluntary inter firm cooperative agreements, often characterized
by inherent instability arising from uncertainty regarding a partner's future behaviour”,
(Parkhe, 1993, p.794). Simply put, firms in an alliance need each other to progress their
individual interests which is an intersection that can lead to behavioural uncertainty and
vulnerability (Gray, 1989 cited in Parkhe, 1993). This brings about the notion that even
though a strategic alliance may have its advantages, it also has its fair share of disadvantages that need to be considered and tackled with.
“Alliance instabilities refer to major changes or dissolutions of alliances that are unplanned from the perspective of one or more partners”, (Inkpen and Beamish, 1997;
cited in Das & Teng, 2000b, p77). According to Brouthers, Brouthers and Wilkinson
(1995), Nueno and Oosterveld (1988) a formation of strategic alliance needs a careful
review of risk considerations (cited in Das & Teng, 1998). Bleeke and Ernst (1991) and
Das and Teng (2000) say that risk is particularly an important part of managing a strategic alliance because alliances are intrinsically risky strategies (cited in Das & Teng,
2001).
Littler and Leverick (1995) say that as fundamental as risks may be they are yet to receive the much desired attention in the literature (cited in Das & Teng, 1998).
Keeping this in mind a list of identified risks that can be expected to make a presence
during the functioning of strategic alliance operations is presented in the Table 3.2.
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Risk evaluation factors

General implications

References

Relational

Likelihood of a partner not complying Das & Teng
with spirit of cooperation e.g. oppor- (1996b) cited in
Das & Teng (1998)
tunistic behaviour.

Performance

Likelihood that the strategic goals of an Das & Teng
alliance are not achieved.
(1996b) cited in
Das & Teng (1998)

Lose of control

Possibility of losing control over one’s
own resources while in pursuit of an- Das & Teng (2000)
other parties resources.

Inter-firm conflicts

Competing interests, control issues, incompatible goals, disagreements conDas & Teng (2000)
sidering resource allocation and opportunistic behaviour.

Operational conflicts

Incompatible cultures and operational Olk (1997) cited in
practices of the partners.
Das & Teng (2000)

Formal control

Controlling behaviour and output
through strict rules and objectives can
undermine trust by pushing away
Das & Teng (2001)
autonomy. Works both ways though
i.e. when it is difficult to rely on trust
then more control is the answer.

Trust

Failure to implement conviction and
confidence in the alliance uneven relationship formations and undermine
value creating activities.

Das & Teng,
(2000b), Das &
Teng (2001), Das &
Teng (2000a), Das
& Teng (1998)

Opportunitic behaviour

One firms motive to sneakily capture
Das & Teng (1998)
its partners resources in order to maxiDas & Teng
mise its own interests to the detriment
(2000a)
of its partners i.e. competitiveness.

Lack of Rigidity

Deficiency in connectedness between
Das & Teng
members in an on-going relationship
(2000b)
resulting in lack of flexibility.

Short term: encourages abuse amongst
Short or long term ori- partners.
Das & Teng
entation
Long term: lack of cyclic checks un- (2000b)
dermines motivation and commitment.
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Reduced revenue

Alliances force firms to share their Shan (1990) cited
profits which lead to reduced revenue in Eisenhardt &
streams.
Schoonhoven
(1996)

Table 3-2: Risk factors that might occur during the functioning of strategic alliance operations

3.7

IT outsourcing theories

The purpose of using the following theories in our study is to help us to better interpret
the empirical findings. The theories that have been selected were the ones that appeared
to be the most relevant for this study: resource-based theory, resource-dependence
theory, agency theory and partnership and alliance theory. However, we were well
aware that there exist other IT outsourcing theories that could have been considered for
this study but bearing in mind this study, they seemed to be beyond the defined scope.
3.7.1

Resource-based theory

Fernández and Suárez (1996) define a company’s resources as any production factors
that are accessible to the company (cited in Rodríguez & Robaina, 2006). Barney (1991)
states that the resource-based theory (RBT) considers that a company’s resources encompass all assets, organizational characteristics, processes, skills, information and
knowledge and are controlled by the company itself and its employees (cited in Roy &
Aubert, 2001). Grant (1992) categorizes five types of resources: financial, physical,
human, technological and reputation where the first two represent tangible resources
while the last three constitute intangible resources (cited in Rodríguez & Robaina,
2006). When a company’s resources are exploited and organized in such a way that they
represent a source of competitive advantage then they represent a firm’s competences
(Roy & Aubert, 2001).
The two main assumptions that resource-based theory aims to conceptualize on are that
resources and competences vary significantly across firms within the same industry and
that these differences have a propensity to stay stable across relatively long periods of
time (Barrar & Gervais, 2006). It is a theory that focuses on an internal analysis of a
firm in terms of resources and capabilities (Cheon, Grover, & Teng, 1995). From an IT
standpoint, these unique resources can be found in technical skills such as expertise in
analysis and design, the ability to integrate emerging technologies as well as in managerial skills such as the ability to effectively develop appropriate IT applications or establish a link within the user community etc (Roy & Aubert, 2001). Furthermore, the
same authors identified that the successful integration of IT, besides the need to master
technical IT skills, is based on thorough managerial knowledge that the firm possesses
and the establishment of strong partnerships between the IT managers and functional
managers (Roy & Aubert, 2001).

31

Addressing the outsourcing decision based on a firm’s resources and competences demands a deeper understanding of the core competences which represent the basis for
building future competitive advantage (Bettis et al., 1992 cited in Rodríguez & Robaina,
2006). Any lack of available resources to a company will lead it to seek out a direction
to overcome this deficiency by contacting external expertise and possibly partnering
with them through outsourcing (Roy & Aubert, 2002). Grant (1991) goes on to say that
filling the gaps of resources and capabilities via outsourcing activities not only maintains the firm’s stock of resources and capabilities but also expands its resources and
capabilities ultimately leading to greater opportunities for the firm (cited in Cheon et al.,
1995).
Finally, Gottschalk (2006a, p.157) suggests certain measures to be taken in order to
successfully manage IT outsourcing arrangements from the resource-based theory perspective since: “it provides the capability to integrate and exploit strategic IT resources
from the vendor together with own resources to produce competitive goods and services”.
3.7.2

Resource-dependence theory

Resource-dependence theory (RDT) is centered on the external environment of a firm
and argues that all firms find themselves, to a certain degree, dependent on some elements from their external environment such as land, labor, capital, information or a specific product or service (Cheon et al., 1995). Pfeffer and Salancik (1978) argue that a
RDT stresses the organizational necessities of adapting to the different organizational
uncertainties (cited in Cheon et al., 1995). Furthermore, Aldrich and Pfeffer (1976),
Pfeffer and Salancik (1978), Pfeffer (1987) propose that a firm’s survival relies on its
capability to gain control over its external environment, acquisition of necessary resources from the environment and its linkages with it (cited in Boyd, 1990).
In order to acquire necessary external resources a company usually needs to establish an
affiliation with other companies that possess the needed resources. RDT according to
Pfeffer and Salancik (1978) provides a useful perspective which can be used to study
the relationship between an organization’s decisions to outsource IT functions and its
effectiveness (cited in Cheon et al., 1995). According to Pfeffer and Salancik (1978)
(cited in Cheon et al., 1995) there are three critical factors that determine the external
dependencies of one firm from another and those are:
 The extent to which a firm requires resources for the sustained survival
 The extent to which an interest group has discretion over the resource allocation
and use
 The extent of control over the resources by the interest group which is an important factor in determining the dependence of the organization
As a result, an organization’s dependence on some other organization is established by
the importance of the resources to the organization, the number of potential suppliers
and the cost of switching suppliers (Cheon et al., 1995). Additionally, the same authors
argue that the resource-dependence perspective for outsourcing provides a framework
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for analyzing resource dimensions (importance, discretion, and alternatives) which
could be used to determine the firm’s dimensions of resources and could represent a
base for a firm’s decision to outsource certain IT functions. Sometimes an organization’s strategy, in order to be implemented successfully, might influence its decision to
acquire some resources from the external providers if the necessary resources are not
available within the organization.
3.7.3

Partnership and alliance theory

Partnership, often cited as an alliance, according to several authors (Gottschalk & SolliSaether, 2005; Gottschalk, 2007) has been noted as a major feature of IT outsourcing.
By establishing a partnership a firm can diminish the risk of an inadequate contractual
provision of a compound and expensive activities such as IT (Gottschalk & SolliSaether, 2005). There are however certain factors that are crucial in all stages of the
partnership development process such as cultural compatibilities, shared values and objectives and similar domains and perspectives between the buyer and vendor (Gottschalk & Chew, 2009). Lambe et al. (2002) define alliances as collaborative efforts between two or more firms in which they use their resources to achieve commonly combined objectives that cannot be easily achieved alone (cited in Gottschalk, 2007). When
the business relationships are collaborative i.e. outsourcing, then these relationships can
be classified as alliances.
According to the study conducted by Hancox and Hackney (2000) IT managers were interviewed in order to find support for the partnership theory in IT outsourcing; in view
of this quite a few organizations claimed that they have a strategic partnership with their
IT suppliers and 80% of buyers wished that they had more tightly defined contracts with
their vendors (cited in Gottschalk & Chew, 2009). The same study revealed that the
contracts are more likely to favor vendors due to their larger experience in negotiations.
Hancox and Hackney (2000) discovered that the clients that view IT as a core are more
likely to be satisfied with the outsourcing contracts because their negotiation skills
about IT functions are more advanced. Gottschalk (2006a, p.157) argues that a “manager’s ability to develop experience with alliances, develop alliance managers and developing the ability to identify potential partners could be a source of successful IT outsourcing arrangements”.
3.7.4

Agency theory

Agency theory describes the relationship between the two parties defined as a contract
under which one or more persons (principal) engages another person (agent) to perform
some service on their behalf (Gottschalk, 2007). Agency theory, according to Eisenhardt
(1985) is concerned with resolving two problems that occur in agency relationships; the
first one being associated with conflicts between goals of the principal and agency and
its difficulty for the principal to determine what the agent is actually doing and second
one is related to the risk sharing that arises when the principal and agent have different
risk perspectives (cited in Gottschalk, 2007).
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In the case of IT outsourcing the relationship is a buyer-vendor relationship and the contract is an IT outsourcing contract (Gottschalk, 2006a). In the IT outsourcing projects
the principal denotes a client organization and the vendor organization represents the
agent. The vendor provides services to the client organization for certain amount of
money which implies a change in the legal relationships and that IT services are carried
out using a more formal transaction process. On the other hand it makes the contract to
be an outcome-based control which additionally stresses the importance of the client’s
capabilities to clearly specify current and future requirements that it may want to gather
from the vendor (Gottschalk, 2006a). However, considering the technical and business
complexities of IT, selecting a suitable vendor represents a major problem for the client
organization since the main problems that are associated with contracts are moral hazard
and adverse problems as well as the actions concerning selection and risk sharing (Eisenhardt, 1989).
The main focus of this theory is to determine the most efficient contact governing the
principal-agent relationship given the assumption about people (self-interest, bounded
rationality, risk aversion), organizations (goal conflict among members), and information (information is a commodity which can be purchased) (Eisenhardt, 1989). Furthermore, the key consideration of the agency theory is that “principal-agent relationships
should reflect an efficient organization of information and risk-bearing costs” (Eisenhardt, 1989, p.59).

3.8

Discussions on the theoretical framework

The SPM (strategic partnership model) presented below is a pictorial representation of
the various concepts that we have discussed in this chapter. It serves its purpose by
helping the reader to visualize how different concepts, models and theories are connected and how they have been used to serve their function in studying the partnership
formation activities that we show cased in the IT outsourcing process model (Figure
1.2). In other words, it is an extended version of the partnership creation box presented
in Figure 1.2. The SPM model depicts the interactions between the internal and external
forces and how they influence the partnership formation process. Apart from that, the
representation of the presence of risks when forming strategic partnerships has been
made. The theories that have been established to be useful for our study and to understand our scenario fully have also been displayed in this SPM model. These theories
have been used as a base for better interpretation of the empirical findings and how they
paved the way towards the partnership formation process. Finally, the stages presented
in the partnership formation activities i.e. negotiation and planning have been inspired
from Zhu et al (2001) and Lever (1997).
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Figure 3-3: SPM for analysis
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4

EMPIRICAL FINDINGS

The chapter reports the empirical findings by first, giving a short description of the
companies studied and second presenting the interviewees’ thoughts and statements regarding their current relationship that they developed with their respective vendor/buyers. The companies studied are the two vendor companies that are currently developing the IT solution and one pharmacy chain owner making a total of 3 companies.
The findings shall be used in the Chapter 5 together with the main concepts, models and
theories presented in Chapter 3 in order to better answer the research questions.

4.1

Topics discussed in the interviews

The empirical findings that follow have been collected through the interview questions
that were designed to collect information from the three target companies. The information collected has been thoroughly used in the analysis. The topics discussed in the main
interview include:
Determining the resource orientation
Activities that make up the steps of the planning and negotiation
Confirming the birth of a strategic partnership
Internal and external forces that shaped the IT outsourcing process
The risks that were involved in each of the stages individually and through an
iterative perspective (strategic partnership process)
 Buyer and vendor relationship based on mutual goals, trust and risk sharing






The following table shows the respondents from the individual companies that have
been interviewed.

Company name

Respondent/Designation

Buyer/
Vendor

Strategic
ship

Pharma Solutions

Henrik Larsson/CEO

Vendor

Medstop Holding

Logica

Jouko Kangas/Client Director

Vendor

Kronans Droghandel

Medstop Holding

Martin Hagberg/CIO

Buyer

Pharma Solutions

Table 4-1: Summary of selected respondents together with the discussed partnership
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partner-

4.2

Logica Sweden AB

Generating value through the assimilation of people, business and IT is a focus that
makes Logica a renowned international IT services company. With a global work force
of 39,000, Logica provides systems integration, business consulting and IT outsourcing
services to its customers around the world including many of the largest organizations
in Europe. Logica works towards the establishment of long lasting relationships and
cavernous business knowledge with the end result of attaining innovative solutions in
order to meet customer business requirements. It does this through its partnerships with
largest and experienced providers of solutions that exist in the market i.e. Microsoft,
Oracle and SAP (Logica Sweden AB, 2010a).
Logica has signed an agreement with DocMorris and Kronans Droghandel, two new actors that have been inducted into the deregulated pharmacy retail with respect to the deliverance and functionalities of a new pharmacy solution (Logica Sweden AB, 2010b).

4.2.1

Interview results - a vendor company perspective

For the purpose of our research we conducted the interview in Logica towards the direction of their partnership with Kronans Droghandel. The interview was held on the 3rd of
June, 2010 and was conducted with Jouko Kangas who is the designated Client Director
at Logica. The focus was on the associated rationales surrounding Logica’s partnership
with Kronans Droghandel AB.

Figure 4-1: Logica provided solution to Kronans Droghandel

We started off the interview by directing our focus towards the resource fulfillment
along with the driving forces of a buyer company that initiated it to go to a third party.
Jouko stated that “Logica is a large company and has a large variety of services already available so we have done this before and have everything they need” (J. Kangas,
personal communication, 2010-06-03). He went on to say that since Logica has been
engaged in collaborative work ethics with Apoteket AB for a number of years, therefore
the company has built up on knowledge and the appreciation of how the pharmacy market operates.
Jouko then directed his attention towards the matter at hand i.e. with regards to Kronans
Droghandel and stated that it is a newly established company and this lead to their re-

luctance to want to institute their own IT department. As a result he said that Kronans
Droghandel wanted to purchase as much as they possibly could in the form of services
which would then allow them to lower their costs and avoid fixed costs. Keeping this in
mind “since Kronans Droghandel is a totally new company they do not have much resources at all to start with, so what they have done is recruit more IT managers of
course, and some specialists to handle the purchase and governance of what they have
purchased” (J. Kangas, personal communication, 2010-06-03).
We then continued with focusing our attention on the stages (partnership and negotiation) and the steps that make up these stages resulting in their likely creation of a strategic partnership.
Jouko told us that Logica was in constant contact with Kronans Droghandel during the
stage when it was decided that they were chosen to build the specific pharmacy functionality that was required for Kronans. “As you may know the solutions for the pharmacy are a little bit special and it has to be built in a specific way and there are not
many vendors in Sweden who have invested into building this special solution including
these special functionalities” (J. Kangas, personal communication, 2010-06-03). Therefore, Logica started dialogue with Kronans quite early in the process, parallel to when
the decision was made to start building the required package. The solution provided by
Logica has not been tailored since, as Jouko stated, the pharmacy business is very rule
based, on top of which Apotekens Service AB lays a lot of requirements on how the
functionalities should work. “Kronans was involved in the very early stage and has had
a possibility to influence some parts but the solution is not tailor made for Kronans it’s
the same solution as for all the other customers” (J. Kangas, personal communication,
2010-06-03).
Jouko described that the two parties had thorough discussions involving the face of the
cooperation which involved stiff efforts from both sides in building the contract / governance structure for future cooperation. “We both realized that reality will change during these years. It is a contract that includes a lot of commitment from both sides but
also a degree of freedom for both parties” (J. Kangas, personal communication, 201006-03). When asked if this process resulted in the formulation of a strategic partnership,
Jouko answered “absolutely, yes” (J. Kangas, personal communication, 2010-06-03).
A discussion on the external and internal forces that were responsible for shaping IT
outsourcing in view of the (planning and negotiation) stages was initiated with respect
to the buyer company i.e. Kronans Droghandel.
According to Jouko an important thing for Kronans was to have a vendor / partner that
could deliver / fulfil their specific requirements within the pharmacy business. In other
words, not to have a partner that could cater the supply of software only but also fulfil
the responsibility of delivery. “This would cover the organization positioning, competitive positioning and resources” (J. Kangas, personal communication, 2010-06-03).
Jouko said that cost is always an important issue for discussion however according to
him Kronans had achieved a good balance between the cost and quality paradigms. “I
think they had a good balance but of course they pushed us by saying that we were more
expensive than the competition was” (J. Kangas, personal communication, 2010-06-03).
This is why the issue of hidden costs is something that they try to include in the contract
as clearly as possible so that everything is transparent.
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According to Jouko, Kronans of course has scoped out the competition and as a result
put in a lot of importance into having one vendor rather than multiple vendors. They
wanted someone that could take full responsibility for delivery. The political discussions and progressions that came with the deregulation were followed by both parties in
their endeavours and important to note is the fact that the number of vendors who could
provide specific pharmacy functionality were limited.
For our research purposes we wanted to also investigate the risk factors that were inherent with the stages (planning and negotiation) was followed.
Jouko told us that the deregulation in Sweden created a need for an entirely new IT environment. He said, “It is new on both sides, new on Apotekens Service AB and it is new
on our side so of course there is a number of risks…” (J. Kangas, personal communication, 2010-06-03). He added that there was also uncertainty with regards to the manner
in which the market should operate and the kind of functionality that is required. When
asked if time was a major risk factor Jouko said that it was, since the government has
stated that the new systems should be up and running and should replace the old systems within a certain prescribed time frame. Therefore Jouko agreed that within this
short time frame Logica has to deliver quality as well as functionality.
Jouko said that the risks that they faced for both stages were similar. When talking
about the negotiations he said that since they faced uncertainty with functionality and
time schedules it was more difficult to make agreements. This is why Jouko agreed that
the entire process is iterative in nature. When asked if there is a risk when moving from
one stage to another he agreed. Jouko said that moving from an early stage to the contracting stage you always have to be more specific and clear about your needs than in
the earlier stage and if something was overlooked in the previous stage then that could
cause problems in the following stages. Jouko said that they had a good balance in negotiations and tried to reduce risk for both customer and vendor. So in short he said that
building a relationship does decrease risks to a certain degree.
We then finally wanted to look into the collaborative efforts between the involved parties (Logica and Kronans).
Jouko told us that Logica has a very close cooperation with Kronans. As a result it is all
about trusting and understanding each other. Jouko said, “In some areas there are really
very key goals and in other areas we are both developing the goals during the journey”
(J. Kangas, personal communication, 2010-06-03). When asked about the kind of goals
that Logica developed during the journey he said that time scheduling is an example of
something dependent on the activities of both parties and so is continuously redefined.
Jouko characterizes the relationship between the two as a close cooperation with a host
of different on-going activities.
Jouko in conclusion gave a comparison about risks for international clients as opposed
to local clients as being much bigger since delivery needs to be handled through several
Logica branches and the involvement of people from different countries creates an additional risk especially if you do not have compatible processes and procedures in all
companies. He said that every industry on the contrary has its own picky issues to handle and the pharmacy market is no different. However he said that since Logica has experience in such operations as this is certainly not their first time.
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4.1

Pharma Solutions AB

Pharma Solutions AB is a joint venture company owned by Sirius IT AB and Visma
AB. Sirius IT is a leading supplier of IT solutions when it comes to e-services,
e services, self
selfmanagement and process (Sirius IT, 2010). Visma AB on the other hand is a leading
participant in the Nordic market when it comes to business software and accounting
services in order to implement the stream-lining
stream lining of work processes in organizations
(Visma AB, 2010). Pharma Solutions AB presents a complete POS solution for all playpla
ers that aim to work in the phar
pharmacy
macy business. As the IT supplier to the players in the
pharmacy retail business Pharma Solutions has to fulfil the regulations of the National
Board and MPA and incorporate these requirements into its solutions that it provides
with minimum hindrance thus fulfilling its characteristics as a company in terms of
quality, competence and safety (Pharma Solutions, 2010). Pharma Solutions was chosen
to replace the current transitional IT solution in the middle of 2011 for Apotek Hjärtat,
Medstop, Åhléns and ICA (Nygren, 2010).

4.1.1

Interview results - a vendor company perspective

The interview with Mr. Henrik Larsson, who is the current CEO of Pharma Solutions
AB, was held on 2nd of June, 2010. The interview was done via telephone and its duradur
tion was about 40 minutes.
utes. The main aim of the interview was to get insights from the
person who has been involved in the latest IT outsourcing project and has the best
knowledge about the current partnership with Medstop AB and associated rationales
surrounding it.

Figure 4-2: Pharma Solutions AB provided solution to Medstop AB

We started the interview by focusing on the resources along with the driving forces of a
buyer company i.e. Medstop wanting to go to the third party. Henrik explained that ““the
main driving force for the buyer is that he/she wants to have one single point of contact
regarding the whole operation and responsibility of their agreement”
agreement” (H. Larsson, pe
personal communication, 2010-06-02).
2010
He stressed that it is much easier for the buyer
company to have one single vendor because it is much easier to communicate and estabesta
lish a closer relationship with as well as provide a better on-going
on going support and maintemaint
nance. As he mentioned a similar scenario has never happ
happened
ened before in his career or in
Sweden. It is quite challenging to get everything right in such a short period of time and
with the currently available resources. The new solution that will replace the current IT
transition solution provided by Apotekens Service
Service AB has to get the final approval from

Apotekens Service AB in order to be used in June, 2011. Henrik told us that “the only
vendor today is Pharma Solutions that has a certificate of approved system from Apotekens Service AB” (H. Larsson, personal communication, 2010-06-02). He also said that
they have very open discussions with their customers and they informed them that they
might face some lack in time schedules but in the long run the customers will be satisfied and happy.
For the purpose of our study we wanted to find out the steps that make up IT outsourcing stages (planning and negotiation) that relate to the partnership creation process between the parties in question.
Henrik explained the steps that took place in the first stage which has been identified as
the planning stage. He shared with us the way Pharma Solutions marketed itself towards
the potential customers. He told us that “there are not many vendors who can provide a
wide range of solutions and keep it together as one company (H. Larsson, personal
communication, 2010-06-02) such as Pharma Solutions provides both an ERP system,
and consulting around that one; solutions for financials, HR and salary services and the
solutions around that too; the retail system and the prescription support system. Based
on the wide variety of services that they can offer to their customers what they did is
that they informed the market about their uniqueness. The next step was to get in touch
with the new pharmacies in the deregulated Swedish pharmacy retail market and arrange meetings with them and inform them what Pharma Solutions offers, the scope,
approximate pricing and etc. “So we had it figured out before they had even started to
think about what kind of solution we are going to have for the business” (H. Larsson,
personal communication, 2010-06-02).
When it comes to the negotiation phase and the finalizing of the contract between Medstop and Pharma Solutions, Henrik explained that the Medstop case was quite simple
comparing to the one with Apotek Hjärtat. According to Henrik “Medstop is buying different parts such as licenses, and hosting on different agreements, while Apotek Hjärtat
is buying everything like a solution or more as a service” (H. Larsson, personal communication, 2010-06-02). Henrik explained that it is not a fully outsourced solution and
that Pharma Solutions will be working closely with the Medstop IT department. The
cooperation agreement that both parties signed says, according to Henrik, that both parties will work together and act as one in the particular project. There is a person assigned to this particular project delivery but as this is still in the early stage – production
stage, the future is yet to be discussed.
Furthermore we discussed with Henrik if, according to the case at hand, would it be correct to say that these two stages paved the way towards a strategic partnership process
and Henrik responded “Yes, exactly! I was in a meeting yesterday and we were speaking
about strategic partnerships because that is what we are heading to” (H. Larsson, personal communication, 2010-06-02). Though, as Henrik explained that was not the case
in the beginning because the companies want to have a minute to think and time to reflect on how they will be using Pharma Solutions force and power in the future for their
business.
We discussed about the external and internal forces of the buyer company that shape the
IT outsourcing projects in view of the (planning and negotiation) stages was also initiated.
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Henrik clarified that Medstop liked the set up structure of Pharma Solutions and “how
we took the pharmaceutical competence from one company and a retail competence
from another company and put it together in one single company” (H. Larsson, personal
communication, 2010-06-02). Henrik went on by saying that Medstop was interested in
one single point of contract delivery as well as in the size and scope of Pharma Solutions which is being supported by the large bodies (Sirius IT AB and Visma AB).
When it comes to the external forces, Henrik told us that the competition was pretty
tough considering that they had Logica as a direct competitor. Though Henrik explained
that what he heard from the customers that “they did not want to be a small company
putting the whole operation and the most important systems in the hands of a very large
company that does not really care if Medstop case for example will be a success or a
disaster” (H. Larsson, personal communication, 2010-06-02). Henrik explained that in
Pharma Solutions they are more interested in building long term relationships with their
customers. The political influence and the deregulation helped Pharma Solutions a lot in
terms of the bare existence if its solution considering that previously Apoteket AB was
the only customer in the whole Swedish pharmacy retail market.
As we wanted to discuss the risk factors that they were faced with in the planning and
negotiation phase Henrik told us that the most challenging risk factor in the planning
stage was time. Since, Pharma Solutions has the other two bigger customers like ICA
and Apotek Hjärtat there is concern that Medstop will be put aside because they are
much smaller than the other customers. Henrik went on by saying that none of the following occurred: who is going to have more control on the IT outsourcing, or need to
cut down their IT department, no cost issues, no hidden cost. Henrik concluded by saying that “time issue was the most important then quality and on the third place was pricing” (H. Larsson, personal communication, 2010-06-02). In the negotiation phase the
risks that were taken into consideration were quality of the project and functionality because the main task was to provide a solution for pharmaceuticals and if this doesn’t
work it could have fatal consequences.
When we asked if there is an issue of risk when making a move from the planning stage
to the negotiation stage, Henrik said no due to the fact that they have a very open climate and good relationship between the vendor and the buyer. He made it clear that the
Swedish way of doing business is quite different with the other European countries. In
the Swedish way of doing business there is a level of openness and very close relationship with customers almost like a friendship but not in the private terms. He stated that
“When we are moving from one stage to another there should not be what the customer
will do or will not do; it would rather be on behalf of you as the vendor so it is go or no
go for you as the vendor not for the customer” (H. Larsson, personal communication,
2010-06-02). We got negative answer for the question of risks appearance when making
the move back from the negotiation stage to the planning stage. In short he said that
building a tight relationship with the customer does decrease the level of risk that is associated with IT outsourcing projects.
The interview continued on to discuss about the collaborative efforts between the two
involved parties towards achieving mutually defined goals, mutual trust and sharing of
risks. Henrik said that in the formal contract they have defined the mutual goals such as
to follow the time schedule very closely, to keep open discussions, before any greater
move there must be a discussion held so that both parties agree that that is a proper and
necessary step and decide when is the best time to approach that movement. When it
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comes to the mutual trust, Henrik told us that the two parties trust each other and if any
change or rumour occurs, the Medstop representative calls him directly so he gets a direct answer and everything is sorted out internally between the two parties. Sharing of
risks was another aspect that we discussed with Henrik and he gave us an example of
how they share the risk for example in terms of discount for certain parts of the system
that should be delivered now which demands some extra cost so Pharma Solutions as
the vendor is willing to share some of that extra cost. So this was just one example but it
is obvious that there is a concept of risk sharing in this relationship.
We concluded our interview by discussing about the current relationship that Pharma
Solutions has developed with Medstop and Henrik told us that it is a very good relationship followed by fruitful discussions without hidden agendas. Henrik concluded by saying that “It’s very pleasant to be on the meetings with the customers because they are
very nice and have a warm atmosphere that is pleasant to be in, so I would say that they
are a really good customer and I hope that they feel the same about us” (H. Larsson,
personal communication, 2010-06-02).

4.2

Medstop Holding AB

Medstop Holding AB is a Swedish pharmacy chain founded by the deregulation of the
Swedish pharmacy retail market in January, 2010. The company is owned by the private
equity firm Segulah. The Segulah’s main objective when acquiring new companies is to
double the earnings of the portfolio companies they own (Segulah Sweden AB, 2010).
Medstop acquired clusters 3, 4, and 5, which encompasses 62 pharmacies with 660 employees and turnover of 3.1 billion SEK. The stores are mainly situated around Stockholm, Göteborg and Malmö. Company’s main objective is to build a strong, credible
and long-term position in the Swedish market by operating in the modern and spaceefficient pharmacies with highly competent and experienced personnel (Medstop Apotek, 2010).

4.2.1

Interview results - a buyer company perspective

With the aim of discussing the partnership creation between Medstop AB and Pharma
Solutions AB, we conducted the interview with Mr. Martin Hagberg who is the designated CIO of Medstop. The interview was held on 9th of June, 2010 with the intention
to get some more insights about the current partnership creation with Pharma Solutions
and its related rationales surrounding it.
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Figure 4-3: Medstop AB chose Pharma Solutions

The interview was started off by discussing about the driving forces of the buyer company i.e. Medstop to go to the third party i.e. Pharma Solutions together with the resource fulfilment. The driving forces of Medstop to choose Pharma Solutions as their
vendor, as Martin explained to us were size of the company and price. “We assumed
that it was the most price-efficient and that the organization behind for pharmaceutical
is more suitable for Medstop being not that big like for example Logica” (M. Hagberg,
personal communication, 2010-06-09). Martin went on by saying that Pharma Solutions
was a pretty easy choice since the solution that they offered was the closest of getting
the final approval by Apotekens Service AB.
We continued on the interview by focusing on the steps that make up the IT outsourcing
stages (planning and negotiation) that based on our study signify the partnership creation stages. We wanted to find out activities that took place in the first stage when Medstop wanted to establish a connection with their current vendor – Pharma Solutions.
Martin explained that Medstop has a non-existing IT department which has been totally
outsourced to the company named Qbranch which runs the whole IT department, helpdesk, service department and does all updates. Martin was the IT manager of the deal
that Medstop made with Qbranch. In Medstop they have just one person that is the CIO,
Mr. Martin Hagberg who was hired by Medstop to provide IT knowledge and make the
choice of the equipment. Furthermore, he explained that before they started all facts
were well known “We knew that the market was about to be deregulated, we knew that
the ATM system was to be phased out, and we knew that there were two, three new vendors coming up and the fourth was out – that was Tieto” (M. Hagberg, personal communication, 2010-06-09). At the beginning they were getting in contact with different
vendors, asking for proposals, general briefing or cost briefing. He concluded that the
new solution “would be run on the Qbranch hardware and on the Qbranch know-how
but support and daily base upgrades and service will be done by Pharma Solutions but
on the Qbranch hardware” (M. Hagberg, personal communication, 2010-06-09).
Next, we discussed the activities that took place in the negotiation phase or the phase
that is more related to the formalization of the contract between the parties in question.
Martin stated that it was hard work to get everything cleared out on time considering
that this is a scenario which none of them were familiar with. He considered that the negotiation phase was all about asking questions about cost and negotiating the best price
ratio. He added that it was also quite important to have the personnel on their side since
they have been used to operate on Apoteket AB system for a long period of time. Now
they will be asked to work on another solution that is rather different from the old one.
Martin stressed a bit on the contract that they signed with Pharma Solutions saying that
“It is very much regulated by law, by rules and it is very much regulated market so we

cannot do much of the individual agreement apart from the deliverance of the equipment or specifications” (M. Hagberg, personal communication, 2010-06-09). He went
on by saying that they could not have been able to choose much considering that strict
regulations by the government were imposed.
Though, they put a lot of attention on choosing the right position in the queue, their aim
was not to be the first Pharma Solutions customer neither the last. In addition to this,
Martin said that “basically, the most difficult things and the most challenging things in
the close future will be time and lack of the experience” (M. Hagberg, personal communication, 2010-06-09). Martin in conclusion to this discussion gave a comment that
Medstop needed a solution that has been approved by Apotekens Service AB and
Pharma Solutions got the approval just before or at the same time when they signed the
contract.
When we asked if it would be correct to assume that these two stages paved the way
towards a strategic partnership process Martin answered “Of course it is a strategic
partnership, because we are 800-900 employees which will use this equipment and this
system most of the time all day, so it is certainly a critical application for all of us, so
yes for sure very much strategic partnership” (M. Hagberg, personal communication,
2010-06-09).
Our aim was to get Martin’s point of view regarding the external and internal forces that
shaped the IT outsourcing in view of the (planning and negotiation).
According to Martin, Medstop was formed to be a slim organization and very quick
moving being pretty extendible and shrinkable in a fast way. Furthermore, he explained
that the final decision to start up Medstop was made quite late which caused that “the
internal forces were given no time to build up future organization because it was suppose to be up and running in the very short time” (M. Hagberg, personal communication, 2010-06-09).
When it comes to the external forces, Martin said that Medstop was set up pretty early
and was just waiting for the deregulation to happen so Medstop was really into that ideology. He continued on by saying that the competition was pretty huge due to the fact
that a completely new pharmacy retail market was about to start up. A benefit that Medstop had at the beginning was that it was formed of experienced people in the retail in
general and pharmacy retailing specific.
Furthermore, we discussed with Martin the risks that were a cause of concern in planning as well as the negotiation stage. Martin elaborated that the risks that were a cause
of concern were possible miscalculations on the bid; the risk of not getting the clusters
which would be manifested through a risk of engaging people and building up an organization and not getting any business to work with at all. The risk as Martin mentioned, was also to come as a new, private and commercialised pharmacy bearing in
mind that it is the industry related to sickness and illness and making money out of that.
Furthermore, the duration of monopoly that Apoteket AB held together with its popularity and customers’ confidence in the old pharmacy were another sources of concern to
the new actors. Medstop’s success lied in its ability to become as good as the previous
pharmacy in order to keep the business and the customers. Finally, the last aspect that
Martin characterized to be risky to Medstop was related to the whole new establishment
of the pharmacies in the Swedish pharmacy retail market.
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The risks associated with negotiation phase according to Martin were related to the novelty of the solution that is completely unused and unproved. When they did the negotiation phase the system was not even approved so the risk was huge in terms of failing or
postponing the whole start up. At least now, according to Martin, that risk of being new
company with the new solution has been sorted out and will not affect the company survival.
We directed our focus towards discussing risk factors related to the movement process
from planning to the negotiation phase. Martin stated that “we discovered maybe it was
too late but it was later than we wanted to that there are hidden costs, I mean you always discover things like that I believe, but hidden cost is something that is absolutely
unwanted” (M. Hagberg, personal communication, 2010-06-09). In addition to this, we
wanted to get his point of view regarding the issue of risk appearance when moving
from the negotiation stage back to the planning stage. Martin said that they have precalculated costs of the project but that it was difficult to take all costs into account from
the beginning. When some costs exceeded the predefined one then that means that it has
not been well taken into account by the financial company i.e. Segulah that owns them.
Martin added that “you don’t want to calculate the costs too high because you want to
be realistic” (M. Hagberg, personal communication, 2010-06-09). To sum up, Martin
added that building a close relationship does decrease a risk and that “we walk together
and we do the things in conjunction and with the agreements from both parties we do
the changes and the development then of course it is lot easier and lot less risky” (M.
Hagberg, personal communication, 2010-06-09).
Lastly, we discussed if there has been some collaborative efforts between parties in
question in terms of mutually defined goals, mutual trust and sharing of risks. Martin
shared with us the strategic goal of the software to be used which “is a matter of fulfilling most of the thing, the mostly used features have to be included” (M. Hagberg, personal communication, 2010-06-09). He added that they wanted to focus on usability,
user friendliness and efficiency for the daily base. When it comes to the mutual trust and
sharing of risks Martin said that they have not put that on the paper yet, but “that will be
discussed more from now on and it will be more spoken out and set up as the real goal
because we are very dependent on each other” (M. Hagberg, personal communication,
2010-06-09).
Finally, Martin talked a bit about their relationship with Pharma Solutions that they
have developed up till now and he is quite satisfied with it however there are still many
questions that should be discussed, lot of things to be learned, problems to be solved,
things to be changed. In general, there is much going on and they want to make the best
of the situation and fine-tune all details that they come across to. Martin concluded with
“we know that this is a learning process between the two parties, the teaching is done
by Pharma Solutions and the learning is done by Medstop but in year from now the
situation must be mutual” (M. Hagberg, personal communication, 2010-06-09).

4.3

Main findings

The following table summarizes the key findings from the main interviews that have
been conducted, excluding the findings from the pilot study. The table portrays the area
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discussed during the interviews via questions asked together with the findings that have
been obtained through the interviews. The variance between the findings appeared to be
insignificant. It is important to mention that the slight variance occurred when the internal and external forces have been discussed however this issue has further been discussed in Chapter 5.

Area discussed
Driving forces of
the buyer company to outsource

Internal forces

Findings
−
−
−
−
−
−
−

−
−
External forces

−
−
−

Planning
steps

stage −

−
−
Negotiation stage −
steps
−
−
Planning + Nego- −
tiation = Partnership creation

One single vendor (easier communication)
Keep the costs lower
Avoid fixed costs
Impact of the newness on the market
Size and scope approximate to the buyer company
Early approval of the solution
Set up structure; excellent combination of pharmaceutical competences and retail all in one; small company but very large body is
behind it so we are flexible and yet very powerful.
Vendor that can fulfill specific requirements (software and delivery); good balance between the quality and cost
Slim organization; quick moving; extendable and shrinkable in
fast way; formed of experienced people both from retail and
pharma retail in general
High competition; buyer companies more interested in vendor
companies of the same size; big political influence;
Government had a big influence
Huge competition; early set up and wait for the deregulation to
happen
Advertised on the market; informed about company’s strengths
and uniqueness; identification of the new players; phone call connections, formal meetings followed by presentations about the
scope, price
Early discussions with the buyer followed by buyers inputs; rulebased solution
Calculations of the pricings, getting in touch with the different
vendors; asking for proposals, briefings.
Discussion about cooperation, signed the contract (work together
and act as one)
Long discussions about cooperation, signing the contract (commitment from both parties but also a freedom, costs)
Long discussions, lot of questions asked, negotiate the best price
ratio; rule-based
Yes2

Planning stage – − Time; the other customers are much bigger than Medstop so the
2

The collective answer from all the respondents with regards to the table 4.2
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risks

risk could be to put it aside
− Newness, uncertainty about the market – lot of changes imposed,
predefined time frame for the development
− Miscalculations of the bid; new entrant; make money out of selling cures; be close good as the old pharmacy; whole new establishment in the Swedish market
Negotiation phase − Quality; functionality
– risks
− Uncertainty about the functionality and time schedules
− Completely unused and unproven solution
Phase iterative in − Yes
nature
Risks when mov- − No risks – Swedish specific way of doing business
ing from planning − More specific risks, more demands, things get clearer; if someto negotiation
thing omitted in the planning stage – bigger risk in the negotiation
phase
stage
− Yes, hidden costs
Risks when mov- − No
ing from the ne− Yes
gotiation to the
− Impossible to foreseen everything in advance; miscalculation
planning stage
Partnership decreases risks

− Yes

Mutually defined − Yes
goals
Mutual trust

− Yes

Sharing of risks

− Yes

Current relationship

− Very good, no hidden agendas; good discussions; nice and war
atmosphere; very tight relationship
− Close cooperation, more of a strategic alliance
− Much going on, lot of changes will be needed, collaborate and
make the best of the situation
Table 4-2: Short summary of the key empirical findings
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5

ANALYSIS

This chapter aims at interpreting the empirical findings by comparing them to the key
concepts, models and theories presented in the Chapter 3 with the goal to answer the
research questions. The SPM model for analysis portrayed in Chapter 3 has been used
to illustrate how the key findings have been brought together as bits and pieces to complete the larger puzzle which in this case is the partnership formation process.

5.1

IT outsourcing discussion

When it comes to IT outsourcing, companies have to be clear about the fundamentals.
They need to know if they should have a standalone IT or one that is integrated into
their existing business. This then brings up the questions of whether the company has
the competencies to run the solution on a self-basis. Building an IT infrastructure is a
question of trying to make it fit around your business strategies and the kind of market
that you would like to penetrate as B. Iretåhl (DHL) mentioned to us. It’s all about what
you as the company would like to do at the end of the day. As it has already been
pointed out in the literature, IT outsourcing is the new wave of doing business and there
are different reasons as to why companies decide to outsource their IT activities. There
are many advantages to this but again as the literature portrays there are also some concerns that need to be dealt with if IT outsourcing is to lead towards strategic partnerships.
From our investigations we understood that the notion of IT acquisitions really depends
on the kind of visualization that the particular companies have. What this means according to H. Larsson (Pharma Solutions), is that the buyers want to have a single connection with a vendor. It is for this reason that Medstop chose Pharma Solutions as a vendor company since they were similar in size and scope. This means that companies focus themselves on just one target as their supply of services which then allows for better
delivery operations and responsibility of the agreements which fosters a close relationship. Medstop and Kronans Droghandel have made IT outsourcing arrangements with
their respective vendors so that they are able to attain a supplementary boost to their internal efforts, which according to (Hirschheim et al., 2006) is the actual concept of outsourcing.
Taking this notion even further we understood that Medstop and Kronans Droghandel
have both completely outsourced their IT to their respective vendors. This according to
the literature follows the distinction of Tafti (2005) known as total outsourcing. The
main idea here to understand is that these companies are small and medium sized enterprises and their goal is to have one vendor as opposed to the bigger companies like
DHL from our pilot study, which aims to have a lot of vendors. Thus, the size and scope
of the vendor along with the understanding from the management perspective about the
system requirement and trust building points to the direction of a strategic alliance. This
is because the companies are heading towards established agreements for the purpose of
long term interdependence, shared control and promote continued contributions (Devlin
& Bleackley, 1988; Yoshino & Rangan, 1995 cited in Das & Teng 1998).
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J. Kangas (Logica) mentioned with regards to Kronans Droghandel that because it was a
newly established company they were not willing to start up their own exclusive IT department. This brings us to Lacity et al. (1994) stating in the literature that the need for
IT outsourcing comes when there is a lack of core competence and understanding of IT
value (cited in Hirschheim et al., 2006). Another reason as to why Kronans Droghandel
was interested to do without an IT department according to J. Kangas (Logica) was the
fact that they wanted to keep their costs at a minimum and thus wanted to avoid fixed
costs altogether. This concurs with what Hirschheim et al. (2006) states that IT outsourcing can help companies meet their IT needs in an inexpensive manner, whereas
Welch & Nayak (1992), Lonsdale & Cox (1997) and McIvor et al. (1997) highlight that
the option of reducing cost is regarded as one of the “the main driving forces” for firms
to buy instead of building in-house (cited in Andersson et al., 2006). Keeping these facts
in mind from the literature it was easy to understand Medstop’s approach to the whole
scenario. Medstop came to the conclusion of acquiring the new IT system based on
price-efficiency as well as taking into consideration the notion of a perfect fit with its
vendor.
From all the companies investigated it was apparent that it is always about what the customer wants and if the vendor is able to supply them with and fulfil their specific needs.
This goes back to the decision of Medstop choosing Pharma Solutions because they believed that this company was closer to being approved by Apotekens Service AB as a
provider as well as their notion that this particular vendor would provide cost efficiency.
According to H. Larsson (Pharma Solutions) this was exactly the case since he said that
they are the only vendor currently with a certificate of approved systems from Apotekens Service AB. J. Kangas (Logica) on the other hand said that they were chosen by
Kronans Droghandel because of their experience of already having worked with Apoteket AB for a number of years. So they had the knowledge about how operations are
done in the pharmacy retail market.
Taking all these factors into account it was clear from our investigations that companies
emphasized that there needs to be a lot of focus put on the contract in order to have
smooth negotiations since there is no shortage of issues that may turn up which will ultimately need to be dealt with. Sabherwal (1999) states that ignorance needs to be
cleared in order to make the client confident about the projects outcome which then
leads to the paradigm of trust and openness. This is exactly how H. Larsson (Pharma
Solutions) put it by saying that even though they were the first to be approved for the
deliverance of the IT systems, they made it very clear to their clients that they may face
some delay in delivery because the company at the moment still lacks certain resources.

5.2 Interactions between internal and external forces that shape the
IT outsourcing process
One of the literature gaps that this study aims at fulfilling is to identify the interactions
between the internal and external forces that shape the IT outsourcing projects. Marshall
et al. (2005) propose that the models developed by Zhu et al. (2001) and Lever (1997)
lack in perspectives about the influences from the internal and external forces that surround a firm as well as its interactions between each other. Considering that this study is
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centred on rationales surrounding the partnership creation process, we were only interested in the internal and external forces interactions that shaped the process in question.
As a base for our investigation about the interactions, we used the internal and external
aspects proposed by Marshall et al. (2005):
 Internal forces: organizational perspective, history, strategy, cost, resources,
critical incidents and the competitive positioning
 External forces: intensity of the competition, political environment, issues that
surround technology and influences from the social environment.

Cost (the internal force) and competition (the external force)
Based on our investigation the interaction that had an immense impact on and therefore
shaped the IT outsourcing process was the interaction between the cost and competition.

Figure 5-1: Cost and competition interaction

The cost as an internal force of the IT outsourcing solution provided by Logica, according to J. Kangas, was very high which resulted in the customers complaining and saying
that the cost of the same solution from their competitor was much lower. Competition as
the external force influenced the cost which is the internal force, by making the vendor
decease its cost in order to retain its customer.

Resources (the internal force) and political environment (the external force)
The recent deregulation of the Swedish pharmacy retail market according to our interviewed respondents represents a totally new IT environment. It is new to the vendor
companies, buyer companies as well as the Swedish government which is responsible
for making the key decisions. The newness to the vendor companies is manifested
through the lack of resources for the time being (H. Larsson – Pharma Solutions); newness in the buyer company, as J. Kangas (Logica) explained to us regarding Kronans is
that “Kronans Droghandel is a totally new company so they don’t have many resources
at all to start with” (J. Kangas, personal communication, 2010-06-03). The third party
that is affected by this newness is the government and as J. Kangas (Logica) explained
to us there is uncertainty of how the market should work and what kind of functionalities should be included as well as its governing rules. As already mentioned in the discussion above, the government in this analysis is regarded as the political environment
(the external force).
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Figure 5-2: Resources and political environment interaction

Social environment (the external force) and strategy (the internal force)
Bearing in mind the particular scenario at hand i.e. deregulation of the pharmacy market, a cause of concern to all new market entrants is if they will be able to reach the level of service provision that Apoteket AB held for so many years (M. Hagberg - Medstop). They had to develop the most efficient and the most applicable strategy in advance
in order to be able to survive in the market. The influence of social environment as being the external force was huge i.e. customers’ confidence in Apoteket AB, the notation
of privatizing and commercializing the industry that deals with illness and making money out of that by selling medicines as well as being the new big establishment in the
Swedish pharmacy retail market (M. Hagberg - Medstop). On the other hand, the strategy as an internal force had to be developed in conjunction with the social environment,
meaning that the social environment was what influenced the development of the strategy. If the strategy fails to follow the social environment, then it is questionable if the
company will survive at all. If there is no company than there is no need for the IT outsourcing activities either.

Figure 5-3: Social environment and strategy interaction

Strategy (the internal force) and political environment (the external force)
J. Kangas (Logica) and M. Hagberg (Medstop) explained to us that the pharmacy industry is a very specific industry and absolutely “rule-based” and thus it was not possible to
influence a lot of the individual IT outsourcing agreements. The governmental owned
body responsible for the monitoring of the outsourced solution, Apotekens Service AB
has set strict demands on the quality and functionality of the new solution. As the strict
demands were put from the governmental owned body which represents the political
aspect (external force) the buyer and vendor companies were not able to individually
shape the IT outsourcing process.
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Figure 5-4: Political environment and strategy interaction

Issues that surround technology (external force) and organizational perspective (internal force)
When discussing the IT outsourcing projects at hand both vendor companies considered
that an important characteristic is to be able to fulfill specific requirements i.e. software,
delivery, retail and pharmacy competence. So both companies possess the required
competences and know-how which in our analysis is related to technology (the external
force) though the selection of the vendor is more related to the organizational perspective (internal force) of the buyer company. H. Larsson (Pharma Solutions) explained to
us that the customers “did not want to be a small company putting the whole operation
and the most important systems in the hands of a very large company” (H. Larsson, personal communication, 2010-06-02). The matter of size and scope as the buyer company
organization perspective influenced the decision to select a particular vendor though
both available vendors possessed the adequate technology. This concurs with the statement of M. Hagberg (Medstop) “So when we come to the conclusion of how to get a
new system we made a decision out of size and of the price” (M. Hagberg, personal
communication, 2010-06-09).

Figure 5-5: Technology and organizational perspective

Though the main aim of our investigation was to identify interactions between the internal and external forces, we also came to the conclusion that there is an interaction between the internal forces themselves.
As already discussed in the previous sections, Logica possesses a valuable experience in
the provision of pharmacy IT solutions since it has been a vendor to Apoteket AB for so
many years. On the other hand, we have Pharma Solutions that is a newly formed company and does not have the experience but has a big support from its owners Visma AB
and Sirius IT AB. This aspect covers resources (the internal force), history (the internal
force) as well as the critical incidents (the internal force). On the other hand, both companies were competing (competitive positioning – the internal force) to get the approval
from Apotekens Service AB for their solution, though the company that had lesser experience (Pharma Solutions) got the certificate of approval while Logica with ample experience has not gotten the approval yet (as of 9th of June, 2010). Based on these findings we can argue about the interaction between resources, history, critical incidents and
competitive positioning all being the internal forces aspect. One would assume that a
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company with a rich background in the particular sector would reach the acceptance
level much faster but in this case it was the opposite.
The figure bellow is an extract from the SPM model presented in Figure 3.3, showing
the internal and external forces interactions. It serves its purpose to show the reader the
part of the SPM model that this section aims at covering. A code has been assigned to
each force i.e. the internal force cost has been assigned a code (I1). On the other hand,
the external force i.e. competition has gotten the code (E1). The interaction between
these two forces have been portrayed in the internal forces box i.e. cost (I1) & E1 which
is the code assigned to the external force competition. At the same time since this is a
two way interaction the internal force cost, I1, has been associated with completion (E1)
in the external forces box. Strategy as the internal force that interacts with two forces
from the external box has been assigned the code from the particular forces from the external box i.e. (I3) represents the strategy code and E3 and E2 being codes for political
and social environment. The same is done in the external forces box.

Extract 5-1: Internal and External Forces interaction and influence on the partnership process

5.3
5.3.1

IT outsourcing theories
Resource-based theory

The resource-based theory as presented in Chapter 3 is a theory that focuses on the internal analysis of a firm’s resources and capabilities. For the purpose of our analysis the
theory has been positioned accordingly. One of the main propositions of RBT is that resources vary within firms even though they may be in the same industry. The industry
in question is the pharmacy retail industry and based on our findings we understood that
both vendor companies are in the process of building the same solution though both of
them have specific unique backgrounds and resources. The unique resources from the
IT standpoint according to RBT can be found in e.g. technical skills. Reverting back to

54

our findings, H. Larsson (Pharma Solutions) clarified to us the uniqueness that can be
found in one company (Pharma Solutions) such as provision and consulting around ERP
solution, solution for financials, HR, salary service, prescriptions support system and retail system. Based on their unique resources, according to H. Larsson (Pharma Solutions) is the reason why they got selected by the buyer companies. According to Roy
and Aubert (2002) any lack of resources will result in a need for companies to seek out
a direction to overcome this deficiency by contacting external expertise and possibly
partnering with them through outsourcing. The statement of Roy and Aubert corresponds to our findings manifested through the lack of resources followed by contacting
the third party and finally ending up with establishing a partnership.
Based on the categorization of resources presented by Barney (1991) we created a link
between our empirical findings and resources in question. One of the key assets that we
identified in our investigation was the IT solution under development itself. Another asset that is also worth mentioning is the transition IT solution that is currently being used
by all pharmacy owners. The pharmacy stores that each of these new actors bought
represent another asset together with the human capital that came along with the bought
stores. Skills is another resource as depicted by Barney (1991) based on our investigation, rest in a highly experienced pharmacy personnel that came along with bought
pharmacies. Furthermore, as H. Larsson (Pharma Solutions) explained to us Pharma Solutions possesses extensive pharmacy competences together with retail competences.
Logica, on the other hand, as being the provider of IT solution to Apoteket AB possesses valuable skills and experience in this particular industry and country as well.
Thus, the information and knowledge as a resource is found in the vendor companies’
ability to meet the specified IT solution requirements while in the buyer companies’ it is
more located in the pharmacy personnel than in the IT personnel considering that IT is
not their main area of business. Barney (1991) also identifies that organizational characteristics is another aspect encompassed by resources. Each of the investigated companies possesses their own uniqueness as already discussed above. Besides the unique
technical skills, they are also distinctive in their strategies, objectives and way of doing
business. On the other hand, all owner companies signed a standstill agreement with
Apoteket which entails that those companies cannot take any decisions that can in any
way allow them to achieve a competitive advantage above other players in the market
without prior permission. Thus the process which is according to Barney (1991) regarded as a company’s resource in this particular scenario is rather the same for all actors until June, 2011 when the transition phase will be terminated.
The following table summarizes the key findings from our study in terms of the categorization of resources presented by Grant (1992).

Type of the resource

Key Findings

Financial resources

Aim of buyer companies was to negotiate the best
cost ratio; to get the most price-efficient deal; to reduce the fixed costs;

Physical resources

Pharmacy stores, equipment to be used

Human resources

Pharmacy personnel, IT managers and personnel

55

skilled in retail and pharmacy business
Technological resources

Solution to be sold/bought; IT infrastructure

Reputation

Long term experience in delivering successful IT solutions for pharmacy market i.e. Logica to Apoteket
AB; Pharma Solutions owned by world-wide known
companies Sirius IT and Visma

Table 5-1: Summary of the key findings based on the categorization of resources depicted by Grant
(1992)

5.3.2

Resource-dependence theory

The main argument that resource-dependence theory proposes involves a company’s
dependence on the external environment i.e. on labor or specific product or service, corresponds completely with our findings. One of the conditions that the Swedish government set to the pharmacy owners is that in order to become a pharmacy owner, they
must use the IT solution that satisfies the strictly set requirements. In other words,
pharmacy owners became dependent on the IT solution from their external environment.
This dependence is so strong that it affects the bare survival of the companies. This
concurs with what Aldrich and Pfeffer (1976), Pfeffer and Salancik (1978), Pfeffer
(1987) propose that a firm’s survival relies on its capability to gain control over its external environment, acquisition of necessary resources from the environment and its linkages with it (cited in Boyd, 1990). As discussed in Chapter 3, Section 3.7.2 companies
usually need to establish an affiliation with the third party in order to acquire necessary
external resources. As all interviewed companies established the partnership with their
respective vendors, this element of RDT is also in accordance with our study. Additionally, Cheon et al. (1995) argue that the dependence on the third body is based on importance of the resources to the organization, the number of potential suppliers and the cost
of switching suppliers. The importance of resource in this particular scenario is huge
considering that it affects the bare existence of the pharmacy owners since the number
of suppliers is limited to 2 (as of June, 9th 2010), this presents the cost of switching the
supplier as being high.
The three critical factors that determine the external dependencies of one firm from
another according to Pfeffer and Salancik (1978) are the following:
 The extent to which a firm requires resources for the sustained survival: The industry in which the interviewed companies operate is very specific followed by a wide
range of regulations and guidelines. The rule discussed above regarding the possession of the IT solution approved by Apotekens Service AB directly influences the
sustained survival and existence of the respective owner. Most of the pharmacy
owner companies lack resources to develop their own IT solution that follows set
regulations, so they were forced to acquire the key resource form an external body.
 The extent to which an interest group has discretion over the resources allocation
and use: Keeping in mind the time when the study has been conducted and the
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usage of the same IT solution inherited from Apoteket AB, the discretion over the
resources has not been an issue. Though, this became evident when discussed regarding the period after June, 2011. The extent of discretion of resource allocation
was evident with regards to getting rejected an interview from two buyer companies.
 The extent of control over the resources by the interest group which is an important
factor in determining the dependence of the organization: The body that is responsible for the approval of the new IT solution, Apotekens Service AB, holds full control over the key resource (IT solution). Furthermore, the Swedish government itself
hinders any self-initiative of any new player to take a decision that could gain them
the competitive advantage over other players until the transition phase terminates.
5.3.3

Partnership and alliance theory

The major feature of IT outsourcing according our literary sources is formation of a
partnership or an alliance between the two parties. The theory proposes that the establishment of a partnership can decrease a risk of inadequate contractual provision of IT
activities. As the main purpose of our study is to investigate the ways of how the formation of a partnership can minimize the risks, the theory represents an exceptionally important component of this study. Gottschalk and Chew (2009) identify factors that are
central in the partnership formation process such as cultural compatibilities, shared values and objectives and similar domains and perspectives between the buyer and vendor.
Regressing back to our study, we discussed with our respondents the crucial factors of
the partnership formation process i.e. the concepts of mutual trust, mutual goals and the
sharing of risks. All respondents gave us a positive response when asked if there have
been collaborative efforts in building up the above mentioned concepts. Though, all
companies are currently in the early stage of the partnership formation process, still
there have been a lot of fruitful discussions about sharing of risks, trusting each other
and setting the mutually defined objectives.
As discussed in Chapter 3, when the business relationships are collaborative then these
relationships can be classified as alliances. The fact that the relationships between interviewed parties can be classified as an alliance proves the bare definition of alliance given by Lambe et al. (2002) given in Chapter 3. Due to the lack of resources required to
develop the IT solution companies needed to go to the third party. There has been lot of
collaborative efforts between each other as understood from the interviews in order to
develop the relationship that could help them to successfully reach their goals.
Both of our vendor companies’ representatives said that they are satisfied with the current relationship that they developed with their respective buyers. This finding concurs
with Hancox and Hackney (2000) study presented in Chapter 3 which states that vendor
companies are more likely to be satisfied with contracts as contracts favor the vendors
more due to their larger experience in negotiations and a fact that IT is there core business.
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5.3.4

Agency theory

Gottschalk (2007) argues that IT outsourcing represents a special type of buyer-vendor
relationship defined by the IT outsourcing contract. The two main rationales of the
agency theory according to Eisenhardt (1985) are associated with conflict regarding
goal settings between the two parties and the issue of risk sharing that arises when a
buyer and a vendor have different risk perspectives.
Going back to our findings, all interviewed companies explained to us that they have set
mutual goals though most of them were in the early stage of the partnership process.
Additionally, they elaborated that some of goals will be developed during their relationship journey. On the other hand, sharing of risks has also been discussed with the respondents and the same is valid here with regards to further development as is the case
for the mutual goals. The relationship that our respondents developed with their respective vendors so far, form the agency theory angle could be characterized as an inconsequential conflict in terms of goal setting and risk sharing.
Another principle of the agency theory is associated with selecting the suitable vendor
that according to Eisenhardt (1989) represents a major challenge for the client organization. In addition, the main issues coupled with contracts could be manifested through
moral hazards and adverse problems together with vendor selection and risk sharing.
The selection of the vendor, according on our investigation was done based on the vendors’ ability to fulfill set requirements coupled with the size and scope of the vendor organization that appeared to be comparable with the buyer company. The negotiation
stage, depicted as a stage where a contract is signed, based on our findings is a stage
that involves long discussions about all possible issues that could arise between the parties in question.
The agency theory argues that the focus should be on determining the most efficient governing contract in terms of people, organizations (goals) and information (commodity).
Looking back at our empirical findings, our respective companies selected their partners
based on the size, scope and price of the deal and before signing of the contract they genuinely discussed if their goals and objectives matched. With regards to information
(commodity) as being one of the aspects of determining the most efficient contract, in
our particular scenario the commodity represents the IT solution itself. As the industry
is very rule-based, the individual actors have not been able to influence the development
of the IT solution.

5.3.5

IT outsourcing theories concluded

The theories presented in Chapter 3 have been used to discuss the obtained empirical
findings with the aim to help us to better answer the research questions. The SPM model extract shown below covers all the theories that have been used coupled with the key
findings related to each theory. These theories together with their associated findings
have been used to better understand the partnership formation process.
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Extract 5-2: IT outsourcing theories coupled with partnership creation process

5.4

Partnership formation process

As presented in the literature there are many different ways of analysing the stages that
make up the IT outsourcing process. The literature also details the important concepts
that need to be considered when it comes to this process which shall be discussed in the
following section. The process of IT outsourcing as Kinnula (2004) states is initiated
with the actual need for IT outsourcing experienced from the customer company which
is in sync with what we gathered from our empirical findings. B. Ireståhl (DHL) told us
that the business IT fits together with the management at his company when the need
arises to work on the requirements and what the specifications should look like. In terms
of Pharma solutions and Medstop we gathered that both had their reasons that signify
again that the initiation for acquiring the solution came from the buyer side. H. Larsson
(Pharma Solutions) mentioned to us that the current deregulation process is very new to
Sweden and on the basis of equal competition the pharmacy companies need to acquire
IT solutions that have been approved by Apotekens Service AB. As a result since
Pharma Solutions was the first vendor to get approval for their system they have received many orders one of which is from Medstop. M. Hagberg (Medstop) told us since
the current system in use was to be phased out there became a need to acquire new
software. Thus based on their criteria of size and price Medstop went for Pharma Solutions.
From what we have gathered so far it is evident to see that with the need that arises
there has to be contact established between the buyer party and the vendor. This contact
then translates into what we shall now examine known as the stages to partnership formation.
Marshall et al. (2005) states that these stages are focused on the internal issues which
according to Kinnula (2004) create the need for outsourcing. These needs have already
been discussed with regards to our companies in question which then follow according
to Marshall et al. (2005) towards the notion of creating a partnership. J. Kangas (Logica) told us that after having progressed through these two stages with their client Kro-
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nans Droghandel it is “absolutely…” correct to assume that these two stages paved the
way towards a strategic partnership process (personal communication, 2010-06-03). On
the other hand M. Hagberg (Medstop) told us “of course it is a strategic partnership…”
that they have established with Pharma Solutions as well (personal communication,
2010-06-09). Finally H. Larsson (Pharma Solutions) gave a little bit more insight into
the matter by saying that a day prior to this interview he had a meeting with Medstop on
the topic of strategic partnerships because “…this is what we are heading into…” (personal communication, 2010-06-02). He said that when the project started Medstop was
interested in the future of its business with Pharma Solutions and only after these two
stages went under way they started to see this relation in a different manner inclined towards a strategic partnership.

5.4.1

Planning stage

According to Zhu et al. (2001) the planning stage takes into account a sound business
plan that covers the costs of the IT outsourcing activity as well as the impacts on the
community, customer service and employees (business elements). This was evident
with the way the vendor companies were functioning. They had already forecasted the
kind of solution and its associated impact on the different business elements for the
buyers. Another thing to note is that there are not so many companies that can provide a
wide range of solutions like our respondent vendors can and still be able to survive.
Having stated this then the planning stage involved heading out into the market with
this unique prospect. The buyers were already aware that with the deregulation of the
market they will have to acquire a new IT solution. This meant that they were engaging
vendor companies for proposals. Thus self-marketing to all potential buyers was the
goal which involved phone conversations, formal meetings followed by presentation
about the scope and the pricing. This was important because the buyer perspective involved cost calculations regarding IT and the decisions about the type of IT equipment
to acquire and how it would fit with their business elements etc. Once the connection
with the buyer was made then the next task was to stay in frequent contact with the
buyer with regards to the building of the pharmacy functionalities that they were after
and matching it to their requirements. It is important to note however that with regards
to the business elements the buyers had some leniency with customizing some parts of
the solution but since this is a very rule based solution nothing is entirely tailor made for
the buyers.

5.4.2

Negotiation stage

According to Lever (1997) the negotiation stage involves the selection of the vendor on
the basis of operating philosophy, approach to service and joint planning. According to
the vendors this stage had a straightforward approach. The main themes of the discussions that followed were centered on the cooperation about specific tasks and missions
to accomplish, in other words the operating philosophy. This is what the buyers were after since they wanted everything to be cleared initially so that everyone is on the same
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page with issues concerning costs and price negotiation. This was an essential move
since it would clear the way for the final signing of the contract. A reason for this was to
overcome issues of employees being too used to working with the old systems and thus
having a small bump concerning the learning and getting accustomed to the ways of
working with the new solution. So therefore there were long discussions that related to
the kind of cooperation that both sides should develop upon and to build up a contract
and a governance structure for future cooperation. It is for reasons like this that there
was one program manager assigned for the partnership between Medstop and Pharma
Solutions for example who handled the entire delivery of goods. Thus this is an identified approach to joint service and planning where by the cooperation agreement entices
the parties to work together and to act as one with regards to this project. Furthermore
taking the operating philosophies into account the companies kept in mind the degree of
freedom in the contract since it will be in effect for a number of years.

5.4.3

Iterative nature

Marshall et al. (2005) put forward the notion that the development of IT outsourcing
models which are aimed at describing the IT outsourcing procedure must depict its iterative nature. For our investigation we have set out to prove exactly that and from the
responses we got from our respondents they stated that usually issues like time, cost and
quality can produce bumps along the way that makes for constantly reverting back to
the initial agreements that were made. One of the respondents stated that since these are
new operations you cannot always calculate all the costs from the beginning so when
you do make the move from one stage to another you can be faced with hidden costs.
Which brings us to the fact that sometimes when the move is made from the planning to
the negotiation stage then there are some issues that rise up that can cause problems if
they were not properly dealt with in the planning stage, which means that the whole discussion needs to be shifted back from the negotiation stage to the planning stage. So in
effect everything is inter-linked and needs to be dealt with collectively.
The figure below is an extract from the SPM model presented in Figure 3.3. It depicts
the initial stages that head towards a partnership. Zhu et al. (2001) and Lever (1997)
provide a directive in assessing the various stages inherent within IT outsourcing as per
our discussion in the theoretical chapter.

Extract 5-3: Partnership creation process
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5.5

IT outsourcing risks within the Swedish pharmacy retail market

Just like any other type of business project, IT outsourcing involves the likelihood of
getting undesirable outcomes. In an attempt to minimize the risk occurrence in such
projects, according to Taylor (2006) firms have twirled towards IT outsourcing by contracting professional software firms for the development of customized solutions or deciding to use ready-made solutions. Looking back at our findings, the newly established
Swedish pharmacy chains have contracted with professional software firms for the development of customized solutions with a goal to contract with the best-fit vendor in
terms of size and scope.
IT outsourcing according to Bettis, Bradley and Hamel (1992) can result in costly failures due to the neglect of hidden costs. Based on our findings, respondents considered
cost as a very important factor for concern and the aim was to include all the costs in the
contract. One respondent explained to us however that the issues of hidden cost did occur in their particular case and was something that they absolutely did not want. Schniederjans et al. (2005) discuss about the issue that can occur if the supplier takes some actions to reduce the cost resulting in the supplier altogether cutting the provision of certain services to the client. In the IT outsourcing relationships that we investigated, that
did not happen and as one of our respondents explained to us that if the buyer asks to
get some part delivered faster, then the vendor company is willing to share the issue of
cost that appears with that sooner than planned delivery. Furthermore, when discussing
the cost issue it was understood that it is not always the best idea to just look at the cost,
rather one should focus on the balance between the quality and the cost.
Davison (2004) puts forward one of the most prominent risks that comes with IT outsourcing i.e. the level of expectations. All retail pharmacy owners expect a lot from the
IT solution being developed by their respective vendors. M. Hagberg (Medstop) explained to us that “800, 900 employees will use this equipment and this system most of
the time all day” (M. Hagberg, personal communication, 2010-06-09). The IT solution
that will become a crucial part of pharmacies’ business operations is completely unused
and unproved which adds a value to the risk in terms of the level of expectations.
Trust being one of the complex phenomenon as discussed in Section 3.6 is still an issue
under debate in other words it’s a question of whether trust means allowance to take a
risk without second thought or not. Oza et al. (2006) state, that the companies’ effort to
develop trust can lead them to becoming long-term strategic partners. We can relate this
statement of Oza et al. (2006) with our study and discuss the strategic partnership that
our respondents are heading to by utilizing trust, mutual goals and sharing of risks as a
base. Trott and Hoecht (2006) go on further to state that companies need to be open to
acquire access to new technologies which is a move that comes with the risk of commercially insightful information being disclosed to competition. Our respondents explained to us that the Swedish way of doing business is very different from the rest of
the European countries and the rest of the world characterized by openness, good feeling and ability to talk about strengths and weakness.
“If a company has outsourced IT services and downsized as well, its ability to innovate
may be impaired," (Earl, 1996, p.30). These words by Earl can be related to our study of
the companies in question. Innovative knowledge is something that is built up over the
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years and cannot be bought or sold. The buyer companies in our case had either completely outsourced their IT department to the vendor or they had a 50/50 split. Whatever
the case the important thing to remember here is that since the deregulation is a new
concept all the buyers are in their infancy and thus have a small or absolutely no IT department to begin with.
According to J. Kangas (Logica), Kronans Droghandel being one of the new players
does not want to spend on developing its own IT at all to avoid the costs. Relating this
to the issue of innovation Earl (1996) states that IT outsourcing does not promise resources and competencies. The point being that the buyers in our case do not have the
necessary IT infrastructure. However the respondents told us that this is the situation for
the time being and they are not sure what will happen in the near future regarding this
topic. The current risk is that since they have outsourced it they are going to run the risk
of innovation incompetence in the future unless they decide to develop their IT department. They are simply buying all the necessary services and the IT personnel that is required to get the job done and in the process slowly eating away their possibility for
competency in the area. This could lead to a serious problem in future with regards to
contractors being unable to help them if needed one day since they might be unable to
deliver according to the buyers expectations which is a problem according to Campbell
(1995).

5.6

Partnership creation risks

The main purpose of the study is to investigate how the formation of strategic partnership minimizes risks associated with IT outsourcing projects. As already discussed in
the previous section, IT outsourcing as a type of business venture is faced by a possibility to encounter unwanted outcomes. In order to get a deeper understanding of the risks
found in creating partnerships in this type of business activity, the particular scenario
i.e. deregulation and specific country, we investigated each stage of partnership creation
separately in terms of discussing the risks that occurred in stages in question.

Planning stage risks
All our respondents identified time as one of the main risks that occurred in the planning
stage. The government set the exact deadline for the new solution to be utilized by all
pharmacy owners. It is an enormous risk for the vendor companies in terms of their
ability to deliver the final solution on time. On the other hand, for the buyer companies
the risk is even greater considering the fact that the current ATM solution will be
phased out in June, 2011. Another risk that is worth mentioning is associated with the
new establishment of the Swedish pharmacy retail market followed by lack in experience and resources of all new actors. Companies are uncertain about the market since
the government is regularly imposing changes.
One of the aspects that new pharmacy owners should be careful about is linked with
their ability to provide services to their customers as close as possible to the services
provided by the old pharmacy structure. Since, Apoteket AB personnel came together
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with bought pharmacy stores it could be a comforting omen though the stress will be on
the managers’ ability to lead them successfully. Furthermore, on the buyers’ side, the
risk that they are worried about is related to the whole new way of operating in the
Swedish pharmacy retail market characterized by commercialization or making money
out of selling drugs. One of the risks that could appear in this scenario is that vendor
companies can put aside a buyer company that is smaller compared to the others to
which they provide services to.

Negotiation phase risks
The risks that occurred in the negotiation stage according to our study are related to the
quality of the IT solution being developed together with fulfilling its functionalities. The
notation that the solution is completely unused and unproven represents another cause
of concern for the pharmacy owners as their future business processes enormously depend on the successful implementation of the IT solution that is being developed by
their respective vendors. The time risk discussed in the planning stage appeared to
emerge in the negotiation stage as well.

5.6.1

Risks in the iterative process

As we have already discussed the partnership creation process to be an iterative process
in nature, we aimed at finding the risks that occur when moving from the planning stage
to the negotiation stage and vice versa. From the vendor companies’ side we understood
that the smaller in size and younger the company, as H. Larsson (Pharma Solutions) explained to us, faced no risks when moving from one stage to another and the other way
round. J. Kangas (Logica) said that Logica, being the experienced company in providing
IT solutions to the old pharmacy chain, faced more specific risks such as increased demands and also if something had been overlooked in the planning stage than the risk
appears to be even greater in the negotiation phase. Furthermore, hidden costs were
another unforeseen risk that occurred in moving from the planning stage to the negotiation stage but it was understood that it is impossible to foresee everything in advance.
The following extract taken from the SPM model represents the appearance of risks
when creating partnership. The red box illustrates the risks that appeared in the planning
stage and in the negotiation stage.

Extract 5-4: Partnership creation process and its associated risks
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5.7 Strategic alliance operation risks in pharmacy retail market
(Sweden)
The following table has already been introduced in Section 3.6.1. The purpose of this
table as it was labeled is to identify the possible risk elements that may surface during
the functioning of strategic alliance operations. We have now taken that table and
placed it in the scenario of our investigation. Here we have identified the kind of risks
that were faced for the companies concerning our study and compared them to the risks
that were identified by the literature. In the table that follows ‘X’ means the risk was not
identified in our case whereas the ‘√’ indicates that the risk had eminence.

Risk
factor
identified in the Implication
study

Risk evaluaGeneral implications
tion factors

Relational

Likelihood of a partner not
complying with spirit of cooperation e.g. opportunistic
behaviour.

Performance

Likelihood that the strategic
goals of an alliance are not
achieved.

Lose of
control

Possibility of losing control
over one’s own resources
while in pursuit of another
parties resources.

Inter-firm
conflicts

Competing interests, control
issues, incompatible goals,
disagreements considering
resource allocation and opportunistic behaviour.

Operational
conflicts

Incompatible cultures and
operational practices of the
partners.

Controlling behaviour and
Formal con- output through strict rules
trol
and objectives can undermine trust by pushing away
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X

X

X

X

√

Buyers were accustomed to working
with their old systems which meant
time to adjust to the
methods of operating
with the new solutions.

autonomy. Works both
ways though i.e. when it is
difficult to rely on trust then
more control is the answer.
Failure to implement conviction and confidence in
the alliance uneven relationship formations and undermine value creating activities.

Trust

One firms motive to sneakily capture its partners reOpportunistic sources in order to maxibehaviour
mise its own interests to the
detriment of its partners i.e.
competitiveness.

Lack of Rigidity

√

tion and commitment.
Alliances force firms to
share their profits which
lead to reduced revenue
streams.

Openness, friendly
relations, speaking
terms, mutual goals,
being specific and
clear, solve issues,
efficiency, “the
Swedish way of doing business…”

X

Deficiency in connectedness
between members in an ongoing relationship resulting √
in lack of flexibility.

Short term: encourages
Short or long abuse amongst partners.
term orienta- Long term: lack of cyclic
tion
checks undermines motiva-

Reduced
revenue

X

√

√

Very rule based policy about the kind of
solution however
some flexibility
given on part of the
customer.
Long term orientation because of strategic partnership,
one vendor for each
buyer therefore relationship strong on
grounds of trust.
Supplying a product
earlier than expected
is expensive and can
lead to cost sharing.

Table 5-2: Strategic alliance operation risks in pharmacy retail market (Sweden)

It is very important here to clarify what this table actually is depicting. The literature
identified risks that are present with strategic alliance operations however those risks
were a general depiction. In our case, the purpose of identifying risks means identifying
the risks that are eminent with strategic alliance operations within the pharmaceutical
retail market and more specifically in Sweden. Therefore, the distinction is made that
the general risk count is not necessarily supposed to be entirely applicable when we talk
about an industry or country specifically.
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If we summarize the information presented in the table then a simple description of the
situation is that a new solution has been introduced through the IT outsourcing to the
buyers. As a result, the problem that is being faced by the people who will use this solution is that they are more accustomed to having used the replaced systems and thus will
need to be trained in the use of the new IT solutions and somehow be in par with their
level of expectations which can pose an issue. As a result, there is strong effort to create
transparent relations and work towards mutual goals and allow for any problems and issues to be solved enabling efficiency throughout the entire process. This allows for a
more solid approach to counter the issue of non-value creating activities.
Important to understand is that the deregulation process is very rule based and so the
solutions to be introduced are ready made and approved by Apotekens Service AB.
There is the possibility of deficiency in connectedness in the partnership therefore some
flexibility has been given in customizing the solution but the major requirements are
supposed to be met without a doubt. There is a long term orientation for this partnership
and therefore the risk that can be perceived here is the lack of motivation and commitment, but as the Swedish way of doing business goes this is being handled through
transparency. Finally there is the risk of reduced revenue streams because of the sharing
of risks that is prevalent in our study, an example of which has been presented in the table. The following SPM model extract depicts the strategic alliance operation risks that
have been discussed above.

Extract 5-5: Strategic alliance operation risks

5.8

SPM model

The SPM (strategic partnership model) with results presented bellow illustrates how different theories, concepts and models are related to each other. The model portrays steps
that took place in the planning and negotiation stage in the companies operating in the
Swedish retail market, along with the risks in each stage of the partnership creation
process and risks involved in the strategic alliance formation. Finally the interactions
between the external and the internal forces have been shown as well. The SPM model
with results shows the key findings associated with each key concept, theory or model
that have been used to answer the research questions. Throughout the Analysis chapter,
the building blocks of the model presented bellow have been depicted through the extracts shown after each analysed section.
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Figure 5.6: SPM with results

6

CONCLUSION

In this chapter we have answered the main and sub-research question upon which this
entire study was based. Apart from that the different aspects of the literature gap that
have been fulfilled have been presented along with the practicality of the thesis.

Through the analysis it is viable to appreciate how different dynamics come into play
when we take the concept of strategic partnerships into contemplation. These dynamics
make the industry dealings challenging thus resulting in the need to always be ahead of
the game and to maintain a competitive edge. Our analysis has shown these different
dynamics that play a part in the overall process of creating and maintaining strategic
partnerships within the Swedish pharmacy retail market. The chosen theories (resource
based theory, resource dependence theory, agency theory and partnership and alliance
theory) have helped to give a wider understanding of the IT outsourcing standpoint.
This allowed us to understand what prompted the initiation of the partnerships and how
they were aimed at efficiently avoiding or minimizing the risk factors drawing attention
to the rationality between the empirical data and the analysis.

RQ: How does a strategic partnership formation in IT outsourcing provide efficiency
in avoiding or minimizing risk factors?
The strategic partnership process is a lengthy and very precise operation. Companies
that choose to work together make their decisions based on a host of different dynamics
that need to be factored into the equation when making decisions pertaining to potential
partners. What follows is the creation of business plans focusing on the present and future costs of the IT outsourcing activity along with its overall impact to the business.
This leads to the consistent dialogue between the involved parties in order to jointly establish the approach to service and planning.
There are obviously risks that will surface as did with the Swedish pharmacy retail market but as it was obvious from our study the strategic partnership between the companies actually helped to minimize these risks to a degree. From our investigation it was
possible to understand that the measures put in place when it came to the activities involving the partnership process were counter measures to the possible risks that were
present. According to the Swedish way of doing business there is a lot of openness between the involved parties because they focus their efforts greatly on maintaining trust
allowing them to be frank about their strengths and weaknesses. Apart from that there is
the element of flexibility that has been incorporated in the manner of conducting business since it solidifies the long-term orientation between the companies. Mutual goals
and risk sharing are also a part of the counter risk measure that was prevalent from our
study since strategic partnerships are an on-going journey and goals are always being
defined throughout the process.
All the theories and all the information that we have collected from the three interviewed companies point in the same direction. The theories have given the impression
that a trusted collaboration between parties where there are no grey areas is the best way
to function in a positive manner in order to fulfil mutual goals.
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It is for these reasons that we made the assumption about the strategic partnership process in IT outsourcing providing efficiency in minimizing risk factors. Thus what we
learnt through our investigations concurs with this literary thought since trust, understanding, flexibility, cooperation, shared goals and values, good communication and
joint development were the primary ingredients adopted in minimizing the risks identified ultimately leading to a strengthened strategic partnership between the involved actor companies. Therefore fulfilling these notions with these various ingredients can result in a good chance of minimizing the risks involved with such activities.

Sub-RQ: What kind of internal and external forces interact as part of the IT outsourcing process?
From our study it has become clear that there were internal and external forces at play
whose interactions were responsible for crafting the turf upon which the notion of partnerships was necessitated. The answer to this question has been derived from an exploration into the Swedish pharmacy retail market with regards to the companies that were
probed. The internal forces uncovered have been categorised as organizational perspective, history, strategy, cost, resources, critical incidents and competitive positioning. On
the other hand the external forces have been categorised as competitive environment,
political, technology and social environment. The forces that interacted specifically with
each other have been paired up as follows:







Cost with competition
Resources with political environment
Social environment with strategy
Political environment with strategy
Technology with organizational perspective

In short the presence of these forces dictated the premise from the political environment
resulting in the need to establish resources and how the organizational perspectives related to the competition lead to the acquiring of new technology solutions. Apart from
the interactions that were discovered between the internal and external forces we were
able to decipher various interactions amongst the internal forces on their own. These internal forces include strategy, history, critical incidents and competitive positioning.
These forces were specific to the Swedish pharmacy retail market as a result of the deregulation that followed.
The authors would like to make it clear that the answers to the questions presented are e
more of an indication of how different ingredients regarding strategic partnerships in IT
outsourcing provide efficiency in risk minimization along with the uncovered internal
and external forces that interacted as part of the IT outsourcing process. In other words
if these results are to be labelled as having a general relevance then they need to be investigated on a larger audience and not only limited to the number of companies that
we investigated. We acknowledge that more investigation needs to be carried out on this
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topic to ensure the accuracy of our findings and to strengthen the SPM model with results.

6.1

Theoretical contributions

Through our study we have made a complete description of the case from an IT perspective that highlights the various components that came together to give the entire image of the current deregulation process of the Swedish pharmacy retail market. This
study has been inspired through the various literature gaps that have been pointed out
within the study of IT outsourcing. All these literature gaps have been discussed in Section 1.2 which has resulted in our following depiction of the literature gaps we have attempted to contribute to.

 We have analysed the contemporary state of IT outsourcing companies exercise
within the country of consideration (Sweden) through a risk perspective.
 We have produced this investigation through a collection of companies with different backgrounds that have decided to work towards common objectives in
their alliance.
 We have presented an extensive illustration of the framework that defines the IT
outsourcing partnership formation process.
 We have incorporated the perspectives in relation to the influences from the internal and external forces that surround a firm.
 We have produced a revised model show casing a formulated approach between
buyer and vendor relationship formation which can avoid or at least minimize
risks.

6.2

Practical implications

The problem that we studied is both interesting and has real world relevance in the subject of IT outsourcing. The main role of the study conducted has been the development
of the research area to provide the answers sought after by the academic community
through an empirical investigation, which we have conducted. Thus the problem under
investigation is absolutely significant because it has provided answers through a real
world analysis. The practical implications of this research paper have been presented in
Section 1.7. This entails that the practicalities are applicable to companies, researchers
and vendors who are interested or related in some way to the subject matter at hand. Of
course since this is a country specific study the practical implications are more inclined
towards the companies and vendors within the Swedish pharmacy retail market.
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7

REFLECTIONS AND FURTHER STUDY

In this chapter the different aspects surrounding the actually progress of the thesis have
been discussed. All the short comings and situational negativities that were faced by the
authors have also been discussed. Finally suggestions for further research have been
presented.

7.1

Reflections

The main aim of this research paper was to investigate if and how the strategic partnership process in IT outsourcing provides efficiency in minimizing risk factors. From the
investigation various different facts that circulate through the nerves of and impact the
strategic partnership process have been brought to light. Since, our study is exploratory
in nature, it should be understood that what we have uncovered in this study is an indication of how different ingredients regarding strategic partnerships in IT outsourcing
provide efficiency in risk minimization. We have explored and come up with a SPM
model. This SPM model depicts the different ingredients which however do need to be
tested on a much larger sample. We have done our utmost to find adequate companies
and theories in order to conduct the study successfully but we acknowledge the fact that
more needs to be done in line with this.
Initially we were faced with the problem of how to approach the situation on deregulation as this is a new subject matter altogether. This procedure resulted in the entrance of
new companies and new laws to govern the functioning of it. We also faced language
issues firstly while collecting the necessary data from online sources since almost all the
information was in Swedish and for this reason Google translator was used to convert
the data into English. Secondly language issues were prevalent while conducting the interviews even though it was conducted in English we have to accept the fact that English was not the first language of the respondents.
With regards to the interviews we initiated with a pilot study that was conducted on a
logistics company (DHL). We did not get the chance to conduct the pilot study instead
with a company in the pharmacy retail industry. Since the objective was to improve the
pilot questions, it would have benefited us more to have had that chance rather than to
start off with a logistics company.
We were interested in collecting information for comparison purposes regarding the deregulation of the pharmacy retail market in Denmark, Norway and Iceland. However
once again we were faced with the language barrier along with the lack of information
regarding their IT infrastructure and the procurement of it. In addition to this we had
problems in finding information about the IT outsourcing in pharmaceutical industries
elsewhere in the world. Data regarding risk possibilities in strategic alliances in the
pharmaceutical industry was also deficient.
The goal was to have a 2 by 2 division between the vendor and buyer companies. On
the contrary though, the division was reduced to 1 buyer and 2 vendors instead. Many
factors were the cause of this predicament including lack of time from the respondents’
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side or fear of giving away sensitive information. As a result the forces, risks and the
overall relations made towards the direction of reduced risks in strategic partnerships
are indications towards the directive of answering the research questions of this thesis.
Therefore due to the small sample size the findings cannot be generalized. We have
come up with a new SPM model and since this is a new area the model will need to be
tested further to check if it will always end up with the same results. On the other hand
the interactions between the internal and external forces that we deciphered are not the
final say on this topic and should be investigated further we believe in order to find out
if there are more such interactions.
According to Section 3.3 Willcocks and Choi (1995) highlight that there is a greater risk
in the total IT outsourcing situations due to the high costs associated with changing the
decision whereas Lacity et al. (1996) argues that selective IT outsourcing meets customers’ needs and at the same time minimizes the risk linked to total IT outsourcing approaches. In our study however it was the other way round. According to our investigations total IT outsourcing lead to partnership creation which further lead to minimizing
risks rather than increasing them.
Finally, we believe that if the method for data collection were to be shifted from pure
qualitative to rather a combination of qualitative and quantitative then a more thorough
understanding could be generated. Also instead of conducting semi structured interviews a case study analysis could be performed. These aspects would be essential since
a much deeper understanding of the industry processes could be performed.

7.2

Further study

Investigating a subject to its fullest extent is important in order to come up with a laminated picture of the entire context at hand. The purpose of this research was to fulfil the
literature gap through the attempted contributions presented in Section 6.1. However,
during the course of this research it became evident to the authors that the newly acquired findings will need to be tested on a much larger scale and perhaps through different methodological approaches in order to solidify the knowledge that is portrayed here.
Taking this into account further studies can include the following:

 The continued validation of our SPM model Figure 5.6. This would include testing its strength on a much larger sample size over a much larger time frame i.e.
many years.
 A qualitative and quantitative combined approach can be conducted with regards
to the acquiring of the new IT solutions. This will allow for an in-depth view of
factors not taken into account during the course of the current research.
 This research was focused on the partnership formation process presented in
Figure 1.2. Thus a continuation of this study should involve a similar focused
approach on the post partnership formation process presented in the same figure.
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This study should explore the individual stages along with how different forces
interact to shape the IT outsourcing process.
 A further investigation can be conducted in order to establish the possibility of
more interactions between the internal and external forces as opposed to the ones
that were deciphered in this study.
 A study involving the comparison of the strategic partnerships and its associated
factors regarding the deregulation of the pharmacy retail market in Denmark,
Norway and Iceland could be conducted to compare with our investigation and
perhaps test out our SPM model in those markets.
 The risks taken into account for this research can be characterized as onshore
risks, thus an offshore risk study can be conducted taking into account the same
industry in a different country for comparison. A case study could be done
where the risks associated with onshore are compared to risks with offshore outsourcing. This could be done either in line with our choice of industry or not, but
the purpose should be to find a case of a vendor and buyer company for example
in Sweden and compare it to a case of a vendor and buyer company in another
country with regards to risks.
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APPENDICES
Appendix A – DHL interview (pilot study)
The information collected regarding the pilot study on DHL consisted of a set of questions that cover the topic of IT outsourcing in a more general manner. The findings from
this interview did not steer the research in any way but rather helped to just give a more
overall picture of the topic. The topics discussed in the pilot study include:
Responsibility of evaluating a possible solution
Critical issues to differentiate between vendors
How competitive advantage is factored into the equation
Issues concerning time and reasons for failure
How the pharmacy companies could possible approach the acquisition of IT systems
 Risks that managers can face during IT outsourcing projects






Interviewee: Bo Ireståhl, former ITS Nordic director of DHL
Type of interview: Semi-structured interview
Date: 23rd of March, 2010
Duration: 50 minutes

1. Within an organization, who is actually the responsible person or department
when it comes to evaluating the selection of a solution?
B. Ireståhl: Let me explain to you how it is when we talk about DHL. In DHL we live
with two kinds of IT departments. Firstly the business IT which is the demand and they
have an understanding of the business process, the business rules and also the kind of
functionalities that they like to have and they also in a way own the IT budget. On the
other hand there is the IT supply which is somewhat similar to the Logica’s in-house
department. So business IT fits together with the management and comes up with the
ideas of what to do and then they start to work on the requirements and at some stage
they start to discuss the supply and then they finally try to find out the specification
should look like. All this then is channelled down to the IT department which translates
then into an open competition i.e. it could be Logica or DHL’s internal IT. So therefore
it is an open quotation that is going out.
2. So how long does this process take, I mean it is an iterative process isn’t it?
B. Ireståhl: Well it depends on the size of the project. Within DHL its about the different types of layers on how you can invest so you can start from the country up to the
cluster (could be Nordics or Central Europe etc) and then to the European and then it
goes out to the global. So you can have the Swedish investment committee, the Nordic
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investment committee, the European investment committee and the Global investment
committee and there are limits as to how much they can decide on. So if you want to
build a huge system then you need to go up to the top and that takes a long time. Sometimes it can take several years and sometimes it can take 3-6 months. This all depends
on the size of the project in other words the budget could range from 1 million SEK to
up to a 100 million SEK.
And every single personal is involved in this?
B. Ireståhl: Everything is built around a business case, specification and investments.
Investments are not made on things that don’t have a very short lay off. So it should be
3 or 6 months, but if it’s going to be 1 year then it’s going to be much harder. So it all
depends on what kind of system you are looking for.

3. What are the most critical issues that would face those involved when deciding
between vendors?
B. Ireståhl: OK, so I am coming from DHL and you know that it is a very huge company and DHL likes to do business with other huge companies. So I guess one of the
criteria that we look into is that we really do not like to do business with very small, or
you would call it basement kind of company. This is for different reasons: we do not
know if they are going to survive, we do not know if they are going to keep their competence and we do not like them to be too dependent on DHL. So this is why normally
we like to go for larger companies such as Logica, HP, IBM, and so on. Amongst other
things we also look into how financially stable the other company is, what kind of competence do they have, do they have education for their people, do they understand our
business, do they have an aim to understand it, do they give investment into that area
etc. However at the end of the day it is important that what DHL buys is fitting into
what we like to have i.e. the functions obviously. So if you look at the other things that I
talked about then it’s not all just about the money it’s also about functionality.
So suppose that they do not know your company then would they be willing to
study?
B. Ireståhl: Well everyone needs to know DHL, it’s a huge and very big company and I
mean when I was the IT director there for North Europe I used to say that if you do not
know us then you probably shouldn’t do business with us and since we are big company
then we like to be treated as a big company. We do not like the vendor coming and explaining the minor things or we have not paid an invoice or something like that, we expect you to just fix it. I am not here to solve your problems, you will solve your own
problems and I will solve my own problems but let’s do it in a collaborative way and it
needs to be built in a manner that we are two companies that need to work together at an
equal level.
And is it the IT department that is deciding and evaluating the whole thing?
B. Ireståhl: Well it is a combination. When it comes to the business IT they normally do
not go out to the open market that is what supply does. The supply buys in what they
need if it is for something that they can not do themselves. But sometimes it something
that the business IT and the supply can work together towards so therefore it is not that
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strict. Since you also have entrepreneurs who are working with the business IT so they
also like to do a lot of things. However in normal cases it is the supply that should find
the vendor. Not everything is done in-house.
4. When making your choices for the current solutions to acquire what long term
implications are you keeping in mind?
B. Ireståhl: Well at the end of the day we need to realise that whatever application we
are going to buy we need to keep it for a long time. So we need to understand what
other customers do they have, are the applications going to survive as they are, are they
going to update it because it is a life cycle kind of a thing so you need to understand that
and that is why we do not like to do business with small companies because we can not
trust that they are going to be in the market too long. So if we keep thinking of it as a
life cycle then looking at Logica we have collaborations on going with them for 25
years and there are applications that have been going live for 25 years. So it is a long
period and many other things that you need to build in like trust etc not only the money.
So it is all about a life cycle thing.
In DHL you have in-house development so how do you actually manage to integrate those things that you buy from Logica for example, is there a set of predefined manners in which the integration should occur?
B. Ireståhl: It is the different kind of contracts that detail how the whole process should
work.
5. Who is in charge of the integration your team or the vendor’s team or does that
again depend on the agreement i.e. technical integration?
B. Ireståhl: Well that is dependent on the project that we run together with them. So
sometimes there are things that we do and sometimes things that they do. So at the end
of the day you always have some kind of project assurance taking care of how the whole
thing is put together. So basically it is stated in the contract what we should do and what
they should do and how they will deliver what they said that they will. So this can involve different kinds of tests e.g. technical tests or acceptance tests and that kind of
stuff.
6. Vendor choice and competitive advantage: what is your opinion?
B. Ireståhl: It is a balance. You know coming into the logistics and transport market
there are not that many vendors that you can use because it is not a huge market. So for
example when it comes to the domestic operation system then you have maybe 4-5 vendors that you can choose from on the open market. So then you look into your functionalities, how modern is the application, is it built according to the latest technology and
as I said earlier all the financial stuff that is built around the company and so on and so
forth. So it is a balance with what we like to get out of the competitive edge and what
the vendor could do. We had a failure once with a small Italian vendor that we chose. It
didn’t work out, the functionalities were great but he really couldn’t really come up to
work with DHL. He could not find all the competencies that we needed so at the end of
the day the vendor went bankrupt. I suppose the demands from DHL were just too much
and because the vendor was unable to manage his company in the right manner. Thus it
can be sometimes tough to work with a big company.
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But if DHL or any other company wants to acquire a solution then can it have
2-3 vendors working with it simultaneously for the same solution?
B. Ireståhl: Well it depends on the financial package, I mean for the large market we
will use a large financial package and for the small market a small financial package. So
we can use different kind of vendors because there are different kinds of needs.
Has there been situations where things just get out of control and chaotic?
B. Ireståhl: Sure, too much corporate standard and too little flexibility.

7. How does the buyer identify the specifications in order to upgrade or incorporate a solution all together?
B. Ireståhl: If we have an application that is running al the time then there are various
change process that are on going all the time. So for the existing applications there is a
change management process that is on-going or there is something that comes from the
business and goes to business IT setting up what the change should be all about and
then we implement that according to all the processes that are there. There are however
various different kinds of freeze and chill periods like Christmas or any other kind of
holidays in order not to disturb the business too much. But that is in an ongoing application period not when we want to decide whether to keep it or kick it out. I am thinking
of one particular case now, the application we run was a very old legacy, we had problems getting the right competence to maintain it, it was costly. It was costly in the sense
of the risks involved since we simply did not have the competence to maintain it and we
could also see that the business was not getting the right thing at the right time and the
changes that we wanted to implement were so difficult because the application was so
old and it took a long time if we changed something there and since everything was related to each other it was not an easy thing. So I think it was its age, its cost, the competence and you need to remember also that the business market is changing so it’s not the
same business now as it was 10 years ago. Companies like DHL are taking on a lot of
value added activities for the customers. So if we sum up all this you start to look into a
new application and then you build your normal business case.
8. In your opinion how can a vendor create an assurance that a firm can successfully integrate the technology with the existing business process?
B. Ireståhl: It works on different levels. I suppose it’s safe to say that it works on three
levels. First of all it’s an operational level between DHL and the vendor. So all the issues or incidents they are solved in the operational level and they are done so in a very
process orientated way with follow ups in weekly or monthly meetings. Then there are
meetings where for example I participated, where we went over the big issues to discuss
ideas as so how we should go further with that, who should take the cost? Are we splitting the cost? I mean they need to invest as well it is not just DHL that needs to invest,
since they need to invest in their future together with DHL. And perhaps once a year
there is a meeting with the MD of Logica and the MD of DHL but we went through almost never everything regarding what we have done or what kind of problems we have
had all these things are solved in the earlier stages because I didn’t like to come up to
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my boss or customer and telling them that I am facing so and so problems etc it doesn’t
work like that if you are a manager. So those meetings were mostly about discussions
and presentations about the future i.e. what would Logica do to build up the competence, how do they expand their customer base in this area, how do they maintain things
in a good way so that we can benefit from all their investments. So those are the things
that were discussed and at the same time our MD explained a little bit where DHL is going, what we like to do and how could they hook into that new business we thought we
should gain and so on and so forth. So it’s a long term relationship that you are building
up because it is a balance because at the end of the day it was tough discussions about
money. Please understand that only in the Nordics it was around 10 million Euros that
they had in revenue with DHL and in total 30 million Euros. That is normally how it
works. I mean on the other hand DHL has big customers like Nokia, Ericsson, HP etc
and they need to do the same. So coming back to those meetings they need to explain
what they see as technology break through, what kind of innovation do they see coming
up and we ask them how that is going to affect our business and so on. Of course DHL
has its own people coming to business intelligence and DHL also knows very well what
is happening with UPS or FedEx or whatever. It is a lot of people trying to follow what
is happening with all the competitors. So this is necessary if you like to be in the global
market and compete on that kind of market. Outside of the USA, DHL is number 1 in
almost every market in terms of transport mode. So if you need to keep that then you
need to have information about everything.
9. How does a company define the situation of ordering a solution from a vendor
when there is an issue of cost and lead time involved i.e. is it something that you
stress on?
B. Ireståhl: Yes and no. There are quotations out there and when they come back we
look into the cost and we look into everything else and we look into the lead times as
you say but it’s related to what we call SLA’s. So we do that then we sign a contract
with someone and then we start to work. So like this we have set the scene, we know
what the cost is, we know the lead times and then we start to work. However then it
could be that we need to discuss again if it is not what was wanted so then they need a
good reason to explain why it doesn’t work as they said. So you do not have these discussions about money and lead time all the way otherwise you do not focus on what you
need to have delivered. So you need to have some stake in the ground and we do it sections and we keep on building up on that. Sometimes it could be that after all this is it
still doesn’t work either because they say it is going to cost us twice as much or the lead
time that they promised they can not deliver and then we need to discuss to cancel the
contract.
10. And in your reason would these be the major reasons why they fail?
B. Ireståhl: In my opinion the major reason as to why the projects fail is because they do
not understand what DHL is about, or they don’t understand the scope and they maybe
do not understand what kind of cost level we are at. Sometimes they think that they are
able to save money just by using their technology or methods but they were not able to
deliver and so the project got cancelled out. So it is not good to do that since it can be
costly for both parties in the end.
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11. We have understood that there are many different actors taking part in the
Swedish pharmacy retail market and each of them are going through different
scenarios internally. In your opinion what would be the best way in which they
would approach the acquisition of IT systems?
B. Ireståhl: First of all I am not aware of what kind of visions they have, are they going
to go for the full blown Apoteket or are they going to go for smaller things. In other
words where are they setting down the stakes? Are they going to have a full shop of
everything or are they just a part of it. You are not building your company around your
IT system but rather you are building it around your strategies, where you want to be?
What kind of market you like to have? So you need to go through your thoughts and see
what you are building and how you will offer it in the market. But I do not know
enough about the Apotek companies so I can’t really help you on that.
So basically what you want depends really on how the environment that you are
situated in affects you?
B. Ireståhl: Exactly! And I normally say that you can’t take action without division because that is going to be a nightmare. You do not know where to go and you can’t go
the other way around either. You can’t have only a vision without action. So it depends
on them if it’s going to be stand alone business or integrated. And it maybe also depends on if they are going to run these themselves? Do they have enough competence to
run it themselves? Is there going to be enough volume to run by themselves?
Do you think that this kind of information if we ask them to disclose would be
too sensitive for them to do so?
B. Ireståhl: Well right now yes it will be because these are business secretes and they
are all building up similar things anyways so why should they.
12. Since all the pharmacy players are going through a transitional phase:
• How will they map everything to the new system?
• What characterises the ease or difficulty of the task?
• What factors need accountability when switching solutions i.e. in this case?
B. Ireståhl: These are the normal methods that you use, you go through every process,
you map every process, you look into what you need and you look into what the system
can give you and what kind of add-ons you like. So it is very generic I believe. But you
need to understand what you like to do.
And this process is the same for every company if it is generic?
B. Ireståhl: Basically yes and then you can use different kinds of methods but you need
to do the work and decide if you should take all the old data into the new system is the
main question. Sometimes you need to do that but not always.
13. Companies can have 3 options when it comes to expanding their IT structures to
accommodate new business lines:
• Upgrade existing systems.
• Buy a standard solution and then upgrade.
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•

Buy a customized solution and then upgrade

What governs the selection of anyone of these 3 choices?
B. Ireståhl: It depends on what we ask for. I mean every vendor can give different kinds
of offers but at the end of the day we are setting out to them what we would like them to
deliver to us and then we can discuss if they can do some changes in that but basically it
goes with what we would like them to deliver. And the trend is that we do not like to
work with just one vendor we like to work with several and we like to understand how
they develop and take care of us and what kind of competence they are building themselves and what kind of investments they do and so on.

Is it possible that a solution that has been made for DHL for example with a lot
of money invested in it can be used by another buyer for example for their particular needs?
B. Ireståhl: Sure why not! Normally it is not built into the contract that they can’t use it
for another company. So it’s normally open. If it is something that we like to keep ourselves though then we normally build most of it ourselves and not on the open market
but if it is built by someone else then we maybe could say that maybe during one year
you cannot sell it to someone else. But if it is something that is very strategic for DHL
then it’s built on a standard solution and we just built on it. On the other hand if we buy
something from a company and we are one of the few users then we have it in the contract that they should have the source code and if they go bankrupt then we should get
the source code. Kind of like a copy right situation.
14. In your opinion what are the general offers that are given to companies when
they approach vendors? I.e. standard solutions OR bundled OR customised with
new introductions every time OR does the offer you think vary always depending
on the type of market the company belongs to?
B. Ireståhl: That depends on what we want. For the financial we really do not like to add
too many functions to that but if it’s an operating system that can have a lot to do with
the way we run our business then it could be that we add a lot of things because we do
not like the competitors to have exactly the same. So it depends where in the system we
are? Is it a core process or a support process etc. so I do not think that it is a generic offer?
15. In your opinion what are the risks that managers face during the IT outsourcing
process, and what are the parts that demand additional considerations?
B. Ireståhl: System requirements and trust building issues, if they can be compatible
with you etc. If we look at the economic crisis that happened, we went to the vendor and
said that we have bad times, we are not earning any money so we would like you to
lower your price and they said ok we can lower our price for a year by 5-10% but let us
earn some money after one year. So this is building a good partnership that we both understand each other’s needs and wants. So that is what we did with big suppliers and
they helped us by signing a contract for a year. So this is how the trust is built. The secret about everything is to be in to the details. You need to have people who can under-
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stand the contract otherwise you cannot have good negotiations. And there are always
issues that can come up and they need to be handled. Issues such as not being able to
deliver in the specified time can lead to penalties etc.
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Appendix B – Pharma Solutions interview
Interviewee: Henrik Larsson – Pharma Solutions AB, position CEO
Type of interview: Semi-structured, Telephone interview
Date: 2nd of June, 2010
Duration: 40 minutes

1. In your opinion as the vendor what is the driving force behind companies wanting to go to a third party i.e. Pharma Solutions
H. Larsson: The main driving force for the buyer is that he/she wants to have one single
point of contact regarding the whole operation and responsibility of their agreement. So
that’s the main driving force then of course in legal terms, its much easier for a buyer to
have one vendor to communicate and have a relationship with vendor in terms of both
legal terms and of course in the ongoing delivery or maintenances.
2. How did you establish that your particular resources will cover the resource deficiency of Medstop for example?
H. Larsson: We are not certain that our resources will cover their resource deficiency.
That’s an open discussion between us and the buyer in this case because we have the
same relationship basically more or less with all the customers from Pharma Solutions
right now because we are in a situation that almost has never happened ever before not
in my career but I don’t think it has happened in Sweden either. We have a situation
where there are 15 or 20 medium/large pharmacy chains that want to have a solution
ready by the 1st of June or 1st of July, 2011. This requires that they have a new solution
that is approved by Apotekens Service AB and the only vendor today is Pharma Solutions that has a certificate of approved system from Apotekens Service AB. So we have
a long queue of the customers who want to come to Pharma Solutions and buy our solution. So we have filled our quota of deliverance but with a very open discussion with the
customers that we do not have the sufficient resources right now so there will be some
lack in time schedules for delivery but in the long run the customers will be satisfied
and happy because we are recruiting as much as we can right now. The recruitment
process in Sweden is sometimes quite long because most people have one, two, or three
months time to quit their old job before they can start in our job.
3. How would you describe the activities that took place in the first stage when
Medstop wanted to make a connection with Pharma Solutions? We have identified this stage as planning stage but you may describe it in the manner that
seems appropriate to describe all your activities.
H. Larsson: Well, as I said this situation with Pharma Solutions together Visma Serious
IT who is our owner is a quite a unique situation because we can provide for the companies both an ERP system, and consulting around that one, we have solutions for financials, HR and salary services and we can provide solutions around that too. Con-
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nected to that we have the retail system and we have the prescription support system. As
I told you there are not many vendors who can provide this wide range of solutions and
keep it together as one company. So what we did was go out to the market and told
them that we have this and told the market about our uniqueness and then we had some
invites for information meetings and then we identified all those new pharmacy stores
that was to establish in Sweden and we connected to them by phone, invited them for a
meeting and then we had the presentation and told them what we could do, how, when,
what the scope was like, approximate pricing. So we had it kind of figured out before
they had even started to think about what kind of solution we are going to have for the
business. So this is the way how we marketed ourselves towards them.
4. How would you describe the activities that took place in the second stage when
you wanted to formalize the contract between Medstop and Parma Solutions?
We have identified this stage as negotiation stage but you may describe it in the
manner that seems appropriate to describe all your activities.
H. Larsson: The negotiation stage in the Medstop case was quite simple actually, because it was a discussion about how are we going to cooperate, so we have this special
cooperation agreement that is Medstop and all the cooperative companies within Visma
with a specific task or a mission to accomplish together but this agreement is set aside
as a well as the appendix (bilaga) to the cooperation agreement. So we all in our main
agreement have this same cooperation agreement that says we are to work together and
act as one in this particular project and we have to have one program manager for the
whole delivery together but we have not discussed it yet the future cooperation when we
are in the production state or in the maintenance and there we have an agreement that
we are going to provide an application management as we know Medstop is going to
hire their own IT department and we are going to work closely with them so its not a
fully outsourced solution. With Apotek Hjärtat is totally different situation because they
are buying everything as a solution or more as a service. In Medstop they are buying
different parts as licenses, and hosting on different agreements. In Apotek Hjärtat we
have more of what you are asking about actually.
So what I have understood from what u are saying is that this the agreement between Pharma Solutions is more like 50-50 meaning that they will buy only the
things that they need and it is not a total compete outsource?
H. Larsson: Exactly, and Apotek Hjärtat has the total agreement.
5. Judging from what you have described to us with respect to these 2 stages,
would it be correct to assume that these two stages pave the way towards a strategic partnership process?
H. Larsson: Yes, exactly. I was in a meeting yesterday with both of these companies
and we are speaking about strategic partnerships because that is what we are heading
into. From the beginning it was not very strategic from the customer side actually, but
from our side that was the strategy that we want to accomplish but regarding these companies they want to have a minute to think and time to reflect on how they are going to
use the power and the force from Pharma Solutions to get their business going in the future. Only now they can start think in these terms because the implementation of the
product and the way they are looking at Pharma Solutions now is different from the one

91

when they started up their companies a few months ago. Now is different focus as we
built up the stages as it happened.

6. What are / were the key internal forces of Medstop that shaped the current outsourcing project in view of planning and negotiation?
H. Larsson: Medstop was very interested in set up structure of Pharma Solutions. They
really liked how we took the pharmaceutical competence from one company and a retail
competence from another company and put it together in one single. And I think Medstop was pretty much like that and they also asked us a couple of times to implement the
HR, salary and financial delivery parts also inside the scope of Pharma Solutions. So
they were open as we are kind of a small company but very large body is behind us so
we are flexible and yet very powerful.
7. What are / were the key external forces of Medstop that shaped the current outsourcing project in view of planning and negotiation?
H. Larsson: When you are looking at the external factors and the competition we had
Logica for example as one big competitor and Logica still today does not have the solution approved by Apotekens Service AB. The customer made a full review on competitors’ application and the total offering and from what I have heard of and discussed with
the customers and they do not actually like to be a small company that is putting the
whole operation and the most important systems in the hands of a very large company
that does not really care if Medstop for example will be a success or a disaster. They are
more interested in selling the project and in the project money and more interested in
the licence and in Pharma Solutions this is just a small part in the beginning we are
more interested in the long term relationships with the customers to build up a large and
long relationship over time. The customers do not feel that they can have than from a
large company like Logica and the pharmacy department is very small inside Logica.
Political influence: the deregulation has of course helped Pharma Solutions and our
competitors to build up a new kind of market for our solutions. Without the deregulation
of the Swedish pharmacy retail market there would not be a place for our solution at all.
Then I would have had only one customer which is Apoteket AB. So this was a blessing
of the sky for our company.
8. From your experience what were the risks that were a cause for concern if we
look into the first stage i.e. planning stage?
H. Larsson: I think the risk that was discussed over and all over again was time. So do
you as the vendor have the time to take our small pharmacy store as the customer when
you have clients like ICA and Apotek Hjärtat and that we will put Medstop on the side
because they are much smaller than other they are. So that was one of the issues that
came up from Medstop. Nothing like of the following occurred: who is going to have
more control on the IT outsourcing, or need to cut down their IT department or maybe
even employing your employees, no cost issues, no hidden cost. So time issues were the
most important then quality and on the third place was pricing.
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9. From your experience what were the risks that were a cause for concern if we
look into the second stage i.e. negotiation stage?
H. Larsson: Quality of the project and solution because we are handling a very important system whose main task is to provide a solution for pharmaceutical in the Swedish
system and it this doesn’t work it could have fatal consequences. We had a lot of discussions about quality and functionality.
10. Is there an issue of risk of any nature that can appear when making the move
from planning stage to the negotiation stage?
H. Larsson: No, I don’t think so. One thing in this whole relationship between vendor
and the customer is that you have to have a good relationship and a good feeling and an
open climate and you have to be able to speak and talk about all different kind of
strengths. The Swedish way of making business is very different of how you make different businesses in the European countries and the world because there is an openness
that you have to have and almost you have to have kind of a friendship relationship after
a while with your customer, not in private but you have to be on speaking terms and if
you are somewhat very concerned or just a little concerned then there is a glitch that
could make the sales process fail. When we are moving from one stage to another there
should not be what the customer will do or will not do it would rather be on behalf you
as the vendor so its go or no go for you as the vendor not for the customer.
11. Is there an issue of risk of any nature that can appear when making the move
back from negotiation stage to the planning stage?
H. Larsson: No risks
12. Comparing this IT outsourcing process at hand and considering the fact that
you have a tight relationship with Medstop, is it correct to say that this relationship forming process had an influence of any kind on the level of risks that you
have discussed with us?
H. Larsson: Yes.
13. Has there been a collaborative effort between the two involved parties (Medstop
& Pharma Solutions) towards achieving:
 mutually defined goals:
H. Larsson: Yes, we have definitely in our agreement about the mutual defined goals.
We have spoken about them a lot of times we have pin pointed them so they know what
they are, and its written in the agreement. Example, the easiest way to put is that one
goal is to follow the time schedule very closely, another is to keep an open discussion if
we are able to make a certain move in the delivery process, we will have discussion
about that in a certain time to decide whether we should do a roll out or not by the end
of some day or if we can be able to do that before another date. So, the goals are of how
we should work together and the common goal of putting the whole solution and its
components in Medstop in a certain time.
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 mutual trust
H. Larsson: I think so. Of course it could be situations where the customer is calling me
and asking me questions about like are you sure that you will have this person in the
project or no, because we have a rumour that he is leaving or something and regarding
trust I think it’s very important that the customer is calling me directly and asking me
these questions very specific and very clear so that I can give him a direct answer. So
that’s end of the discussion so there is no more rumours and stuff like that.
 sharing of risks
H. Larsson: When it comes to deliver a project we have regulated part in the contract
that tells the vendor I am obliged to give a certain discount on my invoicing if there is
for example a specific choice or something. If for example I as a vendor say that I want
to deliver this part here and this part here so then it is very clear that I am going to give
them discount because the company wants it now and it may lead to some extra cost for
them and I am willing to share that extra cost with them So this is a part of risk sharing.
14. In your opinion how would you characterize the current relationship that you
have developed with Medstop?
H. Larsson: I think it is a very good relationship, we have very good discussions with
them, there are no hidden agendas which sometimes can be a case, and we have a working steering group. It’s very pleasant to be on the meetings with the customers because
they are very nice and have a warm atmosphere that is pleasant to be in, so I would say
that they are really good customer and I hope that they feel the same about us because
we are really trying to have this openness about our strong side and also that we are
open about our weak side. So it is quite tight relationship that we have.
Thank you so much for this interview, if you are interested we can send you a
copy of the work once we finish it
H. Larsson: Yes, I would like it.
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Appendix C – Logica Sweden interview
Interviewee: Jouko Kangas, Logica - Client Director at Logica
Type of interview: Semi-structured, Telephone interview
Date: 3rd of June, 2010
Duration: 35 minutes
1. In your opinion as the vendor what is the driving force behind companies wanting to go to a third party i.e. (Kronans Droghandel)
J. Kangas: It is a new established company and they do not want to start build up their
own IT department. They want to purchase as much as possible as the services and keep
the costs lower and avoid fix costs.
In terms of resources how would you define this in more details, in other words
if you were to describe this by using the word resources then how do you they
their resources were lacking for the for them reason to come to you?
J. Kangas: As you know, Kronans Droghandel is a totally new company they do not
have much resources at all to start with, so what they have done is recruit more IT managers of course, and some specialists to handle the purchase and governance of what
they have purchased.
2. How did you establish that your particular resources will cover the resource deficiency of Kronans Droghandel for example?
J. Kangas: Logica has been working with Apoteket AB for a number of years so we
have experience in the pharmacy market as such and understanding of how it works.
Then, of course Logica is a large company and has a large variety of services already
available so we have done this before and have everything they need if I put it like that.
3. How would you describe the activities that took place in the first stage when
(Kronans) wanted to make a connection with (Logica)? We have identified this
stage as planning stage but you may describe it in the manner that seems appropriate to describe all your activities.
J. Kangas: We had contacts with Kronans during the stage when we decided to build the
specific pharmacy functionality which is needed. As you may know the solutions for the
pharmacy are a little bit special and it has to be built in a specific way and there are not
many vendors in Sweden who have invested into building this special solution including
these special functionalities. So we had discussions with Kronans quite early and simultaneously when we made a decision to start to build a package. So they have been quite
a lot involved in the quite early stage. The solution has not been customized for them
because the pharmacy business is very rule based and Apotekens Service AB puts a lot
of demands on how these functions shall work. Kronans was involved in the very early
stage and has had a possibility to influence some parts but the solution is not tailor made
for Kronans it’s the same solution as all the other customers.
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4. How would you describe the activities that took place in the second stage when
you wanted to formalize the contract between (Kronans) and (Logica)? We have
identified this stage as negotiation stage but you may describe it in the manner
that seems appropriate to describe all your activities.
J. Kangas: We had quite long discussions how the cooperation should look like and we
also put from both sides quite lot efforts in building up the contract or governance structure for the future cooperation with lot of demands from each other but also a freedom
to handle change during the future years because this contract will be for a number of
years. We both realized that reality will change during these years It is a contract that
includes a lot of commitment from both sides but also a degree of freedom for both parties. It is a long contract and we had lawyers on both sides. So before we move on we
had to be on the same page.
5. Judging from what you have described to us with respect to these 2 stages,
would it be correct to assume that these two stages pave the way towards a strategic partnership process?
J. Kangas: Absolutely, yes!
6. What are / were the key internal forces of Kronans that shaped the current outsourcing project in view of planning and negotiation?
J. Kangas: The important thing for them was to have a vendor or a partner who has the
possibility to deliver/fulfil the specific need which they have within the pharmacy business. This includes not just the software part but also the other part which it to take the
full responsibility for delivery. This would cover the organization positioning, competitive positioning and resources. Cost is of course always important and we had lot of discussions regarding cost but I think Kronans had a good balance between quality and
cost. They understand that to just to get the cost is not always the best. I think they had a
good balance but of course they pushed us by saying that we were more expensive than
the competition was. The issue of hidden cost is that we try to include in the contract as
much as possible and everything that could be foreseen.
7. What are / were the key external forces of Kronans that shaped the current outsourcing project in view of planning and negotiation?
J. Kangas: Well of course they looked at the competition and I think they have put a lot
of value to have one vendor instead of a number of vendors. So they wanted to find
somebody who could deliver and take responsibility for the full delivery.
What is your take on the political environment? By political we mean that
the pharmacy market that was deregulated in Sweden?
J. Kangas: From political perspective both Kronans and we as the partner and vendor
followed the political discussions and the goals which the government had on this deregulation.
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Maybe certain few vendors were selected specifically for catering to these
different buyers, would that be correct to assume?
J. Kangas: What was limiting the number of vendors was that there were not so many
that can deliver this specific pharmacy functionality so in many cases you can go out
and ask 20, 50 possible vendors but in this case it was much more limited.
8. From your experience what were the risks that were a cause for concern if we
look into the first stage i.e. planning stage?
J. Kangas: What happened in Sweden was that the deregulation created a need for a totally new IT environment. It is new on both sides, new on Apotekens Service AB and it
is new on our side so of course there is a number of risks involved with that and also
some uncertainty regarding the rules on how the market should work and there has been
a number of changes during these 2 years in how the market should work and what kind
of functionality has to be in and the rules for pharmacy. Example: From a system’s development point of view there has been changes and rules in how “generica” has to be
handled, our pricing is handled and so on. And sometimes the guys that are doing rules
do not really understand the complexity of the business on the system’s side/ IT side
when the rules are changed and when the framework is changed.
Is time a major risk factor as well?
J. Kangas: Yes, time is a major risk factor as well, that is also the rules that have been
set up by the government as you know they have the possibility to use the old system
for some time but have to buy a new solution within the certain time which makes time
risk maybe even more important than in some other projects.
So within this short time you have to make sure that you deliver quality as well
as functionality?
J. Kangas: Absolutely, yes.
9. From your experience what were the risks that were a cause for concern if we

look into the second stage i.e. negotiation stage?
J. Kangas: I would say to some extend the same risks because we have had a quite a lot
of uncertainty in both functionality and the time schedule which has made it more difficult to make agreements. On the contract side as well, because when the contract was
done there has been still quite a lot uncertainty in the number of areas but we tried to
handle them in the contract but of course there has been some risk issues and some difficulties.
Is it correct to assume that the whole process has an iterative nature, its constant back and forth movement is it correct to assume that?
J. Kangas: Absolutely, yes!
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10. Is there an issue of risk of any nature that can appear when making the move
from planning stage to the negotiation stage?
J. Kangas: Of course when you go from the earlier phase to the contracting phase you
have to be much more specific in the contracting phase and take things much more
clearly that you need to do in the earlier stage and probably if you have missed to much
in the earlier stage that you will have some problems when you are coming into the contracting phase
11. Is there an issue of risk of any nature that can appear when making the move
back from negotiation stage to the planning stage?
J. Kangas: Absolutely, yes!
12. Comparing this IT outsourcing process at hand and considering the fact that
you have a tight relationship with (Kronans), is it correct to say that this relationship forming process had an influence of any kind on the level of risks that
you have discussed with us? ---- “in other words does the concept of building a
relationship help in reducing the notion of risks or not.”
J. Kangas: I think we recently had a good balance in negotiations when we tried to reduce risk for both the customer and the vendor, and handle the uncertainly which was
there. So building a relationship does decrease a risk to a certain degree.
13. Has there been a collaborative effort between the two involved parties (Kronans
& Logica) towards achieving:
 mutually defined goals
 mutual trust
 sharing of risks
J. Kangas: Of course, we have really close cooperation with them because we have a
very close cooperation with them as you know installation and configuration phase, so
we really have a close relationship with their steering group.
So that could be similar to what you have described to us in the planning stage
that you have to make sure that you are on the same page which could also include indentifying the same goals and that you trust each other.
J. Kangas: Yes in some areas there are really very key goals and in other areas we are
both developing the goals during the journey.
Can you give us an example of certain goals that you were developing during
the time when you progress?
J. Kangas: Well, time schedule is an example of something which is depending on activities both on our side but also on the customer side. So time schedule is continually
redefined and followed up to be as accurate as possible
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14. In your opinion how would you characterize the current relationship that you
have developed with Kronans?
J. Kangas: Close cooperation with the number of different fields there is a lot of activities going on and of course we are still not in the stage of delivery so still we are in the
building phase.
So then this is basically more of a strategic alliance that you formed with
Kronans Droghandel?
J. Kangas: Yes.
In your opinion has anything like this happened in Logica in terms of IT outsourcing because now you had to develop something special for these buyers, so
has this kind of workload happened before in your experience?
J. Kangas: Partly yes but also partly no, because I think every industry has its own thing
picky things to handle and the pharmacy business definitely has it, its own problems.
Every market sector has special problems or special things which you have to handle.
Logica has done in other fields similar things so this is not the first time. Though, there
is a bigger risk with international clients because you have to handle the delivery
through several Logica branches so you have to involve all people in different countries
which create an additional risk if you don’t have the same processes and procedure in
all branches.
Thank you so much for this interview, if you would like we can send you a copy
of the research once it has been done.
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Appendix D – Medstop interview
Interviewee: Martin Hagberg, Medstop AB, position CIO
Type of interview: Semi-structured, Telephone interview
Date: 9th of June, 2010
Duration: 40 minutes

1. How did you as the buyer determine and come to the conclusion based on your
resources that you had to go to a third party in your case (Pharma Solutions)?
M. Hagberg: Well that was a part of the deal when we made the proposal. I was part of
the organization counting on this proposal. As a buyer it was totally clear that the current system called ATM will be faced out during 2011 and in that case we had to move
to another software and in that time in September or October there were basically more
other vendors aiming for this market and one of them is retired from that market but two
other are still there. So when we come to the conclusion of how to get a new system we
made a decision out of size and of the price. We assumed that it was the most priceefficient and that the organization behind for pharmaceutical is more suitable for Medstop being not that big like for example Logica, and the other actor, Receptum which
seemed too far off with the final product. We actually had two choices, it could have
been three because Tieto announced their entrance into the market, Logica announced
their entrance and Pharma Solutions and after a while Tieto withdraw their proposal so
there were only two to chose from.
2. How did you establish that their particular resources will cover your resource
deficiency? Is there anything else that draw you to chose them out of the two
vendors that were available?
M. Hagberg: Yes, the other parties in this market that would be Apotekens Service AB
which is the service provider for the database, they are the final approval of the system
and Pharma Solutions system was the most close to approval and that was also another
reason why we chose them, that was pretty easy choice.
3. How would you describe the activities that took place in the first stage when you
wanted to make a connection with (Pharma Solution). We have identified this
stage as planning stage but you may describe it in the manner that seems appropriate to describe all your activities.
M. Hagberg: Well Pharma Solutions is the vendor of our system, so with the outsourcing basically we do not outsource it, we run it on our system. Our IT is totally outsourced to the company Qbranch who runs all our IT equipment, our helpdesk, service
departments and they are doing all upgrades. So, we totally outsourced our IT, we only
have one IT person here and that is me, and I am a consultant and I am hired by Medstop to provide IT knowledge and to be the person who makes the choice of the equipment. To start up with, when we got engaged with Medstop which was in August,

100

which was not with Medstop actually but with the finance company called Segulah all
facts were well known. That was a part of the case. We knew that the market was about
to be deregulated, we knew that the ATM system was to be faced out, and we knew that
there were two, three new vendors coming up and the fourth was out – that was Tieto.
We were engaged to calculate the IT cost and make judgment about the IT equipment
and things like that. So that is how it started for us, so there was not to much of having
to approach. So we were just getting in contact with different vendors, asking for proposals, or just briefing, cost briefings and things like that. So that is how we entered the
contact with Pharma Solutions.
So you as being an outside consultant, are you working for Qbranch?
M. Hagberg: No, when we were making a deal, I was a manager of that deal. I was engaged by Medstop at that time to run CIO or IT manager and I was in charged as a manager of that deal we made with Qbranch.
OK, so just to make it clear to us, the way we understood is that all of Medstop’s
IT has been outsourced to Qbranch and Qbranch is now the one that is acquiring the system from Pharma Solutions and you are basically helping Medstop to
figure out what they need?
M. Hagberg: Well no, that is not totally clear, they are not purchasing it but it would be
run on the Qbranch hardware and on the Qbranch know-how but support and daily base
upgrades and service will be done by Pharma Solutions but on the Qbranch hardware.
4. How would you describe the activities that took place in the second stage when
you wanted to formalize your contract between (Medstop) and (Pharma Solution). We have identified this stage as negotiation stage but you may describe it
in the manner that seems appropriate to describe all your activities.
M. Hagberg: Well that was just hard work and to get everything cleared out because
none of us if very familiar with this work and the pharmacy industry or business. But
what you need to do in this phase is just to ask questions on costs and try to negotiate
the price the best you can. But it is also a matter of having the personnel on your side to
try to get rid of their former knowledge about it. I mean ATM has been run in Apoteket
AB for 17-18 years and it has been adapted to habits and their needs meaning that the
old system was very well customized for their needs but this system will not be like
that. So the problem is to have co-workers imagine how this new system will work and
how many work stations will be and things like that. It is a new business and it is pretty
common negotiation as far as being just a price performance war.
I would like to ask you to stress just a little bit more about the contract, what
kind of rules or guidelines were mentioned in the contract as the behaviour between the two parties?
M. Hagberg: Basically, the most difficult things and the most challenging things in the
close future will be time and lack of the experience. Pharma Solutions is the new actor
and it is a new product, we will be number 4 of their customers to roll up this system
and that was also part of our goals to be not the first in line but not also the last in line.
That was a part of the most difficult things to get the right position in the queue. It is
very much regulated by law, by rules and it is very much regulated market so we cannot
do much of the individual agreement apart from the deliverance of the equipment, speci-
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fications and things like that i.e. do we want HP or something like that. So basically it
is not a matter of having so many goals because we could not chose much. We needed a
system that has been approved by the government or by the institutions that approve this
kind of systems and that has been done just before or at the same time as we made a
contract. So I cannot figure out anything specific about it.
5. Judging from what you have described to us with respect to these 2 stages,
would it be correct to assume that these two stages pave the way towards a strategic partnership process?
M. Hagberg: Of course it is a strategic partnership, because we are 800, 900 employees
which will use this equipment and this system most of the time all day, so it is certainly
a critical application for all of us, so yes for sure very much strategic partnership.
6. What are / were the key internal forces that shaped your current outsourcing
project in view of planning and negotiation?
M. Hagberg: Medstop was formed with a goal to be a slim organization, to be a very
quick moving organization, and we need to be extendable and shrinkable in fast way,
that is why the decision was set pretty early to have basically non existing IT department. I don’t know if that is going to continue but decision was also to rep the CIO
which is me so the IT department non-existing based. That also goes for couple of other
key decisions. There is a gambling in these kind of situations also, you talk about risks
as part of your analysis. As of middle of October there was still no guarantee for Medstop to be the pharmacy owner and at the end of October the bid was passed and we
were supposed to be up and running, which was two and a half months later and in that
time frame we needed to have all stuff needed for the start up. That is why I think the
internal forces were given no time to build up future organization because it was suppose to be up and running in the very short time. Nothing has changed now it is just that
we could be a little bit more fine-tuned on some recruitment in the later part, maybe we
discovered that we needed a certain role and we try to get that person but to start up in
the early phase time was the most crucial individual thing,
7. What are / were the key external forces that shaped your current outsourcing
project in view of planning and negotiation?
M. Hagberg: Medstop was pretty much set up and just waiting for the deregulation to
happen so the idea was already set up launching a few years ago. I mean the political
environment, the deregulation was a political issue and Medstop was really into that
ideology and obviously the other companies think so too. It is a huge competition starting a completely new pharmacy so it is very much like that. Medstop was formed of a
lot of experience. Most of the key people have the experience in the retail in general and
pharmacy retailing specific.
8. From your experience what were the risks that were a cause for concern if we
look into the first stage i.e. planning stage?
M. Hagberg: Well as I mentioned before, there was a huge risk on the miscalculations
on the bid, there was a one shot bid in the end of October to get a hold of the clusters
and the risk was of course to engage people, to build up organization and not get any
business to work with at all. That was the huge risk. There was really no huge organiza-
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tion at that time I think we were six or seven people when the bid was set. I believe as
we have discovered and also discussed very much in the beginning the original pharmacy Apoteket has been very popular and the customers had a lot of confidence in Apoteket and it is always a risk to come as a new, private and very commercialised company. It is very special in medication because it is basically about sickness and illness
and to make money out of that it touches quite a big percentage of people that don’t like
this being very much commercialized. That is the risk of course, and you need to be at
least as good as the previous pharmacy to keep the customers. The third thing is that
since this is in Sweden and it is a really big new establishment of pharmacies and it is a
risky business to keep the customers.
9. From your experience what were the risks that were a cause for concern if we
look into the second stage i.e. negotiation stage?
M. Hagberg: Yes, there were several risks because this is a completely new system and
it was not even approved when we did the negotiation phase so there were lot of risks
that could fail that part and postpone the entire start up. Of course, some part of the system that we would have considered very fatal would not be functioning and things like
that so there were a lot of risks, it was completely unused and unproven software being
the new system. That was and still is actually a big risk factor but on the other hand the
risk has been set to the alternative compared to ATM which is to be faced out and then
we have nothing so that is even worse. One more comment on risk, this is a new product
and new company and all the other pharmacy companies would chose another system
vendor than we would be alone in it and they would not finance our investment. When
something is a completely new you don’t know if it is going to be established or not. At
least it is not a severe risk right now like the company will not survive.
10. Is there an issue of risk of any nature that can appear when making the move
from planning stage to the negotiation stage?
M. Hagberg: This will be like a tip to another users and people in the future?
Yes.
M. Hagberg: We discovered maybe it was too late but it was later than we wanted to
that there are hidden costs, I mean you always discover things like that I believe, but
hidden cost is something is absolutely unwanted and still they never seem to disappear.
There were costs for equipments; there were costs that we didn’t put on the table from
the start
11. Is there an issue of risk of any nature that can appear when making the move
back from negotiation stage to the planning stage?
M. Hagberg: Well, Medstop is a new company and was financed by a financial company that was doing all the calculations on the cake, the pre-calculated cake which is
based on pre-calculated costs and when you go in the negotiation in the later phase
when everything is set up if the cost exceeds the cake then it is not very well taken care
about that in the finance company. So it is difficult. This is a new market this is the new
product and the new vendor which all seems very tough to get everything in the calculation from the beginning and it is just almost impossible. Still you don’t want to calculate
the costs too high because you want to be realistic.
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12. Comparing this IT outsourcing process at hand and considering the fact that
you have a tight relationship with (Pharma Solution), is it correct to say that this
relationship forming process had an influence of any kind on the level of risks
that you have discussed with us? ---- “in other words does the concept of building a relationship help in reducing the notion of risks or not.”
M. Hagberg: Well it we walk together and we do the things in conjunction and with the
agreements from both parties we do the changes and the development then of course it
is lot easier and lot less risky. I think the vendor in this case Pharma Solutions is very
dependent on finding out what is important for their evaluation phase and the development phase and we need to feedback them on that and they need to develop a product
for us so I think we have involved each other’s future very much.
13. Has there been a collaborative effort between the two involved parties (Medstop
& Pharma Solution) towards achieving:
 mutually defined goals
 mutual trust
 sharing of risks
You mentioned that you have an agreement to follow through the goals but could
you give us an example of certain goals that you have actually set as this is what
we want to achieve or more of a general idea what kind of goals companies in
this situation want to achieve?
M. Hagberg: Well I don’t know if I can give an exact example of that but we need to focus on usability, user friendliness and efficiency for the daily base recipe handling. Being more of ATM system which is the owner system today it is pretty much based on
that standard then you are good but it cannot be everything that ATM is today. So it is a
matter of fulfilling most of the thing, the mostly used features have to be included. That
is basically the strategic goal of the software to be used.
Any comment on the concept of mutual trust and sharing of risks?
M. Hagberg: Not in the negotiation phase maybe we go on later phases. It has not been
a lot of focus about it. But of course you have to be aware of that but it is not a goal set
on paper yet. It will be more lately from now on and it will be more spoken out and set
up as the real goal because we are very dependent on each other.
14. In your opinion how would you characterize the current relationship that you
have developed with your vendor?
M. Hagberg: We started a project last week; we had a first workshop yesterday, meaning that we are very much in the beginning of the relationship. There is very much going on just business relations today. We are expecting this system to be well working
and we are seeing that there are lot of things to be changed, maybe we are a demanding
customer as far as changes go but we have not relations yet that has just started so we
had just a few dates and one workshop and form than we see that there will be a lot of
questions asked from us. We are putting a lot of pressure on them. Now we are into this,
we need to collaborate to make the best of the situation and try to solve issues that come
up. I think we will be fine and that we will be able to fine-tune this but at this moment it
seems that there are lot of users facing some disappointments. This is a business relation
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so we know that this is a learning process between the two parties, but basically the
teaching is done from Pharma Solutions to Medstop, the teaching is done from Pharma
Solutions and the learning is done form Medstop but in year from now the situation
must be mutual.
Thank you so much for this interview and if you are interested we can send you
a copy of this research once it has been done
M. Hagberg: Yes, please do.
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