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Sammanfattning 

Inledning: Outsourcing som fenomen har under den senaste tiden fått stor uppmärksam-
het och anses även i vissa sammanhang som en trend. Funktioner för outsourcing har tra-
ditionellt sett varit aktiviteter som datahantering och produktion med syftet att minska 
kostnader och få tillgång till resurser ej tillgängliga internt. Outsourcings ökande betydelse 
och komplexitet gör att företags förståelse för sina källor till konkurrensfördelar och kärn-
verksamheter är viktigare än någonsin. Samtidigt som fler aktiviteter outsourcas i företag, 
påvisar allt fler outsourcingavtal på dåliga resultat. Kombinationen av leverantörer som 
misslyckas leva upp till förbestämda standarder och ett ökat kundtryck gällande kostnads-
besparingar och kvalitetsbesparingar blir ohållbar för många företag. Detta resulterar i stora 
satsningar på koordinering och utbildning. Vissa företag till och med bryter sina outsour-
cingavtal för att vända sig till en annan leverantör eller tar tillbaka funktionen internt. Ofta 
är motiven för att ta tillbaka en funktion internt förknippade med kvalitets- och kontroll-
frågor. 
 
Syfte: Syftet är att avgöra huruvida backsourcing endast är ett verktyg för att korrigera 
konsekvenser av ett misslyckat outsourcingavtal eller om det finns andra bakomliggande 
orsaker till processen. 
 
Metod: Studien har genomförts i enlighet med kvalitativ metod. Empirisk data har insam-
lats genom personliga, semikonstruerade intervjuer med representanter från tre olika före-
tag som nyligen har backsourcat en företagsfunktion. Den empiriska datan har analyserats i 
ljuset av relevant teori gällande outsourcing och insourcing. 
Analys: Analysen påvisar skillnader och likheter av motiv och implikationer mellan företa-
gen både gällande dess outsourcing och dess backsourcing. 
 
Slutsats: Från den analyserade datan kan man dra slutsatsen att samtliga företag led 
av problem från dess respektive outsourcingkontrakt och att backsourcing användes 
för att åtgärda detta. Processen har emellertid i vissa fall ökat kunskapen förbättrat 
funktionen efter det att den har tagits hem. 
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Abstract 

Introduction: Outsourcing as a phenomenon has recently gained a lot of attention and is 
by some even considered as a trend. Traditionally, the functions to outsource have often 
been activities like computer operations or production with the purpose to cut costs or util-
ize on resources not available in-house. The issues of outsourcing are however increasing, 
making the insight of the sources of competitive advantage and core competences more 
important than ever. With the rising amount of outsourced functions in firms of today, 
more and more outsourcing projects tend to end up with poor results. The combination of 
suppliers failing to live up to the standards set and an increased pressure of cost savings 
and quality improvements from customers is becoming untenable for many companies. As 
a result, large efforts are put into coordination and training and some companies even 
break their outsourcing agreement to either turn to another supplier or bring the function 
back in-house. Motives for bringing an outsourced function back in-house are often con-
cerned with issues of quality and control. 
 
Purpose: The purpose is to determine whether backsourcing is merely a tool to correct 
implications of unsuccessful outsourcing agreements or if there are other underlying mo-
tives to the process. 
 
Method: The study has been conducted according to the qualitative research approach. 
Empirical data has been collected through personal semi-structured interviews with repre-
sentatives from three different companies that recently have backsourced a business func-
tion. The empirical data have been analyzed in the light of relevant theories concerning 
outsourcing and backsourcing. 
 
Analysis: The analysis indicates on both differences and similarities of motives for, and 
implications due to outsourcing among the investigated companies. The same is evident for 
the backsourcing of the specific functions. 
 
Conclusions: From the analyzed data, conclusions can be drawn that all the companies 
suffered from implications from their respective outsourcing agreements and used back-
sourcing to compensate for these. However, the process has, in some cases, increased 
knowledge and made the function perform better once taken back in-house. 
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1 Introduction 

This chapter will present the background and the problem of the topic in question. These has served as the 
foundation in formulating the problem statement, which in turn will serve as the foundation of the thesis.  

1.1 Background 

Outsourcing is becoming a well-known phenomenon in most businesses today. The issue 
has recently gained a lot of attention and has seen phenomenal growth in the past few years 
(Fan, 2000). In some cases it is even talked of as a trend (Fill & Visser, 2000). The phe-
nomenon is however not a new occurrence and has been a matter of efficiency and strate-
gic issues for the last 30 years, starting out as Facilities Management in the late 1960’s 
(Andrade & Chapman, 1998). Many companies today, regardless of size or business area, 
outsource a certain part of their functions or activities (Fill & Visser, 2000).  

The most common departments to locate outside the walls of the business have tradition-
ally been computer operations, data centers and production with the purpose to cut costs 
and utilize the effects of economies of scale (Frost, 2000). The motives have traditionally 
been cost or resource based. Johnson (1997) list the top five tactical reasons for outsourc-
ing as: Reduce or control operating costs, Make capital funds available, Cash infusion, Resources not 
available internally, or function difficult to manage. The issues for outsourcing are though increas-
ing and are turning from departments of a company to a more functions-based level (Frost, 
2000). This new approach to outsourcing is descending from the realization that companies 
today need to have a clear insight and focus on what gives them competitive advantage. 
This leads to an increased focus on the core business (Kippenberger, 1997). 

There are however more organizational reasons for outsourcing a department or a function 
to an external provider, e.g. buying technology that is too expensive for the company to 
replicate internally (McCarthy, 1996) or acquiring specialized knowledge provided by a con-
tractor (Davies, 1995). The top five strategic reasons for outsourcing are, according to 
Johnson (1997): Improve business focus, access to world-class capabilities, accelerated re-engineering bene-
fits, shared risks, and free resources for other purposes. 

Studies indicate that outsourcing shows the best result when looking on the entire process 
with a scrutinizing eye and with a vision that it can be reconceived in a better way from its 
basis, i.e. Re-engineering (Gamble, 1995). 
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1.2 Problem 

Firms today get involved in numerous outsourcing projects, mainly for the sake of reduced 
costs (Johnson, 1997). However, many of these projects show poor results. It is actually 
more common that an outsourcing project fails, at least to some extent, rather than suc-
ceeds (Andrade & Chapman, 1998). Inadequate knowledge concerning outsourcing or poor 
communication among the parties involved is two explanations why outsourcing might fail 
(Bonifazi, Desouza & Power, 2004). 

The costs of outsourcing projects are many times miscalculated and often much larger than 
anticipated. This is especially common for functions such as on-line reservation systems for 
travel industries, Deposit systems for banks, Loan/sales systems for financial companies 
and Material Replenishment Planning systems for manufacturers (Andrade & Chapman, 
1998). 

Few companies actually have regrets over outsourcing ventures even though these ventures 
have not met the expectations. Mediocre outcomes are common and real failures surpris-
ingly recurrent. This can of course be traced to unrealistic expectations from the outsourcer 
but a more likely reason is that the particular function or activity is unsuitable to outsource 
in the first place (Fan, 2000). 

The situation of customers demanding higher level of quality and contractors failing to live 
up the requirements is becoming evident for many companies today. As a result, a signifi-
cant portion of outsourcing projects is being reviewed. Large effort is put into coordinating 
and training contractors for more satisfying results (Chorafas, 2003). Some companies even 
break outsourcing agreements, hoping that another contractor will perform the work bet-
ter. A third, and rather new approach, is to bring back the outsourced function in-house, 
for total control and responsibility of the considered function (Andrade & Chapman, 
1998). Examples of this situation is on the rise and the phenomenon is non-industry spe-
cific. Most Japanese car manufacturers have today brought back the production of instru-
ment panel in-house due to quality issues (Gale Group, 2003). Austin Adams, CIO at JP 
Morgan Chase explained their canceling of a $5 billion Information Technology (IT) out-
sourcing deal to IBM with the statement:  

"We believe managing our own technology infrastructure is best for the long-term growth and suc-
cess of our company as well as our shareholders. Our new capabilities will give us competitive ad-
vantages accelerate innovation and enable us to become more streamlined and efficient." (McCue, 
2004). 

Strengthening economy and widening budgets are opening up doors for companies not sat-
isfied with their outsourcing projects. Some of them grasp the possibility of taking a previ-
ously outsourced function back in-house (Dickerson, 2003). 

Outsourcing/insourcing related decisions are often taken with a vague understanding of 
the effects on related functions and the focus is often set on short term cost reduction 
(Chorafas, 2003). 

1.3 Purpose 

The purpose of this study is to determine whether insourcing is solely a tool to correct im-
plications of unsuccessful outsourcing agreements or if there are other underlying mo-tives 
to the process.  
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1.4 Disposition of the thesis 

The thesis will be outlined according to the following table which will also provide the 
connections that link the different chapters. 

Introduction This chapter will present the topic in question, the 
problem and the purpose of the thesis. 

 

Frame of reference The frame of reference will provide the reader with 
knowledge in those areas that are considered rele-
vant to the topic. The chapter will form a base for 
interpreting the empirical data in the Analysis 
chapter 

 

Methodology The chapter will present the methodology and aims 
to justify the chosen approach of the thesis. 

 

Empirical Findings The Empirical Findings will briefly present back-
ground information of the companies investigated 
and will thereafter present the empirical informa-
tion collected for the study. 

 

Analysis The Analysis will interpret the empirical findings 
based on the theories presented in the frame of ref-
erence. 

Conclusion This chapter will answer the stated purpose with 
conclusions drawn from the previous chapter. 

 

Final Discussion The authors’ own opinions about the process of in-
sourcing. Criticism and suggestions for further re-
search are also presented. 
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2 Frame of reference  

The frame of reference will provide the reader with knowledge in those areas that are considered relevant to 
the topic. The chapter will form a base for interpreting the empirical data in the Analysis chapter. 

2.1 Outsourcing 

Andrade and Chapman (1997) claim that outsourcing initially took form in the 1960’s. At 
this time economies of scale was real but not as apparent as it is today. Large corporations 
within the field of computer operations held a surplus of computer capacity. Smaller com-
panies on the other hand could not afford internal computer systems and eventually 
bought in on the excess capacity of the larger corporations. Outsourcing, however is not 
simply a make it or buy it decision. Although outsourcing is often referred to as a contrac-
tual agreement where a supplier is providing services or processes for another company 
(Perry, 1997 in Harland, Knight, Lamming & Walker, 2005). Outsourced functions must 
previously have been performed internally (Harland et al., 2005, Fan, 2000). In other words 
the initial phase of outsourcing back in the 1960’s cannot be considered outsourcing by 
definition but merely contractual agreements. Further on Larsson and Malmqvist (2002) 
state that outsourced services or processes must be of significant interest for the company. 
In other words outsourcing is not the equivalent to selling off a part of the business. A 
supplier must replace the out-contracted services or processes. This is the fundamental dif-
ference between outsourcing and a regular purchasing agreement. 

The problem with the term outsourcing is that it is often used in place of a more specific 
term, which often leads to confusion in what is meant by outsourcing (Andrade & Chap-
man, 1998). Examples include, according to Johnson (1997): Sub-contracting, contracting-
out, staff augmentation, flexible staffing, employee leasing, professional services, contract 
programming, facilities management, consulting, contract manufacturing and contract ser-
vices. All of these terms show similarities to outsourcing but bear different characteristics 
as well. 

2.1.1 Motives for outsourcing 

The initial reasons to outsource derive from the notion that other companies can perform a 
task at a lower cost by using economies of scale (Kakabadse & Kakabadse, 2002). Accord-
ing to Johnson (1997) a common sourcing strategy among companies is to use outsourcing 
as a tactical quick fix when they are struck by financial difficulties and rely on outsourcing 
to save money or provide cash infusions.  

The decision to outsource springs from the search for competitive advantage. A company 
needs to identify and understand their source of competitive advantage (Porter, 1980) and 
core business activities and capabilities (Hamel & Prahalad, 1990). 

Outsourcing with the motive to prosper from the advantages of economies of scale is likely 
to gain the best results at smaller companies. Smaller companies often lack the ability to 
achieve economies of scale within their internal functions and activities. They are also often 
more flexible in absorbing changes and innovation into their structures. Outsourcing may 
help small companies achieve similar functional efficiency as large companies (Juma’h & 
Wood, 2000). Since larger companies in many cases already make use of economies of scale 
in most of their functions and activities, or at the least have good abilities in achieving it in-
ternally, they would theoretically benefit less from outsourcing than smaller companies in 



 Frame of reference 

 5 

terms of cost reduction. In despite of this, larger companies show to be the most frequent 
users of outsourcing (Juma’h & Wood, 2000). 

There are however more reasons to outsourcing than achieving the benefits of economies 
of scale. The most commonly stated motives to outsource, according to Fan (2000), are: re-
duced costs, improved quality, improved organizational focus, increased flexibility and to facilitate change. 
The same drivers are also identified by Fill and Visser (2000), who additionally mention: 
technical considerations, increased knowledge and capacity, reduction of investments, increased access to func-
tional capacity, potential for creating strategic business alliances, and fewer internal administrative prob-
lems. 

According to an Andersen consulting study in 1993 (cited in Johnson, 1997), the common 
and generally accepted view of outsourcing as contracting out or disposing pieces of the 
business in order to gain tactical benefits, was in contrast to a new view on outsourcing. 
Namely that of viewing outsourcing as means to offer structural change. This new ap-
proach viewed the outsourcee, the company undertaking the activity, as being brought in 
rather than contracted out to according to Johnson (1997). The author has developed these 
views further and claims that reasons to outsource can be categorized into tactical and strate-
gic reasons for outsourcing. The main difference of the two is their focus on short- (tacti-
cal), and long-term (strategic) benefits. 

The tactical reasons include outsourcing those functions that are out of control and difficult 
to manage. Outsourcing because the company is lacking the required resources internally 
also belongs to this category. Another reason may be that the company is in need of a cash 
infusion. This example involves a transfer of assets such as selling off equipment related to 
the activity and thereby acquiring new funds. Further on a company can outsource for the 
reason of making capital funds available. In many organizations there is a struggle between 
departments for obtaining capital funds. If non-core areas are outsourced more capital 
funds will be available for the core areas of an organization (Johnson, 1997). 

Cost reduction and control of operating costs are considered the most important tactical 
reasons and the primary drivers of outsourcing (Fan, 2000, Harland et al., 2005, Johnson, 
1997, Fill & Visser, 2000). Cost reduction can be achieved by higher efficiency at an out-
sourcee. There are however more ways of reducing costs by outsourcing functions and ac-
tivities. The possibility of achieving economies of scale is often attractive to small compa-
nies while large companies often benefit from discarding ill-managed peripherals when out-
sourcing. Hidden costs are often revealed and reduced when a contractor takes over a func-
tion or activity (Embleton & Wright, 1998).  

Strategic reasons to outsource are not concerned to the same extent with costs as tactical 
reasons. Liberating resources rather than funds in non-core areas and provide value in core 
areas is one instance of a strategic outsourcing motive. Another is sharing risks that certain 
investments might be associated with. According to Johnson (1997) an organization can 
have its risks significantly reduced by means of outsourcing. If the re-engineering of a cer-
tain process or function is inevitable, outsourcing this particular function to a company 
with the appropriate capabilities is a strategic motive. Not only the access to these capabili-
ties itself, what Chorafas (2003) refers to as capitalization on skill, but also the timely aspect 
of letting someone else take over rather than re-engineering the process yourself, are cate-
gorized as strategic motives (Johnson, 1997). The foremost strategic reason according to 
Johnson (1997) is however to improve company focus. Lawes (1994) stresses the impor-
tance of management responsibility reduction as an effect of outsourcing. Avoiding man-
agement stretch, which occurs when in-house managers get responsibility over activities 
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outside their area of expertise and understanding or reducing management responsibility, 
will affect the focus of management positively, increasing the attention to the core compe-
tencies of the organization. 

Similarly Juma’h and Wood (2000) distinguish between direct and indirect benefits from 
outsourcing. Direct benefits are obtained when an outside provider will offer the same or 
better service for equal or lower cost than the company is able to achieve internally. Indi-
rect benefits of outsourcing can be achieved by utilization of freed up resources liberated 
when outsourcing functions to an external contractor. 

Another categorization, similar to the tactical-strategic differentiation, is made by Kaka-
badse and Kakabadse (2002). The authors conducted an extensive study, concluded in 
2001. The survey involved 747 participants from companies in the UK, Europe1 and North 
America. The survey investigated among other things motives for outsourcing, what func-
tions that were being outsourced, the impact of outsourcing and the satisfaction of ongoing 
agreements. 

The authors divide the motives for outsourcing into three clusters. The most commonly 
mentioned motives constitute the first cluster: 

Cluster 1: Aiming to achieve best practice across the enterprise, enhance the cost discipline 
and control the competences of the organization. 

The second cluster represents motives stated by companies demonstrating an explicit 
sourcing strategy. Companies claiming to have these kinds of motives are often constantly 
revising their outsourcing agreements and different sourcing options for different business 
functions (Kakabadse & Kakabadse, 2002). 

Cluster 2: Attempting to improve service quality whilst equally focusing on better leverag-
ing the core competences of the organization. 

A small portion of the responding companies in the study exhibit strategically implicated 
motives for outsourcing. These companies tend to have connected their outsourcing strat-
egy to their business strategy. They often have more long-term schemes of their outsourc-
ing projects and, in some cases, use outsourcing as a tool to reach their comprehensive 
business goals. These motives are represented as the third cluster (Kakabadse & Kaka-
badse, 2002). 

Cluster 3: Gaining access to new technology and skills that were not available to the or-
ganization, reducing headcount, enhancing the organization’s capability to de-
velop new products and services and reduce capital costs. 

According to the survey, US companies are mainly concerned with achieving the best prac-
tice, while cost discipline and control issues dominate the motives among the European 
companies (Kakabadse & Kakabadse, 2002). 

 

                                                 

1 Categorization is made by Kakabadse & Kakabadse (2002) 
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2.1.2 Functions to outsource 

There are several different types of functions to outsource. In the US most corporations 
tend to primarily outsource IT-systems of variable nature (the Outsourcing Institute). 
These are often referred to as management information systems or simply MIS (Chorafas, 
2003). What functions that are most commonly outsourced are difficult to tell. The statisti-
cal measures of outsourcing only represent the US. Manufacturing outsourcing which is 
common in the context of low wage countries is actually only represented by approximately 
seven percent of outsourcing contracts in the US (the Outsourcing Institute).  According to 
a survey by the Outsourcing Institute, outsourcing of IT represented 20 percent of all out-
sourcing contracts in the US in the year of 2000. This was followed by different types of 
administration (15 percent); distribution & logistics as well as real estate & physical plants 
which both had a share of ten percent of all outsourcing deals. Human resources repre-
sented nine percent. Manufacturing, finance, and customer service each represented seven 
percent, which was followed by transportation (five percent) and management (four per-
cent).  

Senior managers of European companies tend, to a greater extent than US companies, out-
source for cost-saving reasons, particularly capital costs, transaction costs and production 
costs (Kakabadse & Kakabadse, 2002). 

European companies also tend to pay more attention to the development of in-house ex-
pertise for management of various internal functions, processes and activities, and use out-
sourcing to enhance its position in the value chain more than their US and UK equivalents 
(Kakabadse & Kakabadse, 2002). 

Before outsourcing, a company should preferably seek its non-core activities and outsource 
these. Core activities and processes containing core competence should never be out-
sourced (Gottschalk & Solli-Sæther, 2005). One even goes as far as defining the term as: 
“turning over to a supplier those activities outside the organization’s chosen core competencies“(Sharpe, 1997 in 
Harland et al., 2005 p. 832). Van Weele (2002) does not mention core competence but ar-
gues that activities, which do not assist in achieving competitive advantage, should be out-
sourced. 

Core competence is defined by Hamel and Prahalad (1990) as: 

“The collective learning in the organization, especially how to coordinate diverse production skills 
and integrate multiple streams of technologies. It is also about the organization of work and the 
delivery of value.” 

Hamel & Prahaland, 1990, in Fuy-Lai Yu , Langois, Robertson, 2002, pp 330.  

This is illustrated by the authors by the metaphor of a tree.  

“The diversified corporation is a large tree. The trunk and major limbs are core products, the 
smaller branches are business units; the leaves, flowers, and fruit are end products. The root sys-
tem that provides nourishment, sustenance, and stability is the core competence.” 

Hamel & Prahaland, 1990, Fuy-Lai Yu et al, 2002, pp 330. 

Defining the core competencies is although a difficult task essential in determining which 
functions to outsource. Drejer and Sørensen (2002) claim that more important than that 
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the sourcing partner relation is managed correctly is the sourcing of the correct competen-
cies. 

Determining the core of an organization has been a focus of debate the last couple of 
years. On one side, some claim that the core competences of a company are strongly repre-
senting its core activities. This argument is based on the apprehension that the areas of 
continuous engagement are fundamental to the survival of the company (Kakabadse & 
Kakabadse, 2002). This approach permits the outsourcing of peripheral and supportive 
functions. Supporters of this approach are convinced that the core competences are the 
foundations of the activities that offer long-term competitive advantage and should always 
be kept in-house. Additional activities with no strategic influence to the company can, ac-
cording to this view, be outsourced (Kakabadse & Kakabadse, 2002). 

On the other hand, some consider the definition of the core as a matter of relationships 
and contractual agreements. According to this view, the development of competitive ad-
vantage, together with successful contractual management will lead to a new set of core 
competences. This view of the core concludes in that the management of sourcing options 
itself becomes a core competence (Kakabadse & Kakabadse, 2002). 

Nowadays, more and more companies are developing process- and organization-oriented 
sourcing strategies instead of focusing on independent functions and activities. Outsourc-
ing, as a phenomenon, tends to turn from a solution for improving the efficacy of a single 
function or activity, to a tool for reconfiguration of a whole process. This will allow for 
greater value throughout the organization (Kakabadse & Kakabadse, 2002).  

2.1.3 Deciding to outsource 

Chorafas (2003) declare that it is important to thoroughly evaluate sourcing options. The 
basic questions an organization should ask themselves are: 

• Why are we outsourcing? 

• What are we outsourcing? 

• Which are the core activities we do not wish to outsource? 

• Can we be in charge of the outsourcing process? 

• What is the projected cost/benefit? How sure are we of that projection? 

• How can we get the most from an outsourcing arrangement? 

(Chorafas, 2003) 

The author has developed a model illustrating the general process of evaluating and decid-
ing on different sourcing alternatives, see Figure 1-1. 
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Figure 2-1 Planning and evaluation system for sourcing options (Chorafas, 2003). 

The model describes an evaluation plan for companies when facing a sourcing decision. 
The initial and fundamental question to ask is: 

Is the function to be outsourced a core or non-core activity? 

The sourcing option of best suitability is highly dependent on the functions relatedness to 
the core competence of the business (Chorafas, 2003). The author claims that a core func-
tion should be built or acquired internally or, alternatively, be outsourced only on a short 
term basis. If not a core activity, the function may be outsourced with good results. If out-
sourcing is considered the best alternative for the function, a company should develop an 
exit policy before taking the final decision. The exit policy should be able to answer the 
questions: Can the work be taken back in-house? Is there an alternative supplier? What 
other remedies are available? (Chorafas, 2003). 

Once a decision to outsource is taken three additional questions need to be answered: 

Does the outsourcing consume substantial management time? 

An outsourcing agreement may actually consume more management time than the com-
pany planned on saving when outsourcing (Chorafas, 2003). 

Is the function to be outsourced self-contained? 

Too complex interaction with other internal processes may actually cause the outsourcing 
agreement to fail (Chorafas, 2003). 
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Will the outsourcing provide a competitive advantage? 

Possible advantages available due to outsourcing need to be examined as well as the or-
ganization’s ability to exploit these possibilities. There is also a need for control in the out-
sourcing agreement (Chorafas, 2003). 

There are many functions and activities that could and will be outsourced to a third party. 
However the functions most likely to be outsourced to a third party provider are the ones 
that are highly specialized, have good potential for economies of scale, are relatively invisi-
ble to clients, and do not include sensitive or proprietary knowledge (Lawes, 1994). 

2.1.4 Risks and problems with outsourcing 

One of the greatest risks involved when dealing with outsourcing is the loss of compe-
tence. When outsourcing a business function, the staff related to that activity is often either 
resigned or transferred to the contractor. This risk is exceptionally large when outsourcing 
human resources-based activities (Anonymous, 2005). Problems of internal controls and 
security exist when companies outsource and out-skill some of their core functions. The 
benefits in terms of lower costs and knowledge acquisition are not always evident 
(Chorafas, 2003). Kippenberger (1997) indicates that one single outsourcing project can af-
fect the entire organizational structure of a company as a whole:  

“Every gain in short-term efficiency carries with it a potential loss of less tangible strategic capabil-
ity.” (Kippenberger, 1997 p. 22) 

Competitive advantage can be lost if core competence is outsourced. Therefore it is of ut-
most importance that no mistakes are made in the process of identifying a company’s core 
competence (Harland et al., 2005). Unlike physical assets, which are worn out by timely use, 
knowledge will diminish if unused (Prahaland & Hamel, 1990).  In other words if activities 
containing core competence are outsourced, significant knowledge will fade. This knowl-
edge is often difficult to rebuild once it is lost (Harland et al., 2005). One of the main con-
cerns is the assessment of how close to the core the outsourcing should be. The organiza-
tional focus of an organization may change and what is the core competence today may not 
be so tomorrow (Harland et al., 2005). Another issue of concern is the actual defining of 
the core. This is certainly a difficult task. Berggren and Bengtsson (2000) make the com-
parison to the pealing of an onion. If the outer layers are removed there are constantly new 
layers but where is the core?  

Johnson (1997) claims that there are three warning signs that indicate whether an outsourc-
ing project will fail or not. The first warning sign is when financial and legal considerations 
dominate the outsourcing process. These issues must be a part of the process but must not 
dominate the procedure. Further on, the vendors must not be the leading part when form-
ing the contract. The second warning sign is when important factors of choosing a vendor 
are excluded. There are several factors to consider e.g. reference prequalification and repu-
tation from existing relationships. There are more factors to consider than competitive 
bids. The third warning sign is when short-term objectives or tactical motives are central in 
the decision process. This does not mean that tactical motives are not qualified motives, 
they can be. However short-term focus can compromise long-term objectives in the trade-
off and an overemphasis on the tactical motives is an indication of potential failure in the 
long-term. The author even goes as far as making the comparison that outsourcing only for 
tactical issues, a quick way to receive some cash “is the corporate equivalent of a bank robbery.” 
(Johnson, 1997 p.21) 
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Bonifasi, et al. (2004) list ten traps, which are fatal to run into when planning and perform-
ing an outsourcing, project. These traps should be considered and avoided during the plan-
ning, implementation and running of the project. To begin with, mangers do not realize the 
effort involved in making a thought through decision. Managers will hence partake without 
the necessary commitment. Another issue of concern is the lack of communication throughout the 
organization. Rumors of outsourcing will raise uncertainty among workers that in turn can 
reduce the productivity of the organization (Bonifasi et al., 2004). The authors also point 
out that companies often do not possess the appropriate knowledge and experience concerning out-
sourcing, but fail to admit this while proceeding with outsourcing. It is also common that 
organizations fail to realize that there are risks involved, making them unable to recognize indica-
tions of failure. Thus, not having prepared for alternatives in case of failure (Bonifasi et al., 
2004). One of the most important resources for successful outsourcing is obtaining outside 
outsourcing professionals. Although not acquiring these professionals is listed as a trap itself 
they must also cooperate with experienced employees with great understanding and knowl-
edge of internal processes and the organization as a whole. Even if these employees are 
needed elsewhere in the organization it is essential that they partake in the process and 
share their experience. They are a resource that must be used. Outsourcing require focus and 
tolerance, in the eagerness to harvest the short-term benefits companies frequently rush the 
process of outsourcing overlooking factors of significance (Bonifasi et al., 2004). In cases of 
outsourcing across border there are also issues of cultural differences. Underestimating cultural 
differences and taking for granted that norms and values in the company outsourced to will 
be similar can be devastating. For successful outsourcing it is of outmost importance that 
cultural differences are investigated, highly regarded and properly addressed (Bonifasi et al., 
2004). Further on, many companies outsource functions that require significant know-how 
without providing the vendor this expertise. The vendor needs to be involved and be taught the 
requirements of the outsourcing company and not be given unmanageable tasks in an early 
stage. The last trap described by Bonifasi et al. (2004) is the failure that can be caused by 
not managing and nurturing the ongoing relationship with the vendor (Bonifasi et al., 2004).  

The issue of cultural differences in outsourcing deals is also noticed by Kippenberger 
(1997). A contractor can never fully adapt to another company’s culture, beliefs and as-
sumptions and can never embrace the intangible cultural communication present between 
business functions within the same company. This cultural vacuum will many times de-
grade efficiency and may even prohibit the organization’s ability to develop and foster its 
core competence (Kippenberger, 1997). 

The risks in an outsourcing commitment may actually be reduced by the proper formula-
tion of the contract (Andrade & Chapman, 1998). One of the risks of outsourcing is a di-
minishing service level and inadequate flexibility in achieving the stated terms on behalf of 
the outsourcee. There must be an awareness of this scenario during the formulation of the 
contract. A properly formulated contract will protect against a falling service level (Andrade 
& Chapman, 1998). By designing the relationship, and thus the contract, according to the 
Agency Theory, the risks involved with outsourcing could significantly be reduced. (Logan, 
2000). The Agency Theory is briefly explained as a contractual agreement between a prin-
cipal (the outsourcer) and an agent (the outsourcee). The contract regulates conflicting in-
terests, concerning costs, goals and measurement between the principal and the agent 
(Logan, 2000). Companies involved should design an outsourcing lifecycle methodology 
that will answer the questions: Is the outsourcing strategy realistic and viable? Will our in-
tellectual property remain confidential? Is the time-plan realistic? Has the capability of the 
contractor of interest been properly examined? Will the outsourcer and contractor gain 
mutual benefits from and share the risks in the contract? Are the objectives and commit-
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ments of the agreement clear and understandable? Is there an agreement concerning re-
sponsibility and governance (Bonifasi, et al., 2004). Protection of intellectual property, like 
confidential business data, trade secrets, copyrights, trademarks and patents, is very impor-
tant when recognizing and performing an outsourcing project, especially in off-shoring 
projects as different laws and regulations may be current in different countries (Bonifasi, et 
al., 2004). Another way to reduce the risk of failure in an outsourcing agreement is to con-
tract two suppliers to perform the work. This double sourcing requires a large amount of 
compatibility and coordination (Chorafas, 2003). 

2.1.5 Common outcomes 

When performed properly, outsourcing can very well live up to the goals set in the begin-
ning of the project. Benefits utilized by outsourcing stated by companies performing suc-
cessful outsourcing agreements are often: Enabling senior managers to focus on core ac-
tivities of the company; Providing for the necessary tools for achieving the main strategic 
objectives of the company; Experiencing cost advantages and, at the same time, introduc-
ing cost disciplinary ideas into the organization; Provide for the necessary means for im-
proving service quality; Affecting senior management to increase investments in technology 
(Kakabadse & Kakabadse, 2002). 

Outsourcing can also result in additional benefits e.g. product/process design cycle time 
reduction in development projects. One of the greatest advantages of outsourcing is the 
ability to better utilize external suppliers’ investments, innovations and professional capa-
bilities (Kakabadse & Kakabadse, 2002). 

The companies showing the best results when outsourcing are the ones featuring top class 
leadership by means of the identifying, implementing and pursuing of the strategies of the 
company and the degree of team-orientation (Kakabadse & Kakabadse, 2002). 

“Organizations are being most successful when they view outsourcing as fundamentally a tool for 
organizational change.” (Corbett cited in Johnson, 1997) 

Kakabadse and Kakabadse (2002) stress the fact that there is a social cost for outsourcing 
and that its impact on society is not yet fully appreciated. The costs and gains from out-
sourcing are not equally divided between internal and external stakeholders. There is also a 
significant reduction in staff-motivation after an outsourcing project among the remaining 
personnel within the company contracting out activities. 

However, far from all outsourcing projects show satisfying results. The Kakabadse study 
signified a dissatisfaction rate of nearly 70 percent of companies concerning one or more 
aspects of their outsourcing relationship. The major opinion among senior managers today 
is that the implications of outsourcing outnumber the advantages (Kakabadse & Kaka-
badse, 2002). Matters of complaint were often that the wrong contractor had been chosen, 
service agreements between the outsourcer and outsourcee were ill-defined, the setting of 
unrealistic goals for the outsourcing project had lead to friction which in some cases had 
cancelled the relationship between the two parties of the agreement. Underestimation of 
the time and skill consumption necessary for managing the outsourcing relationship has 
also shown negative results to the outcome of the agreement (Kakabadse & Kakabadse, 
2002). 

Kern, Lacity and Willocks, (2002), describe three paths of outsourcing of IT, utilized by 
most modern companies: Total outsourcing, Total in-house sourcing and Selective out-
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sourcing, see Table 1-1. The sourcing satisfaction in 116 companies has been investigated 
by Kern et. al, (2002), during the years 1991 – 2000. The activities concerned are IT opera-
tions and the companies participating are US and UK based. 

 

Table 2-1 Three paths of outsourcing, (Kern, et. al, 2002) 

Total outsourcing 

Outsourcing of the total IT department represents the lowest success rate in the study. By 
Total outsourcing Kern et. al, (2002) categorizes outsourcing to at least 80% of the activi-
ties concerned with the function. Common for most companies in this category is that they 
do not consider the particular function as non-core and the major driving force for out-
sourcing was cost reduction. Drawbacks stated by companies in this category were: bad 
operational service, strategic inflexibilities, incomplete contracts and minimal cost reduc-
tion. 

Total in-sourcing 

Not outsourcing any part of the specific function showed the best success rate in the study. 
Most of the respondents in this category claimed the specific function to be a core activity. 
The risks involved in this category are unresponsiveness of the function and escalading 
costs (Kern et. al, 2002). 

Selective sourcing 

Sourcing some of the activities of the function, typically 15 to 30 percent, to an external 
provider showed a similar success rate as total in-house sourcing. This category also 
showed the lowest failure rate in the study. A majority of the companies participating in the 
study exhibited selective sourcing of the specific function. The main risk stated by compa-
nies in this category is inappropriate sourcing of overhead and responsibility activities 
(Kern et. al, 2002). 

 
 

Decision 

Total out-
sourcing 

Total in-house 
sourcing 

Selective out-
sourcing 

Success Failure Mixed results Unable to de-
termine 

Number of 
respondents 

33% 

68% 

67% 

30% 

21% 

17% 

24% 

0% 

3% 

13% 

11% 

13% 

33 

19 

64 
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2.2 Insourcing 

Insourcing currently lacks a universal definition. Chorafas (2003) use the term when de-
scribing a third party sourcing decision. If company A choose to outsource to company B, 
company B will insource for company A. In this case the insourcer would be what Harland 
et al. (2005) refer to as the outsourcee. Andrade and Chapman (1998) and Van Weele 
(2002) use a different definition, which is easier to grasp once the term outsourcing is un-
derstood. They define insourcing as outsourced activities brought back in-house. In other 
words insourcing is when a certain activity, initially performed internally and contracted out 
to a supplier (outsourcee), is taken back in-house. The latter definition will hence be re-
ferred to as backsourcing, which hopefully will reduce any uncertainty that the term insourc-
ing might raise. The definition of insourcing will be similar but include the home-taking of 
functions that were never outsourced but initially contracted out. In other words, insourc-
ing refers to any home-taking of activities that have been performed by a supplier as long 
as these activities, although not necessarily core activities, are important enough for the 
company not to cope without them2. Backsourcing is more specific in its definition includ-
ing that the activities must have previously been outsourced. 

2.2.1 Motives for backsourcing 

A company may terminate an outsourcing agreement even if everything was satisfactory. 
There are many reasons to this situation. The company may have reorganized or entered a 
new market. Law changes may also cause changes in a company’s sourcing decisions 
(Andrade & Chapman, 1998). As a result of poor outsourcing performance, some compa-
nies solve the failures by taking the outsourced function back in-house. However, this is a 
remedy that is often costly for the outsourcer and embarrassing for the outsourcee (Kaka-
badse & Kakabadse, 2002). 

The main advantage when bringing a business function, previously outsourced to an exter-
nal provider, back in-house is that the company can design a functions centre that fully 
matches the company’s needs (Andrade & Chapman, 1998). There can be many possible 
motives for undertaking this process, however the single most common cause of back-
source according to Andrade and Chapman (1998) is a declining service level and not 
enough elasticity in the contract to respond to this. This fact is also noticed by Sullivan, 
(2005) who adds loss of control and credibility as motives for backsourcing. The same au-
thor argues that speed is often an issue when bringing an outsourced activity back in-house 
as response time is often far shorter when performing the activity internally. Even though 
this lack of flexibility is the number one cause of insourcing there are other common mo-
tives, many similar to those of outsourcing. in addition to service level improvement 
Andrade and Chapman (1998) give the examples of cost reduction, profit margin im-
provement, and reduction of development cycle time. Backsourcing may also be a conse-
quence of the embedding of knowledge of the company into business functions and more 
focus on long-term impact rather than reduction of short-term costs (Sullivan, 2005). 

 

                                                 

2 Included in the definition of outsourcing, see 2.1 
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2.2.2 Deciding to backsource 

When considering to insource a previously outsourced activity, a number of aspects need 
to be evaluated concerning the company and the specific activity. Chorafas (2003) list the 
most significant as: The outsourced function’s relatedness to the company’s own core 
competence; The solidity of the technology exploited and the life cycle of the product or 
service; The ability to find reliable partners and suppliers to meet requirements concerning 
performance and quality; The possibility of achieving economies of scale and scope. 

Once the decision is taken to transfer an outsourced activity back in-house, a backsourcing 
strategy must be designed. In many cases, for an activity to even be considered for back-
sourcing, it should be redefined from a marginal activity to a core activity. The fundamental 
prerequisite is that the functional strategy of the concerned activity is in line with the over-
all corporate strategy of the company (Andrade & Chapman, 1998). 

For planning and monitoring the implementation of an organizational change, such as the 
backsourcing of a business function, the Strategic Planning Model, presented by Andrade 
and Chapman (1998) could be used, see Figure 2-2. 

 

Figure 2-2 Strategic planning model (Andrade & Chapman, 1998) 

 

The company needs to evaluate their present situation and state the reasons why a transi-
tion is wanted. The desired characteristics and the idealistic environment for the activity to 
function well in house should be stated and identified, and should involve: Accurate com-
munications; Manageability; Definition of responsibilities; Quality monitoring; Quantitative 
judgments; Experience-based goals (Andrade & Chapman, 1998). 

The most vital part of the Strategic Planning Model is the Transition Plan. In fact, most 
strategic plans fail due to the lack of proper planning of the transition. The transition plan 
is a road map, bridging the gap between the present and the future and involves: Invest-
ment in training; The adherence to methodologies; Process improvement; Infrastructure 
and culture; Identification of key activities; Focus on results (Andrade & Chapman, 1998). 



 Frame of reference 

 16 

Once the transition is thoroughly planned, the implementation of the backsourced activity 
into the organization can be performed. It is important to keep some things in mind when 
implementing a change in an organization: No quick fixes; Disciplined processes; Devotion 
to project management policies; Support employee development; Follow processes 
(Andrade & Chapman, 1998). 

The backsourcing of an activity will in most cases be much more difficult and take much 
more effort in consideration than the outsourcing of it. The staff concerned with the new 
function will either be, in case they are already hired by the company, novices to the proc-
esses and routines of the function or, in case they are hired exclusively for this purpose, 
new to the business and organizational culture. It is important that the move and imple-
mentation of the function into the organization is deliberate and will be performed during a 
sufficient time span. This can be frustrating for the management, losing a lot of money on 
an unfavorable outsourcing deal (Andrade & Chapman, 1998). 

Turning a previously external function or activity to an internal one requires a different ap-
proach to the activity in consideration. backsourcing an activity turns its relevance to the 
company performing it from marginal to value holding. This new apprehension of a func-
tion implies a changed approach to the function of the people performing it and the com-
pany backsourcing it. This cultural change is necessary and entails a stronger organizational 
connectedness and a higher degree of customer focus to the function, after it is back-
sourced, and this must be considered and communicated throughout the organization 
(Andrade & Chapman, 1998). 

The feasibility of this cultural change is most dependent on the people involved. Manage-
ment must make sure that the already involved staff is properly trained, that the people 
with the right technical skills are hired and that consultants specialized in cultural change 
are contacted if needed (Andrade & Chapman, 1998). 

2.2.3 Implications when backsourcing 

The process of backsourcing can be a very difficult task. In the context of MIS it is the 
most difficult task a staff will encounter according to Andrade and Chapman (1998). Staff-
ing is of great importance since the competence can rarely be found in-house (Andrade & 
Chapman, 1998). When performing the outsourcing of the function, the staff holding the 
competence is often either transferred to the contractor or resigned from the company. 
One approach is to hire staff currently present at the contractor. This transfer process 
however, can be difficult and costly and there is no guarantee that the personnel of the 
contractor possess the preferred competence for the backsourcing company’s needs. 
(Andrade & Chapman, 1998). 

The procurement of technology is also a matter of consideration when backsourcing an ac-
tivity. If the entire activity was previously outsourced, the technology used to perform the 
particular activity is often sold or liquidated since there rarely is any use of it to the com-
pany when the activity is discontinued. If the technology for some reason is still present 
within the company walls, it is often too outmoded to be able to serve the backsourced ac-
tivity properly. Acquiring new technology is almost always necessary when bringing a com-
pletely outsourced activity back in-house. This may be a costly process for the company 
both when backsourcing or insourcing an activity. In other words, taking home an activity 
regardless of if it has been previously performed by the company or not. However, if only 
parts of an activity was outsourced or the company is performing similar activities, the in-
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sourcing may only require minor adjustments to present business activities to perform 
properly (Andrade & Chapman, 1998). 

2.3 Research questions 

The insight provided by the theories presented in the frame of reference has tapered the 
purpose into a few more specific questions. These will serve as the foundation in gathering 
the empirical data and the analysis of it.  

• Why do companies outsource activities to an external provider? 

• What problems may arise for the customer during an outsourcing agreement? 

• Why do outsourcing agreements come to an end? 

• What are the motives for companies insourcing a previously outsourced function? 
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3 Methodology 

The chapter will present the methodology and aims to justify the chosen approach of the thesis. 

3.1 Theoretical approach 

There are mainly two different approaches when relating theory and empirical findings in a 
scientific study, induction and deduction. An inductive study is characterized by an explor-
ing fundament while a deductive study has the main purpose of proving a previously 
known facts (Davidsson & Patel, 2003). 

The aim of an inductively conducted study is to design and create new models and assump-
tions that are supported by the conclusions drawn from analyzed empirical findings 
(Davidsson & Patel, 2003). Criticism towards the inductive approach is often concerning its 
validity for more universal applications than for the empirical data analyzed specifically for 
the study. A subjective estimation of the importance of the different observation may also 
interact on the conclusions drawn and a different order of precedence among the observa-
tions may result in exceptions to the theories and assumptions primarily stated (Eriksson & 
Wiedersheim-Paul, 1999). 

When performing a deductive study, a hypothesis based on existing theory is stated. The 
hypothesis is tested by comparison to the empirical findings of the study in question. The 
hypothesis could either be accepted or rejected and thus, the applicability of the theory un-
derlying for the specific situation could be examined (Eriksson & Wiedersheim-Paul, 1999). 

This thesis will compare empirical data to the existing literature and theories. The nature of 
the approach will therefore be deductive. 

3.2 Data collection 

3.2.1 Qualitative study 

There are mainly two methodological approaches to the collection of empirical data when 
performing a scientific study, namely; qualitative or quantitative (Holme & Solvang, 1991). 
The main difference between the two approaches is the degree of formalization and the 
method chosen should correspond to the nature of the study in general and the design of 
its purpose in particular. The different approaches will result in diverse conclusions and the 
researchers should choose the method best suitable to answer the stated questions (Eriks-
son & Widersheim-Paul, 1999). 

The quantitative approach requires that numerical relations between a number of character-
istics are present. For an objective judgment, these characteristics must be measurable 
based on universal metrics (Hartman, 1998). The problem of this thesis is however not ap-
plicable to the quantitative approach and the authors estimate that an analysis of data col-
lected in a quantitative way will not properly answer the purpose of this thesis. 

The antithesis of the quantitative approach is the qualitative approach. The principle of in-
formation gathering, using a qualitative method is closeness to the investigated phenomena 
to gain an understanding for the situation of individuals, groups or organizations facing this 
phenomenon. 
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It is the authors’ opinion that there is great importance in gaining insight to the circum-
stances surrounding the phenomena of outsourcing and backsourcing including the organi-
zation, its business and the people affected by the phenomena. Given the nature of the 
study with the overall purpose in mind, the qualitative approach was considered the best al-
ternative for conducting the collection of empirical data. 

A researcher using a qualitative method should try to investigate a phenomenon inside its 
natural environment. Though, it is important too, that a researcher is able to change be-
tween an internal and external perspective to the phenomena and the respondent. These 
two perspectives are necessary for the researcher to both understand the phenomena and 
the situation of the respondent and to explain and compare the phenomena in a scientific 
way (Holme & Solvang, 1991). The qualitative method of information gathering is appro-
priate when the purpose of the research requires a deep understanding to the studied prob-
lem and the environment it affects and is effecting from (Holme & Solvang, 1991, Patton, 
1990) and hence, a method better suitable for the empirical data gathering for this thesis. 

Its allowance for flexibility is also a reason for choosing the qualitative approach (Patton, 
1990). With deepening knowledge and understanding of the subject, the researchers are 
free to adapt and develop their questions. Another benefit with the qualitative method, 
stressed by Patton, (1990), is its absence of inflexible models of data gathering and analysis. 
The risk of useful information and observations not getting proper attention and interest-
ing conclusions drawn from the analysis being rejected is reduced by devoting to a qualita-
tive approach. 

3.2.2 Case study 

When studying a subject of little previous research the process of case study is an appropri-
ate method for gaining insight (Ghauri, Grönhaug, & Kristianslund, 1995). Yin (2003) de-
scribes three conditions that should be considered when performing a case study. The first 
condition is that the questions asked should be adjusted to yield in depth information 
about the investigated subject. The second condition concerns the level of control the re-
searcher has over the studied phenomena. The case study approach is useful when little 
control over the phenomena is available (Yin, 2003). As a final condition, Yin (2003) 
stresses the relations between present and historical events concerning the investigated 
phenomenon. These three conditions is the foundation of the basic investigation questions 
of the case study: what, how and why (Yin, 2003). 

To get access to a wider and more comprising information base concerning whether in-
sourcing is merely a tool to correct implications of unsuccessful outsourcing agreements or 
if there are other underlying motives to the process, a multiple case study approach was 
embraced for this study. 

3.3 Interviews 

The most conventional and successful method of gathering information when performing 
a qualitative study is interviewing (Merriam, 1994, Patton, 1990). The aim when performing 
an interview is to examine people’s opinions and experiences of a certain phenomena or 
problem (Patton, 1990).  
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3.3.1 Conduction of interviews 

There are many ways to conduct a qualitative interview. Lewis, Saunders, and Thornhill, 
(2003) mentions focus groups, via telephone or on a face-to-face basis. 

The best suited form of data collection for this study was considered face-to-face inter-
views. The personal contact between the interviewer and the respondent, entailed by this 
interview form, will likely lead to an increased level of trust and more revealing and honest 
answers from the respondent (Holme & Solvang, 1991). 

All of the respondents interviewed expressed to be under a large workload during the time 
the interviews were held. In mutual understanding between the authors and the respon-
dents the interviews decided to be conducted via telephone as this was considered to be the 
least time consuming option for the respondents. 

3.3.2 Structure of interviews 

There are two main structural strategies when planning and managing an interview, namely 
structured and unstructured (Holme & Solvang, 1993; Merriam, 1994; Hartman, 1998). 

During the structured interview the researcher ask a number of predetermined and 
standardized set of questions. The same questions are asked in the same order to all 
respondents present in the study (Lewis et al., 2003). 

However, it is often more favorable from a qualitative point of view that as a researcher, 
during the interview, talk freely about the subject and to let respondent lead the 
conversation (Holme & Solvang, 1993). 

This form of interviewing technique is similar to what Bell (1995) and Lewis et al. (2003) 
describe as unstructured interviews. The main characteristic of this interview technique is 
informality. The questions asked should not be designed in advance. Though, the 
researcher needs to be able to communicate the basic idea of the study to secure that the 
aspects of the interview will be in the range of the basic problem and purpose of the study. 

To minimize the risk of the unstructured interview to develop out of focus of the 
investigated subject, the researchers prepared different themes and questions (Appendix A) 
that will be concerned during the interview (Lewis et al., 2003). This interview technique is 
called semi structured (Holme & Solvang, 1993; Lewis et al., 2003). 

The advantages of semi structured interviews are considered beneficial for this study. To let 
the respondents talk freely about their situations, the ability to develop the subjects as 
knowledge and understanding increases and to, on beforehand outline the conversation to 
cover all subjects of interest are qualities of the semi structured interview that will help 
providing the researchers with the right information and enrich this study. 

When conducting an interview, performing a case study, it is important to use a question 
style of a “what?”, “why?” and “how?” character (Yin, 2003). The interview guide 
(Appendix A) pursued when performing the interviews for this study was designed with the 
purpose and research questions in consideration. 
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3.3.3 Choice of respondents 

In accordance to the methods of the qualitative research approach, the set of respondents 
selected should be able to enrich the research with information about the forces and proc-
esses studied (May, 2002). 

The intention of this study is to investigate insourcing as a phenomenon regardless of the 
specific activity or business it is applied on. It was there for of great importance to find 
companies in different industries with varying activities being insourced. The analysis of the 
data and the conclusions drawn will there by be less colored by the specific circumstances 
that may encircle the insourcing of a specific activity in a certain industry. To compose the 
appropriate ensemble of companies the authors read articles, studied web-pages, press re-
leases and annual reports, visited expositions and scanned personal networks. 

When deciding for the number of companies participating in the research, consideration 
was taken to the ability of getting a multiple impression of backsourcing of different activi-
ties in different industries and to study the individual cases in depth and the circumstances 
in where they took place. As a compromise between these two aspects, three cases of back-
sourcing projects at three different companies were chosen for further study. The different 
businesses of these individual companies are: capital administration, contract manufactur-
ing and credit management. The backsourcing activities studied at these companies are: IT 
operations, production and assembly and telephone sales. 

As a qualitative study should be accomplished by interviewing the respondents best appro-
priate, facilitating the researchers in understanding the problem Creswell, (2003), respon-
dents that had been in close contact to the backsourcing projects were chosen. The areas of 
responsibility among the respondents interviewed are: project manager, purchasing man-
ager and sales manager. 

The number of cases selected respondent interviewed is also referred to Ghauri, et al, 
(1995), explaining that accessibility and timeliness should be considered when deciding for 
the amount of companies studied and respondents interviewed for a qualitative research. 

3.4 Trustworthiness 

The major argument against the qualitative research method is that the researches per-
formed according to the method often are insufficient levels of reliability and validity (Bell, 
1995). Due to the utilization of the qualitative method when performing this study, it is 
important to determine the trustworthiness embedded. 

Reliability is a measurement of the replicability of a study by other researchers. Holloway 
(1997) describes reliability as the ability to repeat a study with the same prerequisites and by 
the same method and achieving the same results, independently of the aspects of time, 
place and procedure of the study. Absolute reliability is basically impossible to achieve by 
any type of research method and for the qualitative approach it is especially difficult due its 
sensibility for differences in people’s communication abilities, opinions and interpretations 
(Holloway, 1997). 

The validity of a study is a measurement of the suitability of the method chosen to respond 
to the stated purpose and how well the implements of this method are adopted (Bell, 
1995). The aspects of validity contain both internal and external aspects. Internal validity 
concerns the chosen theories’ relatedness to the purpose stated while external validity in-
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cludes the appropriateness of the questions asked and the respondents chosen to the stud-
ied phenomena (Hägg & Wiedersheim-Paul, 1984). 

The authors argue that an overall high level of trustworthiness has been achieved in this 
study. Literature relevant for the purpose has been chosen and the respondents’ influence 
of the investigated cases and relatedness to the phenomenon studied was significant. How-
ever, the literature available in the area of insourcing and backsourcing is strongly limited 
and the reliability of the theory presented is highly dependent on the quality of the few 
theories available. 
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4 Empirical Findings 

The chapter will briefly present the companies investigated and will thereafter present the empirical informa-
tion collected for the study. 

The general company information is collected from the official web pages of the respective 
companies. Since the respondents requested to not reveal their names, the names of their 
companies for the sake of their former partners in the documentation, all personal and 
company names are therefore replaced with neutral words and letters, such as company Al-
pha and respondent A. All information is taken from the conducted interviews unless 
stated otherwise. 

4.1 Case Alpha 

4.1.1 Company information 

Company Alpha is one of the world’s leading provider of solutions for long-term savings 
and pensions. The main markets for company Alpha are Sweden and the UK. 

The company was established in Sweden for more than 150 years ago making company Al-
pha Sweden’s oldest stock insurance company (the web page of Company Alpha). Follow-
ing a wave of mergers in the 1960’s the Alfa group was established and today the organiza-
tion is an international provider of long-term savings products with approximately 5,800 
employees in 20 countries (the web page of Company Alpha). 

Respondent A has been working at Company Alfa for many years and at many different 
departments. Her assignments within the company have stretched from operations to de-
partment manager to her current position as project manager for the backsourcing of IT 
operations functions. 

4.1.2 Business and outsourcing in general 

According to the respondent, the aim for Company Alpha is to be a serious provider and 
administrator of long-term savings. Respondent A points out that Company Alpha is a ser-
vice provider and that their core competences are concerned with economics and legal 
matters. 

Outsourcing as a phenomenon is well utilized in the organization. Respondent A explains 
that a large portion of the activities within the company has been outsourced since the end 
of the 1990’s. Major activities such as IT-functions, Human Resources, Cash management, 
Capital administration and Real estate were reviewed and their connection to the core 
competences where investigated, resulting in the outsourcing of major portions of the ac-
tivities related to these functions. 

Respondent A does not know of any explicit sourcing strategy of the company. However 
she points out that the independent activities’ connectedness to the core activities are con-
tinuously revised. 

“What are our core activities? And what should we devote ourselves in doing? These are questions 
we are constantly asking ourselves and the answers are continuously revised..” (Respondent A, 
personal communication, 2005-12-15) 
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It is important, according to Respondent A, to constantly evaluate all functions of a com-
pany, both the ones being performed in-house and the ones that are outsourced. 

“I believe that modern service companies need to have this on their agenda. The results of these 
analyses may differ; you may outsource, backsource or change provider for the specific activity but 
its important to keep this evaluation alive.” (Respondent A, personal communication, 
2005-12-15) 

The optimization of quality and cost is a major factor when revising an activity. 

”How can we package our services so that the customers receive the best dividend as possible? In 
relation to what the cost is for doing it in-house and the cost of letting someone else take care of it.” 
(Respondent A, personal communication, 2005-12-15) 

Many of the activities being outsourced in the late 1990’s and early 2000’s have now been 
backsourced again. One example is Human Resources, which was taken back shortly after 
it was outsourced. Pay roll management, on the other hand, was outsourced during the 
same time period but these activities are still outsourced.  

However, Respondent A does not consider the company being too fast deciding to out-
source the activities that now are backsourced. 

“I can not say that we were too fast to outsource. There can actually be a value in outsourcing and 
later on realize that this should actually be taken back in-house. Then you actually may be able 
to perform it in a better way.” (Respondent A, personal communication, 2005-12-15) 

4.1.3 The outsourcing 

In the year 2000 Company A decided to outsource their IT operations. Company A went 
into collaboration with three other organizations and formed a consortium concerning IT 
operations, negotiating and deciding for mutual terms and standards for a jointly perform-
ing IT operations function. This consortium then turned to a major international IT opera-
tions service provider for the outsourcing of their conjoint IT operations. 

There were many benefits for Company Alpha to outsource as part of a consortium. One 
of the companies in the consortium was at the time a fully owned subsidiary to company 
Alpha, already sharing the same IT functions and standards. The other two companies used 
similar systems and their IT operations were easy to coordinate with the operations of 
Company Alpha. There was also an ongoing cooperation in certain matters between Com-
pany Alpha and one of these companies. Another benefit for the consortium was the facili-
tation of a better deal with the service provider in the form of a bigger client.  

As a result from outsourcing, most of the IT operations, including the competence and the 
technology, at Company Alpha where transferred to the service provider. This meant that it 
was basically the same people taking care of Company Alpha’s IT operations even after the 
outsourcing. 

Eventually deficits in the agreement appeared, some companies represented in the consor-
tium expanded and some reduced their businesses. Some of the companies also made ma-
jor structural changes. Some of the companies were satisfied with the outcome and some 
were not. Company A was not satisfied with the outcome of the deal since the results fell 
shorter than their expectations. Little allowance was available for these factors at the out-
sourcee. Respondent A holds the designing of the contract responsible for this fact. 
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“We had all prerequisites for making this work but it is not easy being four clients negotiating for 
a collective contract. You have to agree, both at the designing of the contract and at the operation 
of the deal.” (Respondent A, personal communication, 2005-12-15) 

There was also dissatisfaction concerning the quality of the services provided as the fre-
quency of the system upgrades was not satisfying. 

The costs were also a matter. During the time the IT operations were outsourced Company 
Alpha made some major spin offs from the organization. This was not considered by the 
outsourcee and Company Alpha had to pay the same price for a smaller amount of service. 
This is something that Respondent A also would like to refer to the contract. 

“Nothing is black or white. A lot leads back to how the contract actually looked. How well it 
was designed… The contract needs to have the right incentives to make both the supplier and the 
customer make the right actions.” (Respondent A, personal communication, 2005-12-
15) 

Respondent A summarizes the different matters of evaluation when revising the contract 
and the outcome of the outsourcing deal. 

“Did we end up in a good deal? Were we a good purchaser when designing the contract? Are we a 
good purchaser now when the contract is operating? What does this cost over time? Can the sup-
plier match changes in our business in this contract? Are the services provided more expensive due 
to changes in our organization? But number one on the list, both when you are outsourcing and 
when you are backsourcing is the price issue” (Respondent A, personal communication, 
2005-12-15) 

4.1.4 The backsourcing 

The dissatisfaction with the consortium and the services provided forced Company Alpha 
to change their situation. The different opportunities available were examined. The early 
discussions consisted of finding a new supplier, but as time went by a new option became 
evident. A subsidiary to Company Alpha had an IT operations function that was not in-
cluded in the consortium and was still performed in-house. 

“We discovered that there actually was a possibility to bring back certain functions back in-house 
and consolidate them with the operation units that actually still were present within the company”, 
“… We saw that we could do this on our own in a more efficient way now when we were able to 
start from scratch.” (Respondent A, personal communication, 2005-12-15) 

The competence at the IT operations function at the subsidiary was, according to Respon-
dent A very innovative and modern. This was considered a good function to base the back-
sourced activities upon. 

“The function at the subsidiary housed some sort of pioneering spirit. The competence was very 
modern and everything is built around it but of cause it had to be supplemented.” (Respondent 
A, personal communication, 2005-12-15) 

Company Alpha left the consortium and broke the deal with the service provider after five 
years as a result of two years of benchmarking and internal discussions. A decision was 
taken to backsource a major part of the activities and to build a new function around the 
IT operations function at this subsidiary with Respondent A as project manager. 
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The projected time was 1,5 years and the project is supposed to be finished in late Decem-
ber 2005. 

“Some parts are brought back and for some parts we have got new suppliers. This project I have 
been working in contains a mix of backsourcing and re-sourcing.” (Respondent A, personal 
communication, 2005-12-15) 

The activities that were not backsourced, mainly mainframe operations, where transferred 
to a new supplier. 

“Mainframe operations are impossible to backsource. We are not big enough to run a mainframe 
on our own as the equipment investments needed requires that economies of scale are attainable” 
(Respondent A, personal communication, 2005-12-15) 

Company Alpha abandoned the idea to outsource via a consortium and managed to find a 
mainframe operations supplier with geographical connectedness to the company that was 
able to serve the company in its present size. Among the prerequisites for this deal was a 
contract compensating for changes in company structure and size. 

The expectations on the results from the backsourcing project are mainly reduced operat-
ing costs and better quality. 

“As always, when decision is taken on board level, it is very much a question of cost and qual-
ity.” (Respondent A, personal communication, 2005-12-15) 

Respondent A further explains that closeness between functions and the possibility to syn-
ergy effects from having IT functions in-house were also motives to the backsourcing. 

Since the project had not come to an end at the interview opportunity Respondent A could 
not express how well these expectations had fallen out. Further on she explains that there 
are different opinions of how well the new function will live up to its expectations along 
the organization. 

Prior to the start of the backsourcing project a decision for closer collaboration between 
the different units and subsidiaries within the Alpha group was taken. Concurrently to the 
backsourcing process, the entire organization was rearranged, consolidating all individual 
business units and subsidiaries into one organization. 

Respondent A stresses that, despite its size and content, the project has progressed rela-
tively smoothly and although some of the thirteen subprojects consumed more time and 
resources than expected, the budget and time-plan of the project as a whole have not been 
exceeded. The key to success is, according to Respondent A, thorough preparations, careful 
planning and hard work. 

Another aspect to the prosperity of the project is that the whole organization, the board of 
the company and suppliers for adjacent functions have all been informed of and engaged in 
the work. One important aspect when designing the plan for a project of this magnitude, 
according to Respondent A, is to have very clear and disciplined goals and responsibility 
distribution but still always be prepared for changes. 

This project also had a high priority and all other IT related projects where put on hold 
during its projected time period. The former provider of the function acted in a very pro-
fessional way and actually helped Company Alpha conduct the backsourcing more neatly. 



 Empirical Findings 

 27 

The magnitude of the project did also caused some problems. The backsourcing project 
also contained updating of the systems. Upgrades in the form of new servers, clients and 
network were included within the same budget and time frame and these activities were 
considered hard to coordinate and manage. 

Respondent A describes a large part of the work as fixing temporary solutions to keep the 
system working while the function is being rebuilt within the organization. 

“It is similar to a road construction site. At the same time you are building the new road, you 
need to make temporary solutions to make the traffic run. The ideal case would be to first build 
the function and then let the traffic loose, but that is not possible when you have an organization 
that is up and running and need this function to work.” (Respondent A, personal commu-
nication, 2005-12-15) 

Respondent A has noticed some effects on the organization as a whole caused by the back-
sourcing of IT operations. The in-house IT work force has grown from approximately 
twenty to eighty people. This calls for a larger office management unit. The expansion of 
the work force and the acquisition of new technology require larger facilities. 

Respondent A does not think that the backsourcing of IT operations is a consequence of 
new goals or strategies for the organization as a whole. She stresses however, that the or-
ganization very well may keep consolidating their functions in the same manner at different 
parts of the organization within Europe in the future to achieve cost efficiency. 

4.1.5 Respondent’s reflections 

The lessons learnt from the backsourcing project are mainly, according to Respondent A, 
concerned with the analysis of the project. She expresses that more time for running analy-
ses and risk assessments would have been desirable. 

Upgrading the systems parallel to the backsourcing process was proven very hard to carry 
out. Although the decision to run upgrades concurrently was not uncomplicated it did en-
tail benefits. The IT operations function now has a modern assembly of machinery at dis-
posal. 

With insight in both the outsourcing and the backsourcing of the IT operations function, 
Respondent A has made an important lesson about outsourcing in general. 

“It is important where you place the interface.  As a customer to be in a coordinating position. 
You should not outsource the coordinating activities for the function to be able to control the result 
and monitor the progress at the supplier. This is something we were not in charge of during the 
outsourcing of the function” (Respondent A, personal communication, 2005-12-15) 
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4.2 Case Beta 

4.2.1 Company information 

Company Beta is a modern mechanical manufacturing industry. The company is mainly en-
gaged in contract manufacturing of details, subsystems and complete machinery to the 
food and medical industries including machine design, prototyping and technical documen-
tation. 20 percent of the production consists of design and manufacturing of conveyor and 
handling systems. Company Alpha offer cost efficient solutions in small and medium sized 
volumes. 

The company has been doing business for nearly 90 years. Today they employ 190 people 
and have a turnover of 350 million SEK. 

Respondent B has been working at Company Beta for several years and is presently re-
sponsible for purchasing. 

4.2.2 Business and outsourcing in general 

Respondent B describes the core competences of Company Beta as project management, 
design, technical documentation, manufacturing and testing of final product. 

Outsourcing is a well-known and highly utilized phenomenon at Company Beta. The com-
pany purchase tailor made production and services for approximately 100 million SEK per 
year or almost 30 percent of the entire turnover. 

Most of Company Beta’s outsourcing is referred to Swedish suppliers but there are also ex-
amples of outsourcing to foreign suppliers, i.e. off-shoring. 

Respondent B claims that there is an explicit sourcing strategy at Company Beta. 

“We have an explicit sourcing strategy. You have to examine which activities that are suitable to 
bring back home” (Respondent B, personal communication, 2005-12-27) 

The number of outsourced activities of the company is constantly increasing. 

The foremost reasons for the outsourcing of activities at Company Beta is, according the 
Respondent B, less tied up capital, shorter lead times, flexibility and utilization of compe-
tence not available in-house. 

Respondent B explains that there have been occasions where an exchange of suppliers for 
a specific outsourced activity has been made. 

“In many cases, we aim to reduce the number of suppliers and develop the relationships with ones 
remaining. For some commercial reason you may discard some products leading to that some sup-
pliers may not have that many products left. Then you may transfer these remaining products to 
another supplier. It is a strategic choice. You select the suppliers you want to keep working with.” 
(Respondent B, personal communication, 2005-12-27) 
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4.2.3 The outsourcing 

In the year 2002 Company Beta outsourced the production and assembly of a subsystem 
for one of their products to a supplier located in Poland. The reason for the outsourcing 
was, according to Respondent B, an addition in orders. 

“We experienced increasing volumes at the time and we were of the opinion not to expand our 
own plant. To manage the situation we decided to outsource… There was an investment need at-
tached to the increasing volumes, both in the form of machines and personnel.” (Respondent B, 
personal communication, 2005-12-27) 

Different solutions to the problem where discussed. There were initial plans to manage the 
order increase internally but the supplier in Poland was finally chosen, mainly due to their 
ability to keep lower costs. 

An agreement concerning the outsourcing deal between the two companies was worked 
out, involving liabilities and prognosis management. Company Beta had a material respon-
sibility, implying that they agreed to guarantee a certain material withdrawal from the sup-
plier during a predetermined period of time. Regular feedback meetings were held to map 
the progress and quality of the products etc. 

The main expectations Company Beta had on the outsourcing deal were reduced costs and 
increased flexibility. According to Respondent B these expectations were very well incorpo-
rated. 

However, during the time period the activity was outsourced, significant currency fluctua-
tions were evident resulting in a 6 percent production cost increase over a three year pe-
riod. Company Beta urged the supplier to reduce their costs to compensate for the cur-
rency loss. These demands could however not be met. 

4.2.4 The backsourcing 

In the year 2005 Company Beta experienced a need for investment at their internal ma-
chinery. These investments could better be justified by a higher level of occupation and 
consistency at the concerned machines. It showed that the production outsourced to the 
supplier in Poland fitted very well into the production line under investment consideration. 

Consequently, the production and assembly located in Poland was backsourced at the end 
of the year 2005. 

Another reason to backsourcing was, according to Respondent B, the fact that the supplier 
was not able to cut their costs in the desired way. 

The expectation Company Beta have on the backsourcing project is, according to Respon-
dent B, mainly better utilization of machinery leading to reduced operating costs per unit. 

No alternative to the backsourcing was discussed. 

“Changing the supplier was not of interest. There was nothing wrong with the specific supplier. 
We were satisfied both by means of quality and delivery accuracy. A change of supplier was not a 
matter of discussion.” (Respondent B, personal communication, 2005-12-27) 

The activity was not fully backsourced at the time of the interview but Respondent B ex-
pected the production and assembly to be up and running after approximately on month 
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after the backsourcing had begun. Further on she explains that there will be a period of 
overlapping in the production and the relationship with the supplier will not be ended. 

“We believe that the supplier will not fully phase-out their activities until March 2006. We will 
also of course buy off the inventory remaining at the supplier at that moment. We will also keep 
cooperating with the supplier for other details.” (Respondent B, personal communication, 
2005-12-27) 

Respondent B stresses that there have been some problems communicating the commer-
cial values in expanding the internal production through out the organization during the 
backsourcing project. Often, she explains, people only see the consequences of the out-
sourcing as a larger work load and not an opportunity for the company. 

Respondent B does not consider that the backsourcing will demand any procurement of 
new competence. 

“We are producing similar articles in-house at the moment, the same materials etc. There for we 
do not need any reinforcement of our competence. Not even in the assembly, we mount similar arti-
cles in-house.” (Respondent B, personal communication, 2005-12-27) 

However, the company will probably need to reinforce their work force with two or three 
people in the assembly due to the backsourcing. 

There has been no exceeding of the budget or the time plan during the backsourcing pe-
riod and Respondent B do not see any indications on this occurring during the remainder 
of the projected time. 

Respondent B has noticed some effects on the organization caused by the backsourcing of 
the production and assembly of the specific product. These are mainly an increased work 
load on the planning and purchasing department. 

“We introduce a significant number of new items that consequently will occupy the planning de-
partment… Previously we have purchased one article, one complete sub system. Now we have to 
buy all the raw material and components included in the subsystem.” (Respondent B, per-
sonal communication, 2005-12-27) 

This is however not seen as a major change for the organization and it will not lead to any 
new recruitment of personnel or technology. 

The backsourced production and assembly are intended for an existing customer and there 
are no clear prospects or new market opportunities facilitated by the backsourcing accord-
ing to Respondent B. Nor are there any changes in the comprehensive strategy underlying 
the backsourcing decision reported by Respondent B. 

4.2.5 Respondent’s reflections 

One of the major things Respondent B has learned from the backsourcing of production 
and assembly is that it takes effort and time to introduce a new product in the production 
line. 

“We should have arranged the swap of production plant for these products more structured and in 
gradual stages, i.e. simultaneous production for a while. I have noticed that this is a problem at 
times for us… A decision is taken and after that everything is supposed to work with minimal 
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adaptation and running-in periods.” (Respondent B, personal communication, 2005-12-
27) 

Respondent B recognizes that there are circumstances that would make Company B out-
source the backsourced activity once again. This is changed customer wants and demands 
that the company cannot manage. An example of this is according to Respondent B prod-
uct characteristics that are not possible for the company to incorporate. Another example 
is a major change in volume. 

“We usually do not have batch sizes larger than 100 items… That is what we are good at, the 
setting of machinery… We do not have process machinery running for days or weeks producing the 
same article. That is not the way we look.” (Respondent B, personal communication, 
2005-12-27) 

With the insight in several outsourcing and some backsourcing projects, Respondent B has 
made an important lesson about outsourcing in general. 

“In many cases, if you, as a customer, are located in Europe, why add 5-6 weeks of delivery time 
by outsourcing to a country on the other side of the world? The interesting thing is if you are plan-
ning on selling your products in these countries, then you should definitely have production there as 
well. That is my opinion.” (Respondent B, personal communication, 2005-12-27) 
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4.3 Case Gamma 

4.3.1 Company information 

Company Gamma offers services within credit management. The process of credit man-
agement is divided into different business areas. These areas are credit information, invoice 
administration, finance, customer service, debt-recovery, long term surveillance of claims, 
foreign value added tax (VAT) reclamation, and international debt-recovery. In other 
words the company takes on functions within credit management from other companies in 
order to improve and optimize the credit management process for these companies. 

4.3.2 Business and outsourcing in general 

By selling a service, company Gamma is in fact asking their customers to outsource to 
them. Buying a service such as debt recovery, which might correspond to one percent of a 
company’s business, is easier to decide upon and thus easier to sell, particularly over a tele-
phone. If, on the other hand a customer is considering purchasing the whole package with 
invoice printing, payment booking, surveillance of risk accounts and so on, the service 
might correspond to 100 percent of a company’s turnover.  

“You can make the simile and say that we deal with either mail handling or all janitorial activi-
ties.” (Respondent C, personal communication, 2005-12-29) 

Company Gamma has experience of outsourcing and an understanding of what can be out-
sourced. Functions that are not considered critical for the business or do not provide any 
competitive advantage are many times outsourced. Examples include activities such as sys-
tem operations and the development of systems. This can be considered the sourcing strat-
egy of the company but is not always followed. 

“We do not always practice what we preach in every aspect.” (Respondent C, personal 
communication, 2005-12-29) 

Reducing the tied up capital in customer claims for other companies is seen as the core 
competence of the company according to respondent C. The sales function was previously 
outsourced but is also considered a core activity and has therefore been taken back in-
house. Whenever there has been a possibility to outsource, the outsourcing alternative is 
always considered and weighed against the current solution. Outsourcing within the com-
pany has been more common in the last five years. 

The foremost reasons for the company to outsource according to respondent C are cost 
reduction and/or efficacy. That is to say, a third party can perform a task or an activity at a 
lower cost than company Gamma or if it can be performed more efficient by a supplier. In 
some cases there is a temporary requirement of expansion where it is of less effort to out-
source rather than employing new workers or creating a new function.   

4.3.3 The outsourcing 

The sales function or to be more specific the sales by telephone. Prior to outsourcing this 
function the company did have order reception but only in a very small scale. It was de-
cided that this function would expand and that more sales would be conducted over tele-
phone rather than in the field. It was partly an issue of competence, getting a professional 
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to deal with the sales. It was also a timely aspect of getting things running as soon as possi-
ble. Expanding in-house was considered but would involve recruitment of new employees 
and uncertainty in whether telephone sale was the correct sales method still remained. Re-
spondent C claims that one reason can be said to be to gain a basis for future reference or 
an understanding if this was the correct path. This is why it was decided to buy this service 
instead of expanding the function in-house. 

“It was to get started quickly with telephone sales, but then also to trial the working procedure 
without gaining large expenses, in our case when variable costs were linked to the outsourcing the 
outcome would be: no result, no expenses. That’s how it was then.” (Respondent C, personal 
communication, 2005-12-29) 

The outsourcing agreement was strictly result oriented meaning that the supplier of the 
service only received revenue when a successful sale was made. It was not associated to any 
working hours. Respondent C points out that his company provided information and pre-
sented potential customers to the outsourcee but other than that they were on their own 
working with their own systems and procedures. In addition, company Gamma withdrew 
their field salesmen from these potential customers to avoid a crash. 

The communication between the two companies was quite intense. It proved difficult to 
sell these services over a telephone making it difficult for the outsourcee to stay profitable. 
This was the reason for the intense communication. Company Gamma did educate the sa-
les force for the supplier to certain extent but the they were still in charge of the operation 
and free to run it in whatever way.  

The expectation of the outsourcing agreement was that it would be a quick alternative to 
get started with telephone sales and that it would be the best solution of all, that the con-
tract would be developed and improved further over time. However, the company reached 
an understanding that this was a function that needed to be kept in-house, that the compe-
tence in concern was essential for the business. In part, it would work as recruitment base 
but it would also provide for a better way to collect and keep customer data in the com-
pany’s database.  

While the function was being outsourced there was no feedback of customer responses 
other than those who purchased the service. Customer information is extremely important 
claims respondent C, regardless of who is operating the sales. 

Both parties of the outsourcing agreement were disappointed according to respondent C. 
Company Gamma realized that this needed to be built in-house with the company’s own 
staff and that the competence would be built over time. It was actually the outsourcee who 
broke the agreement, they wanted to continue but with a new contract which would work 
more in their favor making the contract profitable for them. This was however not feasible 
for company Gamma. At this point they also realized that it was not enough to only make 
sales over the telephone. Other tools to visualize the services were required. It is difficult to 
sell customer claim services over the telephone, it often requires a visit other tools to visu-
alize the services such as combining a phone call with a presentation on a certain website. 
These tools are not yet developed but the idea is that they will be by the time the back-
sourcing is complete and it will not be considered complete until all these parts are fully 
operational. 
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4.3.4 The backsourcing 

The respondent explains that gaining control was a major driver for the backsourcing pro-
ject. The vision was to expand the function with the necessary tools and to use the function 
as a recruitment base before sending recruits into the field. A person who succeeds as a te-
lephone salesman usually turns out to be a good field salesman according to the respon-
dent. Telephone sales are the most monotonous form of sales with loads of disappointing 
conversations and it requires a high working pace. Therefore company Gamma has chosen 
to combine this form of sales with booking of customer visits. 

Keeping this function in-house will also facilitate the rearrangements of customers between 
the telephone salesmen and field salesmen. If a telephone salesman feels that a visit to a 
certain company might tip the scale to a buy decision it is easier set this up between two 
colleagues than it is between two companies, especially if one company is rewarded only 
from their own successful sales.  

“They will, at any cost, try to sell the service themselves.” (Respondent C, personal commu-
nication, 2005-12-29) 

It is very important to obtain a comprehensive view of the market as a whole and store all 
information in internal systems. Also, it can be suitable for field salesmen to have some-
thing to fall back to whenever they are unable to go on a certain trip. Today all forms of 
sales are gathered under the same roof. It is such an important part of the company that it 
is considered a core activity claims the respondent. Sales have always been considered a 
core activity but prior to outsourcing the telephone sales was such a small part of it. This, 
along with the fact that a salesman is a company’s face outward and it is important to care 
for the trademark, is why this function will probably never be outsourced again says re-
spondent C. 

It is difficult for a third party to sell our services over the telephone. Unique tools for tele-
phone sales need to be created that an outsourcee might not be willing to work with to the 
extent that is necessary for success. After backsourcing the company has learned how tele-
phone sales should be used; on smaller companies with the intent to sell but to book visits 
if a sale is declined. There should be a good interplay between field and telephone salesmen 
according to the respondent. 

The backsourcing project is still running and it is still a small department with only three 
employees but the department will expand gradually as long as the results remain satisfac-
tory. What size the department eventually should have is still not clear, it is depending on 
how well the department will work hence and when new tools for visualizing the service 
are brought in. The company is looking at combining telephone calls with presentations 
over the Internet. Most of the potential customers that the company makes calls to usually 
sit by a computer, if the caller can synchronize the call with a web presentation the visuali-
zation process would be facilitated. The problem is that there is only a short time span to 
get a person interested and the current tools are time consuming in terms of getting to the 
actual presentation.  

The main problem when backsourcing the function was the decrease in the rate of work. 

“We lost pace, we really lost pace.” (Respondent C, personal communication, 2005-12-
29) 
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Company Gamma had preliminary plans to backsource but when the supplier indicated 
that they were unable to cope with the current agreement everything happened very fast 
and company Gamma were left without an organization to deal with the function in ques-
tion. In cases like this it is always a risk of losing pace according to the respondent. 

“Other than that I don’t find it hard to recruit suitable persons for these functions.” (Respon-
dent C, personal communication, 2005-12-29) 

The company lacked the proper knowledge and tools to operate the function and the com-
pany hired a recruitment agency, which brought in one person to work as a telephone sa-
lesman and to work as a coach for the rest of the team. All of the personnel in this new 
function have been brought in from the outside. 

The calculations of the expenses for the backsourcing project has been correct but the re-
spondent points out that this was never a major concern, there has not been a great deal of 
posts requiring funds. Smaller equipment, a few computers, telephones and hubs were real-
ly all that was needed. 

“There were not a lot of things that would make the expenses shoot through the roof.” (Respon-
dent C, personal communication, 2005-12-29) 

The pace on the other hand has still not met the level it had when the function was out-
sourced. 

4.3.5 Respondent’s reflections 

What the company has gained from the backsourcing experience is that agreements must 
be better formulated. Incase the contract is broken and a function will be taken back in-
house the contract must include a transfer of knowledge so that even if the company is ill 
structured for the task it will at the least have the proper competence and can avoid a total 
collapse of pace. When the supplier broke the contract, company Gamma even though 
planning to backsource was left with an inadequate organization to operate the function. 
The contract was not terminated immediately but the time span was very short.  

The function in question is unlikely to be outsourced again in its current form. If new ser-
vices, which are easier to sell, are added to the selection then perhaps they can be out-
sourced. Outsourcing the booking of customer visits is also an alternative if that activity 
shows requirements of expansion. Not the sale itself, it is a function that is too important 
for the company. 
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5 Analysis 

The Analysis will interpret the empirical findings based on the theories presented in the frame of reference. 

5.1 General differences and similarities 

The three companies are very different concerning both the size of and business areas. 
Companies Alpha and Gamma are the most similar in respect to being large international 
service oriented corporations, although the Swedish branch of Company Gamma is signifi-
cantly smaller than that of Company Alpha. Company Beta is the smallest of the three and 
the only production oriented company. Juma’h and Wood (2000) suggest that there is more 
potential for a smaller company to outsource for reasons of economies of scale and that this 
is a strong motive to outsource. In this case, all of the companies would be categorized as 
smaller corporations in view of the fact that none of them can achieve economies of scale 
within the investigated functions; it is not in their nature. This was interestingly never a mo-
tive in the selected cases although company Alpha did mention that their mainframe opera-
tions have been outsourced for this particular reason. 

5.2 Business and outsourcing in general 

5.2.1 Core competences 

Company Alpha’s core competences are, according to Respondent A, concerned with eco-
nomics and legal matters and their aim is to be a serious provider and administrator of long-
term saving. This is a relatively wide categorization and the respondent does not further de-
scribe the significant competences involved. The answer given does however reveal a cer-
tain awareness of both their core competences and core activities. This is a prerequisite for 
making successful outsourcing decisions (Hamel & Prahalad, 1990, Harland et. al, 2005, 
Gottschalk & Solli-Sæther, 2005). 

Respondent B describes Company Beta’s core competences as project management, de-
sign, technical documentation, manufacturing and testing of final product. Similarly to 
Company Alpha, Company Beta show off a relatively wide categorization and the respon-
dent does not further describe the competences in possession that enables them to per-
form these activities in a satisfactory way. The core competences stated by Respondent B 
have basic differences in nature compared to those of Company Alpha. Respondent B’s 
statements are in fact more of core activities than of core competences, however when dis-
cussing another matter, the respondent points out that the production of small and me-
dium sized batches and efficient setting of machinery are areas that Company Beta are 
good at. This statement reveals more of Company Beta’s core competences than the re-
spondent’s answer to the specific question, indicating deficiencies in Company Beta’s un-
derstanding and definition of their own core competences. A correct understanding is a 
prerequisite for making successful outsourcing decisions (Harland et. al, 2005, Gottschalk 
& Solli-Sæther, 2005). Thus, the company illustrate a good orientation of their core activi-
ties and their capabilities (Hamel & Prahalad, 1990). To elaborate; even though Company 
Beta is unfamiliar with the term, they do have a good underlying understanding of their 
core competences. 

Similarly to the respondents above, Respondent C presents a wide and rather vague de-
scription of the core competences of Company Gamma, arguing that their core compe-
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tence is to help companies reduce tied up capital in customer claims. This statement is 
more of a customer offering than of a core competence and the respondent does not fur-
ther explain the necessary competences in achieving this offering. Correspondingly to the 
case of Company Beta, this indicates on deficiencies in Company Gamma’s understanding 
and definition of their own core competences and, to some extent, their core activities. As 
mentioned before, this is a basic requirement for making successful outsourcing agree-
ments (Harland et. al, 2005, Gottschalk & Solli-Sæther, 2005, Hamel & Prahalad, 1990). 

One major parallel among all companies investigated is that the respondents are more or 
less unable to clearly explain and define their core competences and core activities. Defining 
core competences is pointed out by Berggren and Bengtsson (2000) to be a difficult task. 
Although the core competences are not fully defined, all respondents show a clear under-
standing of the functions of major importance at their respective companies. 

5.2.2 General motives for outsourcing 

Respondent A is not aware of any explicit sourcing strategy at Company Alpha. The com-
pany does however analyze the connectedness of specific functions to the core compe-
tences continuously. In other words, Company Alpha devote to a basic sourcing strategy 
where all activities not concerned with the core competences can be up for outsourcing 
(Gottschalk & Solli-Sæther, 2005) and are fueled by the basic drivers of reduced costs and 
increased quality. (Fan, 2000). The type of activities that have been outsourced in the past 
with the main motives to reduce costs and increase quality fortifies the assumption of this 
basic sourcing strategy. Respondent A does not regard the process of backsourcing as the 
correction of a failure. Instead the company considers the entire process as a learning ex-
perience, providing the ability to build an even better function in-house. The motives for 
Company Alpha to outsource are identified as tactical (Johnson, 1997) when outsourcing in 
general. 

The overall reasons to outsource for Company Gamma are the same as Company Alpha’s, 
namely the possibilities for cost reduction and quality improvement. Also the general sourc-
ing strategies of these two companies are similar. The sourcing strategy at Company 
Gamma declares that the outsourcing alternative should always be considered when avail-
able. Based on this information one can argue that Company Gamma devote to a similar 
basic sourcing strategy (Gottschalk & Solli-Sæther, 2005) with the same basic drivers of re-
duced costs and improved quality (Fan, 2000). The main motives for outsourcing in general 
at Company Gamma are identified as tactical (Johnson, 1997) on the same foundation as 
Company Alpha. 

Respondent B claims that there is a distinguished sourcing strategy at Company Beta stat-
ing that the sourcing decision is dependent on the specific tendering to a customer. The 
sourcing strategy of the company can be stated as to find the best capabilities, in-house or 
at a supplier, to respond to individual customer demands. This statement gives the impres-
sion that Company Beta mostly outsources production related activities even though pro-
duction is acknowledged to be a core competence. Further on, Company Beta mainly out-
source in order to free up capital, shorten lead times, achieve better flexibility and utilize on 
competence not available in-house. These motives differ from the other two companies 
examined, and are not of the quick fix character, but rather more strategic in nature (John-
son, 1997). 

Although the outsourced functions of Company Beta often contain core competence, it is 
often on a short-term basis. Therefore the company is in line with Chorafas’ (2003) reason-
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ing, and there are ties to the author’s planning and evaluation system model. As Company 
Beta mainly outsource in order to propose competitive offerings to their individual cus-
tomers, the reasons for outsourcing are mainly concerned with cost reduction and utiliza-
tion on skill which entails that Company Beta have both tactical and strategic motives 
(Johnson, 1997) when outsourcing in general. The company has changed suppliers for their 
outsourced activities in the past. This has mainly been done as consequences of disclosed 
products and for consolidation of production at certain suppliers. Respondent B does not 
talk of any dissatisfaction with their outsourcing partners, which is a common cause of fail-
ure (Bonifasi et al., 2004, Chorafas, 2003, and Kippenberger, 1997). 

The general view on motives to outsource among the respondents is very much in line with 
Johnson’s, (1997), tactical motives. Cost reduction dominates the discussion among the re-
spondents in terms of general motives and is, according to the theories, the primary driver 
for outsourcing (Fan, 2000, Harland et al., 2005, Johnson, 1997, Fill & Visser, 2000). Com-
pany Beta, the only production oriented company, show tendencies to strategic motives 
(Johnson, 1997) when outsourcing due to their statement of capitalization on skill in refer-
ences to Chorafas (2003), although this reason is referred to as efficiency improvement. 

5.3 The outsourcing 

5.3.1 Motives for outsourcing 

Little is known of the motives for Company Alpha outsourcing their IT operations activi-
ties. Though, the fact that a consortium was formed to be able to get a better deal at the 
supplier suggests that a search for cost savings was evident. This is described as a tactical 
motive by Johnson (1997), however, the use of a consortium is definitely an act of strategic 
reasons (Johnson, 1997) as risk- and investment-sharing also were stated as motives to the 
outsourcing. From the information given about the mode of procedure and premises stated 
when analyzing the sourcing of activities, Company Alpha strives to improve service quality 
and their ability to improve focus on core competences. They are constantly revising their 
sourcing agreements. This contributes to the categorization of motives into Cluster 2 by 
Kakabadse and Kakabadse (2002). This also shows that the main reasons for Company Al-
pha outsourcing their IT operations activities were mainly tactical but there were also strate-
gic motives involved to some extent. The outsourcing of IT operations activities was evi-
dently not in-line with the overall tactical sourcing strategy present at the company. 

The main motive stated to outsource the specific production and assembly at Company 
Beta was to escape the necessary investment needs involved in managing the volume in-
crease of the particular product. By doing so, Company Beta shared some of the risks of 
increasing the production with an external supplier, a strategic motive according to John-
son, (1997). Another strategic motive involved is the timely aspect, as the company did not 
have to spend time re-engineering their internal function. There was however tactical rea-
sons involved as well. By outsourcing, Company Beta was able to cut costs, the most im-
portant tactical reason according to Johnson (1997). By outsourcing their production activi-
ties to avoid necessary internal investments and to gain access to new technology and skills 
their motives can categorized into Cluster 3 (Kakabadse & Kakabadse, 2002). Company 
Beta had two major expectations when outsourcing the specific activity, namely, reduced 
costs and increased flexibility. These are two of the most commonly stated motives for 
outsourcing (Fan, 2000). Another fact in line with Fan’s (2000) reasoning is that not only 
one motive was present. This makes the categorization of motives into the Kakabadse 
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(2002) clusters a rather complex task. The outsourced activity concerns production and as-
sembly. Production is considered a core competence or at least a core activity at Company 
Beta and the outsourcing of it is conflicting with the ideas to keep core competences in-
house (Gottschalk & Solli-Sæther, 2005, Harland et. al, 2005, Kakabadse & Kakabadse, 
2002). However Kakabadse and Kakabadse, (2002) also argues that the management of 
successful contractual agreements can be seen as a core competence itself and will lead to 
competitive advantage. This is definitely the case at Company Beta as the dealing with con-
tractual agreements constitutes one of their most important overall activities. 

Company Gamma was in need of expanding their sales function in a short amount of time 
and lacked sufficient resources and capabilities to do so. This is a clear example of what 
Johnson (1997) refers to as a strategic motive. Given the limited time span of the agree-
ment, outsourcing was used as a tool to fulfill the organizational changes necessary to oper-
ate an expansion of the function. This is, according to Johnson (1997), how outsourcing 
should be viewed and used. After the realization of needing to expand the function there 
was still some uncertainty in whether expansion was the appropriate solution. The stated 
motive, a part from the timely aspect, was to let professionals manage the function. This is 
acknowledged by Johnson (1997) and Chorafas (1998) and is specified as a strategic reason 
by Johnson (1997). Between the lines another motive can be recognized, namely that of us-
ing outsourcing as means to acquire knowledge. This shows great similarities to Cluster 3 
(Kakabadse & Kakabadse, 2002). This also shows resemblance to Respondent A’s view that 
outsourcing is a learning experience. The views differ by the notion that Company Gamma 
actually considers this a motive. The company could view the process without any particular 
risks and gain knowledge of how the function should be operated. 

The motives among the companies are for the most part categorized as strategic, although 
the main motives for Company Alpha were of tactical nature. For Company Beta some tac-
tical reasons where demonstrated as well, making the cluster categorization difficult. The 
foremost reasons however form the basis for the categorizations. There is a remarkable dif-
ference between the respondents’ statements of overall motives for outsourcing and the 
motives for the respective cases. The reasons for outsourcing in general are mainly tactical 
while the motives for the investigated cases are predominately strategic. 

5.3.2 Implications of outsourcing 

Company Alpha was not satisfied with the outcome of the outsourcing agreement. The ex-
pectations of reduced costs and improved quality were not met. This can be related to the 
fact that there are often hidden costs that are not always evident (Chorafas, 2003). The un-
satisfactory result is likely to derive from the contract not being prepared for the companies 
involved developing in different directions. This indicates insufficient planning and evalua-
tion of the outsourcing. Chorafas, (2003), stresses that it is important to thoroughly project 
the potential cost benefits gained and the possibilities of attaining these when outsourcing. 
Respondent A does state that the poor result has a direct connection to the formulation of 
the contract. The respondent does not blame the failure on the supplier completely and 
points out that Company Alpha did have a part in the failure. Many of the traps concerned 
with outsourcing, listed by Bonifasi et al. (2004), became evident for Company Alpha. The 
managerial commitment in the outsourcing agreement could have been better. Communica-
tion deficiencies between actors of the deal and within the organization were definitely an 
issue overlooked. The overall risks involved could have been better mapped. 
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Whilst the function was outsourced Company Alpha altered their corporate structure and it 
became evident that all the companies constituting the consortium evolved in different di-
rections. The supplier showed little ability to adapt to these changes resulting in evolving 
conflicts between all parties involved. Kippenberger, (1997), has detected this phenomenon 
and relates it to differences in company cultures and that a contractor cannot fully adapt to 
the beliefs and assumptions of its clients. Bonifasi et al. (2004), also observe this situation in 
one of his ten outsourcing traps to avoid, namely: Not recognizing the impact of cultural 
differences. Two other traps that could be derived to the consequences of a changing com-
pany structure when outsourcing are: Lack of an outsourcing communications plan, and 
Failure to recognize outsourcing business risks. Many of these issues could have been com-
pensated for in the formulation of the contract (Logan, 2000) and the negative effects from 
the development of the actors’ in the outsourcing agreement could have been relieved by 
the proper designing of an outsourcing life cycle methodology (Bonifasi, et al. 2004). 

Respondent B claimed that the outsourcing agreement showed overall good results. The 
expectations of increased flexibility and the level of quality delivered were satisfactory. 
Kakabadse and Kakabadse, (2002), stresses that these are common outcomes from success-
ful outsourcing deals. However, the cost became an issue as currency fluctuations emerged 
that the supplier could not compensate for. This can be related to the fact that benefits in 
terms of lower costs are not always evident (Chorafas, 2003). As for the case of Company 
Alpha, this indicates on insufficient planning and evaluation (Bonifasi, et. al, 2004, Logan, 
2000). Clearly the currency issue was not considered when planning and evaluating the deal. 
The strategic implications of the outsourcing seemed insignificant at the time of the out-
sourcing but became evident when the investment need occurred. By outsourcing, Com-
pany Beta did not have sufficient internal production to motivate the procurement of new 
technology needed later on. Kippenberger, (1997) has noticed this phenomenon and states 
that one single outsourcing project can affect the entire organization of a company as a 
whole and that every gain in short-term efficiency results in a potential loss of strategic ca-
pability, hence, the activity was backsourced. 

Both Company Gamma and the supplier experienced poor results from the outsourcing 
deal. The dissatisfaction was not considering the expectations of reduced costs and im-
proved quality but more of how the supplier managed to perform the activity. Kakabadse 
and Kakabadse, (2002), stress that ill-defined service agreements and setting of unrealistic 
goals may cause an outsourcing deal to be cancelled. This was definitely the case as Com-
pany Gamma provided information of potential customers but left the supplier with more 
or less free reins. Two of the ten traps of outsourcing, presented by Bonifasi et al. (2004), 
can clearly be identified in this case. There was definitely a lack of communication between 
the parties concerning demands and capabilities and the way Company Gamma provided 
information and expertise to the supplier should be criticized. As for the other two cases, 
much of these obscurities can be blamed on the formulation of the contract (Logan, 2000) 
and the designing of the outsourcing life cycle methodology (Bonifasi, et. al, 2004). 
Chorafas, (2003), stresses that it is important to thoroughly project the potential cost bene-
fits gained and the possibilities of attaining these when outsourcing. Company Gamma had 
good expectations on the performance of the outsourced function but the possibilities of 
these to incur had not been properly investigated.  

In both Case Beta and Case Gamma the selective outsourcing path was applied (Kern et. al, 
2002) by outsourcing only some activities of the total production and sales function. Both 
companies also outsourced partly for strategic reasons (Johnson, 1997). These two aspects 
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combined is a very good prerequisite for good outsourcing agreements. Despite an overall 
high success rate of companies dedicated to this path, Company Beta suffered from low in-
ternal occupation of machinery and Company Gamma had difficulties coordinating the in-
ternal and outsourced activities of the function. For both companies the outsourcing led to 
capability- and strategy-implications and consequently the agreements were called off. It all 
comes down to the classic argumentation of keeping core competences and core activities 
in house (Gottschalk & Solli-Sæther, 2005, Harland et. al, 2005, Kakabadse & Kakabadse, 
2002). In Case Alpha the total outsourcing path was applied (Kern et. al, 2002). The out-
sourcing agreement showed bad results, a common outcome for companies devoting to this 
path. Even though Company Gamma have always known that the sales function is an activ-
ity of importance and even considered a core activity, the experience have led to an under-
standing that the activity should always remain in-house. This insight would not have been 
attained without engaging in the outsourcing process. The gained knowledge aids the im-
provement of the function. Though Company Beta has backsourced the specific activity, 
they are not unfamiliar to outsource it, or parts of it, once again. This matter descends from 
the sourcing strategy at the company and new competence or technology will not be ob-
tained for the account of individual customers. 

In Case Alpha, more of a total outsourcing path was chosen (Kern et. al, 2002). The com-
pany had few or any internal IT operations activities left in-house after the outsourcing. 
Companies devoting to this sourcing strategy show overall low success (Kern et. al, 2002) as 
was the case for Company Alpha. The restructuring of the organization resulted in access to 
internal IT operations activities in one of the later stages of the outsourcing agreement. In 
contrast to the other two cases, Case Alpha did not involve any outsourcing of core compe-
tences. The cause of failure is in this case more of a combination of the applied outsourcing 
path and, as mentioned before, insufficiencies in the design of the contractual agreement 
(Logan, 2000), insufficient managerial commitment and communication deficiencies (Boni-
fasi et. al, 2004). 

5.4 The Backsourcing 

5.4.1 Motives for backsourcing 

The main motives for Company Alpha backsourcing their IT operations function was the 
implications that arose from the outsourcing agreement. During the outsourcing, the com-
pany experienced declining service level and little elasticity in the contract. These motives 
belong to the most frequently stated reasons for backsourcing (Andrade & Chapman, 
1998). 

At the time of the outsourcing, the company was more or less an independent unit of a 
parent company. The units in the parent company all had their own supportive functions. 
At this point, Company Alpha did not have the ability to achieve economies of scale inter-
nally in their IT operations function, hence the function was outsourced. However, during 
the outsourcing period structural changes in the parent company occurred and the organi-
zation became more homogeneous. The restructuring involved consolidation of the sup-
portive services entailing that one IT operations function could support the entire parent 
company. The advantages of economies of scale facilitated by outsourcing, (Juma’h & 
Wood, 2000) could now be achieved internally since the supported functions increased in 
magnitude. By backsourcing the activity, Company Alpha could both have total control by 
designing a functions centre that could fully match the company’s needs (Andrade & 
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Chapman, 1998) and internally prosper from the advantages of economies of scale. In this 
way Company Alpha had the ability to reduce the costs of the activity, stated as an addi-
tional motive for backsourcing by Andrade and Chapman (1998). 

The outsourcing agreement in Case Beta did not live up the expected level of cost reduc-
tion, the main reason stated for Company Beta backsourcing the production and assembly 
of the component was an investment need in their internal production plant. To better jus-
tify these investments, a higher level of occupation of the concerned machinery was de-
sired. The particular production outsourced was suitable for the machinery of concern and 
there for the activity was backsourced. The acquiring of new technology is an interesting 
part of the backsourcing project at Company Beta. Andrade and Chapman, (1998), argues 
that the insourcing of an activity may only require minor adjustments to present activities if 
only parts of an activity was previously outsourced or if the company is performing similar 
activities in-house. Both of these alternatives were present for Company Beta. New tech-
nology was acquired, but not as a result of backsourcing. Bringing the function in-house 
was more of a prerequisite for the acquisition of new technology as a better utilization of 
the new machinery could be found. In this case the theories about technology acquisition 
when backsourcing are reversed. To sum up, Company Beta backsourced mainly for strate-
gic reasons. The outsourcing showed overall good results with the exception of unsatisfac-
tory cost savings that could have been taken care of by securing the exchange or changing 
the supplier. The outsourcing process it self was successful but it entailed intangible effects 
on the organizational capability became apparent while the function was outsourced. 

The inadequate results lead to the agreement between Company Gamma and the supplier 
being cancelled. This is not an uncommon outcome of outsourcing agreements (Kakabadse 
& Kakabadse, 2002). The company was not satisfied with the service level at the supplier, 
the most common cause for backsourcing, according to Andrade and Chapman (1998). Re-
spondent B also mentioned credibility issues, identified as a motive by Sullivan (2005). As-
suming the outsourcing motives presented by Johnson (1997) is applicable in re-sourcing 
decisions such as in- or backsourcing, the process initiated by Company Gamma can also 
be said to derive from motives of strategic nature. In this case however, considering that 
the company in fact viewed the sales function as part of the core competence of the com-
pany most theories suggest that the function should not have been outsourced in the first 
place (Gottschalk & Solli-Sæther, 2005, Harland et. al, 2005, Kakabadse & Kakabadse, 
2002). The activity’s connectedness to the core competences and the importance of the en-
tire function remaining in-house became evident during the period of outsourcing. This 
can be related to Sullivan’s (2005) arguing to embed company knowledge into business 
functions. 

In all the cases, similarities between the motives to outsource and backsource are evident. 
Company Alpha outsourced mainly to reduce costs and improve quality and, consequently, 
backsourced for the same reasons. Company Beta and Company Gamma both outsourced 
and backsourced for strategic reasons. The reason for Company Beta outsourcing was to 
compensate for changing demand, i.e. market changes, and the backsourcing was to facili-
tate for investments, i.e. company-level changes. 

The only company that backsourced mainly to compensate for implications and unsatisfied 
expectations was Company Alpha. By backsourcing, the company was able to achieve 
economies of scale internally and attain a higher service level with cost and quality as pri-
mary drivers. Company Beta was overall satisfied with their outsourcing agreement, with 
reservation for unfulfilled cost savings, still they decided to backsource. Company Gamma 
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was unsatisfied with their outsourcing agreement. Though, the main motive for the back-
sourcing was the realization to keep all activities of the function in-house. 

5.4.2 Deciding to backsource 

The companies had different views of the aspects when deciding to backsource, listed by 
Chorafas (2003). For Company Alpha the aspect of achieving economies of scale internally 
was the most significant. For both Company Beta and Company Gamma the activities’ 
connectedness to their respective core competences where the aspects of major impor-
tance. From the information given there is an apprehension that all companies, more or 
less, followed the Strategic Planning System model described by Andrade and Chapman 
(1998). Although, all respondents agree that the vital transition plan could have been de-
signed more properly. 

Andrade and Chapman (1998) further argue that the decision to outsource often springs 
from a change in approach to the certain activity, re-evaluating it from marginal to value-
holding. Of the cases investigated, this is most evident for Case Gamma. 

5.4.3 Implications when backsourcing 

The empirical study does not imply that any of the theoretical complications of insourcing 
or backsourcing e.g. the loss of competence has been present in any of the cases although 
backsourcing at times has been proven a difficult task. In the case of company Gamma one 
cannot argue that their knowledge has faded since it was never there in the first place. The 
problem of diminished knowledge can be considered an obstacle that company Alpha cir-
cumvented by recruiting new competence centered around the little but modern compe-
tence that could still be found in-house. All of the restructuring was done in consideration 
to this existing knowledge. For company Beta this has not been an issue of concern; the 
backsourced function possesses all the characteristics of other performed functions. None 
of the companies recruited personnel from the previous supplier which is a common way 
when staffing the new internal function (Andrade & Chapman, 1998). 

Andrade and Chapman, (1998), describes that the procurement of competence and tech-
nology could be an issue when backsourcing an activity. However, since the activity out-
sourced was adherent to Company Beta’s core competences, technology and competence 
was not really an issue. The necessary competence was already in-house. Personnel had not 
been resigned or transferred to the supplier.  

Complications in terms of technological requirements have been present in all cases. Par-
ticularly Company Alpha, who had undertaken the largest project of the three companies, 
was in need of new technology for a successful implementation of the function in question, 
a situation observed by Andrade and Chapman (1998). This also implies a complication in 
terms of additional expenses. No heavy investments were required for Company Gamma, 
only minor equipment i.e. telephones, computers, and hubs. Company Beta on the other 
hand had visions of larger investments in machinery but these could not be justified with 
the relatively low capacity presently used. This actually came to serve as a motive for back-
sourcing. If the outsourced function returned, the used capacity of the machinery would 
increase facilitating the justification of new investments.  

Harland et al. (2005) and Gottschalk & Solli-Sæther, (2005) point out that one should never 
outsource core competence related activities. Yet, company Beta and company Gamma 
both outsourced functions that they perceived to be core competence activities or at least 
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contained core competence. Disregarding the fact that a company’s core competence is dif-
ficult to identify (Berggren & Bengtsson, 2000). Both of the companies have in fact been 
involved in outsourcing deals that has been beneficiary for the companies. One of the ma-
jor similarities between these two corporations is that they both outsourced with strategic 
motives. Surly there can be negative consequences of keeping a function outsourced in the 
long-term. Nevertheless this proves that outsourcing can be used as a tool to realize short-
term organizational objectives, even when outsourcing parts of the core competences, at 
least for strategic reasons and again disregarding the identification problems of core com-
petence. 
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6 Conclusions 

This chapter will answer the stated purpose with conclusions drawn from the previous chapter. 

The purpose of this study is stated to determine whether backsourcing is merely a tool to 
correct the implications of unsuccessful outsourcing agreements or if there are other un-
derlying motives to the process. After having analyzed the empirical findings in the light of 
the theoretical framework chosen the purpose has been fulfilled. The authors argue that the 
stated research questions have been answered in the analysis chapter and will therefore not 
further be discussed in this chapter. 

Companies tend to use backsourcing to correct the implications of unsuccessful outsourc-
ing agreements to some extent. The coin however always has two sides and the correction 
of direct outsourcing implications is not the only aspect to the phenomena of backsourc-
ing. To categorize, there are both direct and indirect implications of outsourcing triggering 
a backsourcing decision. Direct implications are e.g. loss of competence, forthcoming cost 
reductions and loss of flexibility. All investigated companies suffered to some extent of dif-
ferent kinds of these direct implications. Indirect implications, on the other hand, are more 
intangible effects of the organization as a whole, concerning e.g. reduced capability to an-
swer to market needs and performance reduction of the function as a whole. These kinds 
of implications may not be noticeable at the initiation and running of the outsourcing 
agreement and the activities may be performing well undertaken by an external supplier. 
Instead these implications become evident in times of market- or organizational change, 
making the company less flexible than if the function was still in-house. In the same way, 
outsourcing some activities of a specific function may lead to negative implications to the 
overall performance of this particular function. 

Therefore the answer to the stated purpose is that backsourcing is a tool to correct the im-
plications of outsourcing agreements. Though, the backsourcing may not always be the 
consequence of an unsuccessful outsourcing agreement, i.e. the correction of direct impli-
cations. The agreement may show overall good results but affect the function or organiza-
tion negatively, i.e. correction of indirect implications, and thus, still be backsourced. 

It is however important to notice that the process of backsourcing is not merely a correc-
tion of outsourcing implications, direct or indirect. The process may actually facilitate the 
determining of the core competences and core activities of the company and entail knowl-
edge and experience of how the function should be operated for best result. This is specifi-
cally noticeable for Cases Alpha and Gamma. This aspect can be drawn even further as 
Company Gamma outsourced activities containing core competences but, in the long run, 
managed to turn the outsourcing-backsourcing process to a successful experience concern-
ing major gains in organizational and functional knowledge. 
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7 Final discussion 

The authors’ own opinions about the process of backcourcing. Criticism and suggestions for further research 
are also presented. 

7.1 Self criticism 

Throughout this thesis the main area of concern in regards to the validity has been the 
rather limited selection of respondents as well as lack of literature relevant to the area of 
backsourcing.  

The lack of literature does weaken the thesis in the areas of in- or backsourcing. The ab-
sence of a proper definition of insourcing has further increased the problems of finding 
relevant literature. Many articles, books and companies claiming to involve insourcing have 
actually shown little or no relevancy to chosen definition. Consequently the term has been 
described by means of outsourcing which might not be the most suitable alternative. 

One can argue that the deductive nature of the study might not have been the appropriate 
approach in regards to the literature of insourcing. This area, in contrast to the area of out-
sourcing, clearly lack sufficient theories and models. That this might not have been a suit-
able approach is based on the fact that the circumstances concerning the approach will not 
result in any new theories of insourcing. On the other hand, given the amount of research 
within the area of outsourcing the approach of the study is appropriate. 

The limited selection of respondents is also an area of concern. It has throughout the proc-
ess of conducting this study been difficult to come across companies that have been in-
volved with in- or backsourcing. This can obviously be traced back to being a rather new 
phenomenon. Another more personal thought is that there is a substantial issue of pride in 
an insourcing decision. It is a way of admitting that a wrongful decision has been made. 
Rather than admitting to this, the outsourced function or activity is simply relocated to a 
new supplier. The whole issue of insourcing is a delicate matter, this is indicated by the fact 
that all of the respondents chose to remain anonymous. In any case the thesis would bene-
fit from more respondents in general, and also from respondents with other ties to the 
backsourcing. All of the respondents are also more in relation to the backsourcing than the 
initial outsourcing. Better balance could have been achieved had more literature on insourc-
ing been available and had respondents with greater involvement in the respective out-
sourcing project been available. 

It was desirable to conduct the interviews in person however all of the respondents were 
limited by time restrictions which only allowed for one interview per case. 

7.2 Further research 

Backsourcing is a relatively new phenomenon and there is little research done within the 
area. The most apparent suggestion for further research in this subject is to investigate the 
long-term effects and implications of the phenomena. As non of the companies partaking 
in this study had fully completed their backsourcing projects, this was something not avail-
able for this study but definitely something that would be interesting to investigate.
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Appendix A 

Interview Guide 

General questions concerning business and sourcing strategy. 

• What do you consider to be the core competences and core activities of your com-
pany? 

 

• How well known and accepted is outsourcing as a phenomenon in your company? 
 

• Does your company have a pronounced sourcing strategy? 
 

• Has the share of outsourced activities altered over the time at your company? 
 

• What do you consider to be the most important reasons for the outsourcing of an 
activity or a function to an external provider? 

 

• What is your area responsibility at your company? 

 

Questions concerning specific activity 

Outsourcing 

• What previously outsourced activity is now insourced to an internal activity to the 
company? 

 

• Why was the activity outsourced in the first place? Alternatively: Why was the activ-
ity decided to be provided from an external supplier instead of performing it inter-
nally?  

 

• How did you decide to no longer perform the activity internally? What where the 
main motives for outsourcing the activity? 

 

• Where alternatives to outsourcing discussed in the decision process? 
 

• What type of agreement was agreed between your company and the supplier in 
question? I.e. management, information sharing, feedback etc. 

 

• What where your expectations on the outsourcing agreement? 
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• How well where these expectations incorporated? 
 

• Why did you chose to break/not regenerate the contract with the concerned sup-
plier? 

 

• Have you ever changed supplier for the current activity during the period it was 
outsourced? 

 

• What is the relation between the previously outsourced activity and other activities 
of the company? 

 

Insourcing 

• Why did you decide to backsource the particular activity? 
 

• What advantages do you hope to earn by bringing the activity inhouse? 
 

• Did you consider alternatives to the backsourcing, i.e. another supplier? 
 

• What was the time-span for the insourcing project? Alternatively: How much time 
is the outsourcing project estimated to take? 

 

• Have you experienced any problems or difficulties during the insourcing project? 
 

• Was the necesary competence and technology for performing the activity inhouce 
or was there a need for competence or technology procurement? 

 

• Did the actual costs for the insourcing project correspond to the prognosis? Did 
any unforeseen costs appear along the way? 

 

• How has the insourced activity affect the organization as a whole, i.e. business area,  
market area etc? 

 

• How have the relationships between the previously outsourced activity and other 
activities within the company been affected after the insourcing? 

 

• Is the insourcing a consequence of new strategies or goals for the company? 
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• What would you have done different if you where to perform an insourcing project 
again? 

 
What would make you outsource the particular activity once again? 


