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The Relationship Advantage as
Practice: Reflections

INTRODUCTION

The cross-case analysis in the previous chapter illustrated the adequacy of our
framework in characterizing IT outsourcing relationships. Prior to that, the
individual case analyses in Chapters 3–7 elicited a number of strong links
between the dimensions which, combined with Chapter 8’s detailed analysis,
provide a number of important pointers for outsourcing relationship manage-
ment. This section makes use of the framework in a normative sense to deter-
mine a number of critical propositions for relationship management practice.
We also suggest some small but important revisions of the framework, for future
use by practitioners.The discussion below follows closely the main dimensions
of the framework, and, for coherence in the discussion, some repetition here of
findings from the previous chapter is inevitable.

Based on the comprehensive analysis we carried out in this book on IT out-
sourcing, and the relationship dimension, we will now reflect further on the evi-
dence and elicit key learning points and relationship management pointers. In
the second part of this chapter we identify three ways of thinking about, and
striving for understanding of the possible relationship advantages to be gained.
We structure these discussions by way of three additional frameworks that can
be used by practitioners as they debate, move towards, or are heavily involved
in IT outsourcing. The first issue is the nature of the Winner’s Curse in IT out-
sourcing, and how its risk can be minimized. The second issue is diagnosing
the type of IT outsourcing arrangement you might be involved in, and the impli-
cations this will have for the relationship dimensions. The third relates to the
six phases of an IT outsourcing arrangement identified by earlier research in
which we participated. The evidence in this book strongly corroborates the use-
fulness of thinking in these terms. Therefore we describe here the framework,
and use the case histories to pull out the implications for managing relation-
ships across the six phases of our relationship framework.
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RELATIONSHIP MANAGEMENT: PRACTICAL
IMPLICATIONS

Although the analytical framework (see Chapter 2) depicts relationship man-
agement as static and systematic, in actuality it has to be very iterative and
dynamic. Van de Ven and Ring (1994) argued—correctly—that relationship
management is cyclical rather than sequential, and suggested that relationships
are maintained ‘not because they achieve stability, but because they maintain
balance between formal and informal processes’. Our framework actually
acknowledges this aspect and addresses it indirectly through the ‘time element’.
A constant interplay between the relationship dimensions occurs over the life-
span of the venture. In practice, the unidirectional flow of the diagram is deceiv-
ing, as it only refers to the passing of time.

As part of this dynamism, it is clear that the relationship dimensions we iso-
lated for analytical purposes have an intrinsic dynamism. They interpenetrate
and have mutual effects on each other, and in combination affect other factors
in the IT outsourcing arrangement. The five figures in the sections below sum-
marize the cross-case analysis findings of the strongest cause and effect links,
and present an indicative value judgement of their positive and/or negative
impacts. Since these links identify the main relationship management issues that
client and vendor organizations were confronted with, the authors point to an
understanding of these as being critical for developing robust relationship man-
agement practices.

Outsourcing Intentions in Relationships

Unlike the framework’s suggestion, Figure 9.1 shows that outsourcing intent
primarily affects the contract, the structure, and the efficiency outcome of 
the venture. Still these findings corroborate the position of intent as an input
dimension of the relationship, and as the measure against which to evaluate its
efficiency outcome. Since managers’ tasks and actions tend to be directed by
outsourcing intentions, it seems paramount that these are pervasive. Financial,
business, and technical intentions can be readily communicated to managers
across the organization for they can be formalized. However, those intentions
that focus on ‘reciprocity’ or partnering can only be stated as a directive, as
the transfer of ‘soft’ intentions, behaviours, and established relations is in-
feasible (as we saw in Xerox’s case). This needs to be taken into account when
planning intentions and for managing organizational expectations.

Outsourcing intent affects the contract as the promises agreed to, in essence,
should reflect the client’s objectives. All cases illustrated that the core objec-
tives pursued were ingrained into the shape, structure, and nature of the
contractual arrangements. Decisive for relationship management here is the
‘tightness and looseness’ of the requirements specified in the contract. This
determines, in respect of relationship management, the degree to which
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managers can depend on the contract as a guide to effectuating the arrange-
ment.

In terms of structure, strategic intent prescribes the size, complexity, and sta-
bility of the venture. These are decisive factors influencing relationship man-
agement, defining for example the extent and costs of the deal, the number of
suppliers, and the length of the venture. Hence, strategic intent will also inform
the resources to commit to the management structure for handling the rela-
tionship. The findings generally suggest that for any deal resourcing should
span four groups of management that include senior oversight managers, senior
operational managers, operations managers, and technical managers. The num-
ber of managers involved depends in part on the organization’s management
culture, the size, and the complexity of the undertaking. For example IR started
with a team of forty managers, whereas ESSO had only four managers.

Strategic intent also affects the outcome of the outsourcing venture in terms
of outlining the client’s objectives. This implies that depending on the out-
sourcing intent, procedures need to be put in place that ensure achieving the
objectives and managing the expectations. The negative effect of intent on
outcome occurs when the objectives are not clear. In their study of fifty deals,
DiRomualdo and Gurbaxani (1998) found poor outcomes are often due to
unclear intentions and goals, and not aligning these with the contract and rela-
tionship. Xerox and the IR case illustrate such circumstances, where intent is
so dynamic and uncertain that few clear goals can be pursued. In turn, rela-
tionships also suffer when strategic goals are at a too high level to inform local
operations, or be influenced by local intents and conditions.

Contract Management in Relationships

The contract not only outlines the ‘bare bones’ of the deal, it assumes a much
more active role in relationship management. Indeed, the contract governs rela-
tionships over their lifespan. The framework, therefore, argues that the con-
tract is implicit to most interorganizational operations—be they strategic,
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Fig. 9.1. Intent links



technical, or operational in nature. It often delineates the area of operation,
circumscribes the tasks and activities, and identifies key deliverables for the
short and long term. Therefore, it should not be perceived just as a ‘shield and
sword’ as lawyers so often emphasize, but as an integral means to clarify, guide,
and aid managers in achieving the outsourcing intentions. In line with Macneil’s
(1974a, 1974b) and Macaulay’s (1963) suggestions, the cases illustrate that con-
tracts are essentially vehicles for ‘relational development’. Managers on both
sides, especially during the transition period, look to the contract to provide
structure to their operations and to describe their roles and tasks. Contract
management in this respect was found to have a positive and negative impact
on structure, interactions, behaviour, and efficiency outcome of relations (see
Figure 9.2).

In terms of delineating the relationship, the contract incorporates a macro-
structural overview of the deal. This comes back to the ‘bare bones’ notion
identifying the parties involved (i.e. size), outlining to a certain degree the com-
plexity, specifying the length (i.e. stability) of the venture, and giving some indi-
cation of key individuals and processes (as for example in the IR). The case
findings suggest all of these should be integrated into the contract, as well as
details of the management structure. The cases highlighted the problems that
emerge when they are not. In terms of managing structural issues, the contract
managers or contract group will then assume an important oversight and
control function of the relationship. They will become a key reference point for
problem adjudication and performance monitoring at the operational level.

The contract, and particularly the degree of promissory clarity, has a strong
impact on the exchange content, i.e. service levels. In terms of management this
link determines whether client managers are able to monitor and oversee the
vendor’s performance, and generally control their outsourcing destiny, or not.
The importance of this causal link emphasizes the criticality of short-term
clarity and long-term requirement transparency. Presentiation of services in
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turn needs careful planning and regular review to ensure interactions remain
accurate. Good practice according to the findings suggests that contracts should
be realigned and updated to ensure representativeness either on an annual or
at least on a two-year basis.

The contract also sparks a particular set of behaviours in managers with both
positive and negative effects. Most commonly, it gives rise to a sense of power
or dependency (Lacity and Hirschheim 1993; Kern and Silva 1998). Operation
managers should be particularly aware that this will affect their attitudes in
terms of being cooperative or in control.

Finally, contract management influences relational efficiency and outcome.
It is evident that contractual uncertainty in terms of promissory clarity and pre-
sentiation will increase transaction costs, as it raises coordination efforts. The
issue of bounded rationality will undoubtedly arise as it is impossible for man-
agers to foresee and unambiguously define every contingency that could pos-
sibly be relevant (Blois 1996). This will in turn invite vendors to behave
opportunistically. The contract plays an important part in compensating for
uncertainties, while it may equally introduce uncertainties. In terms of out-
comes it is important that contracts state explicitly what is expected from the
supplier. Only by carefully stipulating the requirements and managing the con-
tract will clients achieve their outcomes. However, bounded rationality always
needs to be taken into account—a key role, indeed, of relationship manage-
ment.

Structure in Relationships

Structure was shown to be a surprisingly overlooked aspect in relationship
management. In fact, mismanaged structure was responsible for the greatest
relational problems. The most common issues were misalignment of either
party’s management structure resulting in operational and/or management
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‘bottlenecks’ and asymmetric centrality of information. Structure in general has
a wide impact, but at the micro (i.e. relationship) level it particularly affects
interactions, behaviour, contract, and the efficiency outcome of relations
(Figure 9.3).

A well-functioning management infrastructure that is sufficiently resourced
in terms of vertical and occupational density had a positive impact on man-
agerial behaviour. It increased willingness to cooperate and allowed relational
trust to evolve. The impact further gives rise to what Uzzi (1997) calls ‘embed-
dedness’ of relationships, which becomes particularly explicit with the arrival
of joint problem-solving, trust, and rich information sharing. The effects of
embeddedness can lead to substantial economic and relational benefits (as
ESSO and BAe experienced). However, structure can also have negative behav-
ioural effects, particularly when management resourcing problems persist over
time or when the centrality of information is one-sided (e.g. in the Xerox-EDS
case).

An appropriately resourced management structure is critical for effective
communication in the relationship. This raises the stakes of having an appro-
priately resourced structure in terms of its vertical-occupational density.
Successful relationship management has been shown to depend on the ‘sharing
of rich information’ at all levels of the management structure. The findings
suggest management representation needs to include senior management, a
senior operations manager, an operations manager (multiple tasks of strategy,
contract, and technical oversight) and technology managers. The work by
Feeny and Willcocks (1998) as outlined in Chapter 1, receives further endorse-
ment here. Effective communication becomes particularly important if the
objective is to access value-added benefits. Structure has also been found to
influence negatively the contract in situations of considerable complexity and
size; the reason is that both size and complexity make promissory clarity and
presentiation difficult to achieve (cf. Xerox, IR, and BAe). In turn, manage-
ment should be prepared to encounter significant relational inefficiencies and
difficulties in such situations where a sizeable proportion is outsourced and/or
those functions contracted out entail substantial complexities. Therefore, an
adequately resourced management team with expertise in contract management
seems fundamental.

The findings further suggest that structure has a significant positive and/or
negative effect on the relationship’s efficiency outcome. Its primary impact is
on transaction costs, and the degree of customization and uncertainty reduc-
tion experienced. Coordination, i.e. transaction costs escalated in those cases
where an inadequate management team operated that subsequently had to be
revamped and enlarged. The case findings also revealed that as complexity
increases, so will specificity, uncertainty, and coordination costs. BPX’s incre-
mental outsourcing approach is a prime example. However, complexity costs
can be controlled through formalizing requirements early on (diminishing
uncertainty), updating service levels regularly, and closely overseeing the
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vendor’s performance. These tasks become particularly important since an
increase in complexity proportionally increases transaction specificity. As the
need for customization increases, so also does the pressure on the relationship
and the venture to be efficient. The relationship management task, in turn,
becomes one of handling this tension.

Interactions—Process Management in Relationships

Process management in outsourcing is a relatively uncharted area and this study
makes a positive contribution to its understanding. The framework prescribes
processes as exchange, normative, and communication, and characterizes these
along the lines of formal, informal, and/or standardized (i.e. institutional).
Figure 9.4 depicts how interactions primarily affect contract, behaviour, and
efficiency outcome. The study’s findings revealed that the core focus of process
management is on exchange and communication. Operational managers thus
need to concentrate their activities on planning, monitoring, and controlling
these aspects in relationships.

One interesting finding is that interactions tend to negatively influence con-
tracts. How does this happen? After all, some would argue, as we sometimes
found, that interactions are positive in that they can fill in for incomplete,
ambiguous contracts. But through interactions, exchange content changes and
adapts over time to requirements, and as these change, contracts become unrep-
resentative and incomplete. New norms may develop as customs and practice
render the contracts less representative. This may have a positive side, but what
happens if a large discrepancy develops between the contract and informal
custom and practice about acceptability of what is delivered and how? To
reduce the negative impacts this can have, it is important to ensure that any
changes are documented so that they can be integrated at a future contract
alignment or update stage. Regular formal updates are fundamental. If they
are neglected and dispute situations arise, parties will not have too few secure
reference points for adjudication.
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Moreover, interactions were found to have a positive and negative behav-
ioural impact in terms of exchanges and communication. Clarity in terms of
exchanges can help to balance the degree of dependency. Exchange content
clarity gives operations managers the means to control vendors’ performance.
A similar situation was evident for communication. Information generally gave
managers power to monitor, enforce, and reward vendors. Asymmetry in either
of them towards the vendor was found to put serious strains on the relation-
ship, which stresses the importance of ensuring control over processes.

Most critical for the efficiency of the relationship was the exchange content’s
impact on the degree of uncertainty in the venture. Clearly, the uncertainty sur-
rounding the core process of exchange in the relationship causes operational
difficulties for managers, often giving rise to increased coordination costs and
potential threats of opportunistic behaviour. Conversely, a high degree of
clarity has a positive mediating affect on uncertainty and will minimize coor-
dination costs and opportunism. This again implies careful management of
exchange content in terms of clarity, completeness, and comprehensiveness.

Behavioural Impacts on Relationship Management

As noted in Chapter 8, outsourcing relationships emerged as being dependent,
control (i.e. power) oriented, adversarial (i.e. conflict based), cooperative,
and/or trusting, following closely our framework’s delineation of behavioural
dimensions. Over time these varied, even in the same outsourcing arrangement.
Behaviours affect relational operations in many ways, and are integral to oper-
ations; but in this study behaviours were found to particularly influence inter-
actions and the efficiency outcome of the venture (see Figure 9.5).

Behaviours were found to have a positive and/or negative impact on inter-
actions in terms of improving communication (e.g. BAe and ESSO cases).
Cooperation and trust in particular were found to affect the kind of informa-
tion that was shared between the parties. The cases illustrated that as individ-
uals grew more accustomed to each other and confidence increased, parties
began to share ‘rich information’ (Uzzi 1997) about particular pressures and/or
difficulties. The achievement of ‘relational trust’ in this form proved extremely
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useful as, through the sharing of information, suppliers could apply their
expertise and resources to add value or improve services.

Conversely, conflict and power and/or dependency asymmetries were shown
to seriously diminish managers’ willingness to communicate. In some cases com-
munication was restricted, for example, to the transfer of information con-
cerning only operational matters. Behaviours thus constrained one of the core
processes, which in turn had a negative impact on the efficiency outcome of
the venture (see for example ESSO and BPX). Curtailing the information flow
will hamper operations and is likely to increase coordination costs to balance
the lack of information. Relations in this way are likely to become inefficient
and endangered by vendors’ opportunistic behaviour. Awareness of these
impacts can help managers anticipate and avoid inefficiencies.

Planning for Relational Efficiency and Outcomes

The case findings highlighted that clients and vendors have a strong tendency
not to plan and resource sufficiently their relationship management arrange-
ments prior to outsourcing. As a result, relational operations were often inef-
ficient and prevented clients from achieving their goals. Three areas in particular
suffered from this planning neglect—contract management, structure, and
process management. All three had to be subsequently addressed, and this
required significant investments in time, expertise, and resources. These areas
were shown generally to be prone to transaction, i.e. coordination, costs due
additionally to the factors of uncertainty, and increasing specificity.

In terms of preparation, the findings suggest that for, contract management,
clients should shorten their promissory, i.e. service level planning horizon to a
length that allows them to clearly presentiate their requirements. The cases
suggest an annual renegotiation phase as best practice (see BPX and ESSO).
In addition management should be prepared for unexpected promissory gaps,
and may want to plan for procedures that provide adequate flexibility to com-
pensate for such occasions. One suggestion might be to formalize an oversight
board. This brings us to the second planning issue, namely structure. Client
organizations should formalize a relationship management structure that com-
prises at least adequate competencies and skills to handle the relationship at
the strategic and operational level, the technical requirements, and the contract
in terms of service levels and legal matters (see Feeny and Willcocks 1998;
Fitzgerald and Willcocks 1994). Once a structure has been formalized, vendors
should be asked to present a formal management structure that identifies clearly
the interface points, which at best should mirror the customer’s structure. Of
particular importance here is to check the contact points, i.e. information flows
to avoid potential ‘bottlenecks’ (see Xerox case).

This brings us to the final issue of process planning. The cases emphasized
the importance of regular information exchanges to ensure measurability of the
vendor’s performance. In terms of payments these exchanges are fundamental.
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Thus formalizing the processes that ensure these exchanges seems good 
practice. Again, this requires cooperation between the parties to be able to
define an appropriate management process. The case findings suggest at least
weekly, monthly, and half-yearly or yearly management meetings should be
established.

Careful planning of these issues contributes to ensuring an operationally effi-
cient relationship and achieving outsourcing intentions. The value of being
aware of the ‘efficiency’ dimension in terms of transaction costs, uncertainty,
and specificity will help a client identify costs that it may need to anticipate
and manage. Relationship efficiency does affect outcomes. But outcomes them-
selves need managing as much as any other part of the relationship—witness
BPX’s use of the balanced scorecard, for example. Early clarification of the
expected outcomes, such as the areas, for example, where innovation is expected
will improve the possibilities of actually achieving them. In turn the framework
provides a helpful overview for the purpose of planning, offering practitioners
some valuable insights into how to conduct post-contract management and
relationships.

REVISITING THE ANALYTICAL FRAMEWORK

The findings largely support the analytical framework’s characterization of the
main dimensions of outsourcing relationships. However, a review of the evi-
dence highlights for us four significant issues that could be usefully incorpo-
rated into the framework (see Figure 9.6).

1. Endogenous and exogenous factors were shown in the case studies to have
a significant influence on outsourcing and the subsequent relationship.
Endogenous factors that need consideration in this respect are the client’s 
overarching long-term vision, the business strategy, including the short-term
organizational goals and objectives, and the IT strategy. In regard to the 
business and IT strategy, the outsourcing venture and hence relationship will
have to be aligned to ensure the relationship provides the required services,
technology, and benefits to achieve both the long- and short-term goals.
Disregarding alignment may introduce inflexibility and additional cost factors.
Conversely, exogenous factors were equally shown to influence operations as
legislative, market dynamism, technological, competitive and economic factors
affect the organization. A ‘systems theory’ perspective might be useful here to
emphasize the ‘interactional’ impact exogenous factors may have on the organ-
ization and the outsourcing relationship.

2. Contract complexity was revealed as a significant factor to consider, espe-
cially in terms of operability. The findings showed that a too complex contract
can hinder operations and relationship development, and introduce significant
additional costs. A balance needs to be achieved by yearly contract revisits that
help to maintain the up-to-dateness of the contract and service levels.
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3. Structure in outsourcing needs to be considered in terms of both a macro
and micro level. At the macro level, structure defines the overall shape and
structure of the outsourcing venture. Findings show this to include size (e.g.
number of parties and costs involved), complexity and overall length (i.e. sta-
bility). At the micro level or relationship level, structure focuses on the verti-
cal and occupational density of the management infrastructure, the operational
complexity, and the overall stability.

4. Finally, the rich case histories revealed that the relationship dimensions
are linked in a number of ways that differ from, and could not really be incor-
porated into the initial assumptions. These are integrated into the revised frame-
work, which now clarifies further how these dimensions and their elements are
connected.

From the research undertaken for this book we are able to make three further
reflections useful to improving relationship management practice, and achiev-
ing relationship advantage.

AVOIDING THE WINNER’S CURSE

IT outsourcing emerges from this study as mostly a high-risk, hidden-cost
process. Explicit risk mitigation and relationship management practices are
needed, as delineated in this book, if IT outsourcing is to leverage the IT services
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Fig. 9.6. Revised framework of outsourcing relationships



market for business advantage. In the previous chapter and above we sum-
marized many of these practices. However, here we would like to draw atten-
tion to a particular risk that seems to go to the heart of managing the
cost-benefit trade-off and that can affect either or both client and supplier
adversely (Kern, Willcocks, and van Heck 2000).

One of the more intriguing phenomena in auctioning/tendering is the winner’s
curse. The winner’s curse occurs if the winner of an auction/tender systematic-
ally bids above the actual value of the objects and thereby systematically incurs
losses. Acceptance of a bid in general is an informative event, and the failure
to incorporate such contingent information into the bidding strategy can lead
to excessive bids and subsequent losses for both parties. The outsourcing selec-
tion and bidding process has strong similarities to an auction situation, where
various suppliers may be asked to make an offering for a proposed IT busi-
ness, even though the exact value and service requirements can often not be
clearly determined. Invariably, for both sides, there is also only incomplete
information available. In BP Exploration’s undertaking, for example, six sup-
pliers were eventually asked to bid for the offered services in circumstances
where the exact future service requirements were not certain. Decisive criteria
for winning such bids tends to be costs, value-added benefits, technology, exper-
tise, capabilities and reputation or prestige of bidders. The difficulty in such
bidding circumstances is to select those supplier partners that offer the best
deal, and here the focus tends to be not least on what cost efficiencies suppli-
ers can deliver (Ang and Straub 1998; Lacity and Willcocks 1998, 2000b). The
assumption here is that suppliers have sufficient economies of scale, and
improved IT management practices, to be able to deliver improved services for
a cheaper price, and that the resulting savings are those that the client will
benefit from.

Two dangers have become more apparent over the years to researchers study-
ing IT outsourcing experiences, and from this study. One is the often large dis-
parity between what suppliers initially tout in their proposals and what at the
end of the day is delivered. In fact, some companies and government institu-
tions have found outsourcing services to provide few measurable improvements
or additional benefits (Kern 1999; Lacity and Willcocks 1998); and in the late
1990s some have even subsequently terminated contracts early (for example
American Express, East Midlands Electricity, Sears UK). These and similar
cases seem to suggest that suppliers can be overly keen to win a particular deal
for possible reasons of prestige, size, partnering, costs, and long-term business
opportunities.

The second, related danger lies, as this study shows, in the general lure of
ridding oneself selectively or totally of the ‘bottomless IT investment pit’ and
instead paying a fixed monthly sum for IT services. This remains a major com-
parison measure for selecting a supplier (see also Ang and Straub 1998; Lacity
and Willcocks 1998, 2000b), though we do not fail to recognize that organiza-
tions typically outsource for a mix of reasons.
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However, a client’s focus on cost savings can drive supplier organizations
into the corner of making service delivery promises that are initially calculated
on a slim or even nil profit margin (Willcocks, Lacity, and Kern 2000). They
may do so, for example, because they are short of business due to recession,
decreased competitiveness, or are a new entrant into the IT services market;
they are keen to enter a new market segment; they want to shut out competi-
tors; they have a strategic intent to dominate certain market segments; and/or
they believe that they can recoup the investment and broaden margins later. It
is precisely in such circumstances that the danger of a ‘Winner’s Curse’ arises,
as suppliers make bidding promises to ensure they win the contract, but inher-
ently already know, or subsequently discover, that they are unable to recover
their tendering, business, and operational costs, at least in the near future.

Instead they hope, as research has shown (Lacity and Willcocks 2000a, 2000b)
that they can recover their costs by, for example, identifying service areas that
are in need of particular attention and responsible for low service performance,
and/or areas of immediate service provision excluded from the contract but
needed operationally, so meriting excess fees. In addition, suppliers will attempt
to offer additional services from their portfolio of technology capabilities,
service management, and consultancy services over the life of the contract. Since
supplier account management will need to concentrate disproportionately on
recovering costs, and may well be under pressure from its senior managers to
make stipulated margins in unfavourable circumstances, it is more than likely
that trade-offs will occur that disadvantage the client. For example, case studies
demonstrate that decreasing costs to the supplier can result in decreases in
service quality and additional costs for the client (Kern 1999; Lacity and
Hirschheim 1993). A supplier’s disproportionate concern for containment of
its costs can lead to inflexibility in the interpretation of the letter and spirit of
the contract, which can also lead to adversarial relationships (Currie and
Willcocks 1998). Thus operational performance and the client–supplier rela-
tionship will receive less attention and suffer (Kern 1999). As a consequence,
we suggest that in ‘Winner’s Curse’ situations suppliers may risk the success
and effectiveness of the operations and outsourcing relationship as their focus
settles primarily on recovering their costs, rather than on developing and main-
taining the relationship and mutual objectives. A supplier would thus under-
take opportunistic behaviour, seeking to reduce its own operational costs, often
at the expense of the client.

We provide Figure 9.7 to dramatize the main possibilities in IT outsourcing.
The Figure should be read as an indicator of the main extreme outcomes. In
practice the experiences of many organizations will fall between these extremes.
Furthermore organizations, through behaviours and actions of the interested
parties, may well change positions, as was the case, for example, in the IT out-
sourcing arrangement at ESSO-ITNet.

Amongst our cases, the ESSO-ITNet case is the most obvious example of a
winner’s curse. Here ITNet over-bid and subsequently could not make its
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margins. The client contributed to making this a winner’s curse for the sup-
plier by tightly controlling price and service levels. But the supplier became so
disadvantaged that service levels deteriorated and in fact both moved to the
Lose–Lose quadrant in Figure 9.7—in other words a ‘winner’s curse’ for the
client also became an outcome. As we saw in Chapter 6, this was only changed
when a relationship dimension was brought to bear, and when the contract was
mutually reconstructed to move both parties to theWin–Win quadrant of Figure
9.7.

The bottom left quadrant is also a danger area for the client. As our case
studies showed, it is quite possible for a supplier to disguise the fact that the
deal is actually in this quadrant, by offering for example cost savings on parts—
usually the more visible and front-end parts—of the deal. Thus at both Xerox
and the IR EDS felt able to guarantee cost savings on operations and present
requirements because it calculated that it could make much larger profit margins
on future work. Xerox reacted against aspects of this subsequently, while BAe
and the IR both experienced rising costs in the overall IT budget without always
knowing exactly how to attribute these costs and how far the developing cost-
service trade-off represented value for money.

Of course, such circumstances are rarely publicized and made explicit, but
other evidence of them does exist (Lacity and Hirschheim 1993; Lacity and
Willcocks 1998, 2000b). Indeed the possibility of these more adverse outcomes
arising may well be increasing, if the growing competitive pressures on suppliers
push them to compete increasingly on prices and service deliverables (Willcocks
and Sauer 2001). There emerges from our study the importance of negotiating
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Fig. 9.7. The winner’s curse and other scenarios in IT outsourcing
Source: Kern, Willcocks, and Van Heck 2000.



contracts that allow a supplier a reasonable profit. But more than this the rela-
tionship management practices delineated in this study become a critical influ-
ence on how far the more adverse outcomes can be anticipated and mitigated.

TYPES OF RELATIONSHIP: IMPLICATIONS FOR
MANAGEMENT

Distilling our findings, there emerged from our cases a strong relationship
between the strategic intent a client organization chose to pursue, the kind of
technical capability it needed to employ, and the type of relationship needed
to match intent and supplier capability, and achieve expectations. A strong
finding from this, and complementary research (Lacity and Willcocks 2000b),
is that there are frequent misperceptions on the part of all parties as to the
nature of the relationship, and what can be expected from each other as a result.
Let us, first, classify the types of relationship we have observed, then illustrate,
through examples, the importance of getting strategic intent, technical cap-
ability, and relationship definitions aligned.

The main types of IT outsourcing relationships are classified in Figure 9.8.
Here strategic intent, in terms of expectations from outsourcing, is divided 
into whether the focus is on achieving business value and/or on achieving IT
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Fig. 9.8. IT sourcing relationships: intent and capability



efficiencies. On the horizontal axis, technical capability refers to choosing to
externally source to gain a distinctive technical leadership, or to gain access
merely to technical resources that form a resource pool not otherwise available
to you, in cost per quality terms. The matrix sets up four possible relationships.
By far the most common is the ‘Technical Supply’ relationship where the objec-
tive is to achieve IT efficiencies by hiring external resources. In such a rela-
tionship the fundamental focus is on cost minimization, and the rendering of
IT as a variable cost. The major debates will centre around the cost-service
trade-off, and measurement systems will also be constructed around this. The
most obvious example in this study is the ESSO-ITNet arrangement. However,
large components of the Xerox-EDS, SEMA-BPX and Syncordia-BPX, IR-
EDS, and BAe-CSC deals were also of this nature, especially in the telecoms,
mainframe processing, base operations, and support areas. One thing we have
learned in this study is that even these elements need careful management not
just on the contract, but on all the relationship dimensions (Kern 1999).

Another possible relationship we call ‘Business Service’. Here the objective
is to use an external IT supplier who can improve service to the business by
not only delivering more precisely on changing business requirements, but also
by, for example, being involved in business process improvement projects. Here
the contract will be about both IT efficiency for business impact, and the sup-
plier’s contribution to business improvement. Here one would expect additional
processes and relationship mechanisms for involving the supplier more closely
in business issues. The evaluation debate would be more on business value and
suitable metrics, based on the business impact of supplier performance. In this
respect it is interesting to note that on some figures business process outsourc-
ing may reach $US14.7 billion in revenues in 2002. Again, BAe, Xerox, and
the IR all perceived themselves as having ‘business service’ components in their
deals with their major outsourcing suppliers. One example we noted was at
Rolls-Royce in 1997/8, where EDS and its management consulting arm, A.T.
Kearney, participated in business re-engineering projects with Rolls-Royce staff
and were to be rewarded proportionate to the business improvements.

A third type of relationship is ‘Technology Partnering’. BPX, for example,
explicitly chose three suppliers because they had ‘best-in-class’ capability in par-
ticular areas. BPX expected future-proofing on the technological front, with
the suppliers keeping BPX abreast of leading-edge technology, and also pro-
actively innovating in technologies and their application to BPX. EDS and CSC
presented themselves as potential technology partners in the IR, Xerox, and
BAe cases also. Here one would expect sharing in technology risks, but also a
sharing in the benefits that resulted. Here the supplier takes the lead on many
IT issues. The focus is on innovation and supplier proactivity, a premium IT
service, and leading-edge IT.

One creative example is the joint venture between FI Group and Bank of
Scotland (BoS). In June 1998 they formed First Banking Systems. By 1999 the
venture comprised 310 people from the BoS, and 120 people, including project
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managers, from FI. Both groups remained employees of their respective com-
panies, and both groups kept their own terms, conditions, and pay rates. FBS
is jointly owned. The deal committed the bank to underwrite £30 million for
five years. FI Group takes a loss on any costs over the fixed price. The joint
venture has worked on development projects for the bank, including a new core
banking system. In the first year FBS reduced overheads, and brought in new
customers from the Bank of Scotland Group.

Finally, all too many large-scale outsourcing arrangements are presented as
‘Strategic Alliances’. For us such an alliance assumes a working together to
make offerings to the external market place, as for example at Xerox-EDS, and
sharing risks and rewards of such endeavours. The focus here is on business
expansion, the main debates will be around business goals, mutual contribu-
tion, and shared rewards. Lacity and Willcocks (1998) found many so-called
strategic alliances in IT outsourcing to be largely fee-for-service contracts;
moreover the risk-reward elements were too small a part of the relationship to
make a difference in terms of motivation and focus. This was certainly the case
in Xerox-EDS. One successful example was that of Philips Electronics, in the
early 1990s, when it formed Origin with a Dutch-based software house. Over
time Philips’ development staff, then its data centre and processing staff went
over to the jointly owned Origin, which provided services back to Philips, but
also built up an external clientele for its services.

Clarifying these options, and when they are most suitable, is an important
precondition for establishing the right relationship mechanisms and evaluation
regimes. In practice we have seen all too many organizations contract and
manage tightly for cost efficiency, but then also expect the sort of business
value-added that could only be got from a ‘Business Service’ relationship, or
the technical innovation and proactivity that could only be provided through
‘Technology Partnering’. This partly explains why BPX was disappointed with
at least two of its 1993–8 suppliers. In another way, and much to CSC’s frus-
tration, BAe managed CSC tightly though the deal ostensibly had ‘Business
Service’ and ‘Technology Partnering’ components. It was only after several
years, and after CSC had made large investments in making the IT function
efficient, that BAE managers started being interested in allowing CSC to tap
the other possibilities for revenue.

Cultural and financial factors often drive these misconceptions. We saw in
BPX how early on traditional cost reduction approaches prevailed in the deals
though the deals had been paraded as more about technology partnering. At
the same time, for example, a supplier will find it difficult to sustain a ‘Business
Service’ or ‘Technology Partnering’ orientation if the money is not going to be
there. Sometimes it is lack of the right kind of partnering capability, in either
or both client and supplier, as we saw in the IR early on, and at ESSO-ITNet.
More frequently there is a lack of clarity at the scoping and evaluation phases
of IT outsourcing, to identify precisely which components require what metrics
and what relationship arrangements.
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This is not helped by the fact that for any IT outsourcing deal of any sig-
nificant size, different parts will be founded on different intents, and need qual-
itatively different relationship and evaluation arrangements. For example,
Xerox clearly applied the notion of a ‘strategic relationship’ to apply to the
vast majority of its deal, when certain parts required a business service orien-
tation, and still others a technical supply or technology partnering one. BPX
kept asking where was the value-added, but had put in relationship structures
and processes, and had regional cultures that inhibited this value-added coming
through. The situation becomes even more confused when there are a number
of suppliers because each might require a different set of relationships, given
the strategic intent for that part of the deal, yet the pressure may be on to treat
them all in the same way—as was the case for example at BPX.

Given these considerations we offer the framework in Figure 9.8 as a way
for a client to think through exactly what he/she is trying to achieve with dif-
ferent parts of its IT outsourcing, and what the implications of this analysis
might be for relationship arrangements and assessment regimes.

MANAGING THE RELATIONSHIP ADVANTAGE
ACROSS SIX PHASES

In complementary work in which both authors participated, we were able to
identify six major phases in IT outsourcing arrangements (see Lacity and
Willcocks 2000a, 2000b). A summary of these phases, and what the major focus
of each needs to be, is shown in Table 9.1.

The present study corroborates this as a highly useful classification, and 
confirms the relevance of the objectives and tasks for each phase, as detailed
in the table. From its findings in looking at over 100 case histories and carry-
ing out extensive survey research, that previous work also brought attention 
to bear on why relationships were so difficult to manage, and also clarified 
the different kinds of relationships that could be found even within the same
deal. Thus, that study pointed out the number and complexity of relationships
to be found. It identified eight major groups of stakeholders each with their
own set of expectations. Within the customer there are invariably senior busi-
ness managers, senior IT managers, IT staff, and IT users. Within the supplier
can be found senior managers, account managers, and IT staff. Invariably, as
we found in all our case studies in the present study, there are a number of
other contractors and subcontractors also providing IT services. Given that the
expectations and goals of these stakeholder groups will frequently not coincide,
it can be seen that relationship management in the areas studied by this book—
intent, contract, structure, interactions, and behaviour—becomes a significant
task.

The present study also corroborates our previous finding that stakeholder
relationships are quite dynamic. For example, the same two people can fight
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one minute, and collaborate the next. Four types of relationships were evident
in both studies. The first was tentative relationships, when stakeholders had no
shared history, and were unsure whether goals were shared, complementary, or
conflicting—see for example all our cases at their beginnings. Secondly, we
observed adversarial relationships when stakeholder goals were felt to be in con-
flict e.g. over realigning the contract at Xerox, on EDS’s asset re-evaluation at
the IR. Thirdly, stakeholders often operated collaboratively, where goals were
shared, for example where supplier senior managers and account managers had
the shared goal of negotiating a deal with enough leeway to ensure profit
margins. Finally, cooperative relationships manifested themselves when goals
were complementary. At Esso-ITNet each party needed something from the
other party to succeed, thus moving the arrangement from a ‘winner’s curse’
for both supplier and customer, to a more productive relationship.

However, the present study also deepens our understanding of what it is to
manage across the six phases in three ways.

1. The Relationship Dimension. Our previous study focused a great deal on
relationships in IT outsourcing. However, while it provided a great deal of rich
evidence on how relationships were conducted, and many guidelines for prac-
tice, it focused on many other salient issues, and did not arrive at a compre-
hensive, codified understanding of the main elements in relationships and how
they can be managed. The present study suggests that relationship management
is something that deserves fundamental attention at the scoping phase, using
for example the thinking embodied in Figure 9.8. Thereafter the construction,
staffing, and dynamics of relations require specialized management, across all
other subsequent phases. Here the thinking and prescriptions distilled and rep-
resented in Figure 9.6 becomes a comprehensive management guide, if rela-
tionship advantages are to be gained.

2. Evaluation and Relationships. Previous studies, by ourselves and others,
have always come back to the importance of measurement/evaluation in IT out-
sourcing (see also Chapter 1). Dynamic, accurate evaluation is invariably placed
by researchers and those involved in IT outsourcing as a ‘necessary but insuffi-
cient’ condition for success. On reflection, the present study actually shows there
to be no great gulf between measurement and the relationship dimension; they
actually should be mutually supportive. Put more boldly, implicit within Figure
9.8 is the notion of a fully working evaluation and metrics system, supporting the
type of relationships being erected. We can see such evaluation regimes at work,
though not always functioning optimally, in all our cases, with BPX perhaps
being the most mature and consistently successful. Our observation is that the
appropriate evaluation regime, arrived at in Phase 2 of Table 9.1, and incorpo-
rated in the ‘Contract’ dimension in Figure 9.6, is fundamental to achieving what
we call ‘the relationship advantage’, with the other components in Figure 9.6
ensuring that the evaluation regime is in the right set of contexts and properly
actioned. Let us consider this proposition in more detail, using an example.
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We have already argued that in IT outsourcing many organizations operate
on the mistaken belief that external IT vendors can be experts not only at tech-
nology supply, but at their own line of business as well. In practice, of course,
expecting even a ‘world-class’ IT supplier to be similarly skilled in an area not
their core business, e.g oil at BPX and ESSO, tax collection at the IR, is unre-
alistic to say the least. Our cases show that if there is to be business advan-
tage—not just technical efficiencies—to be derived from IT outsourcing, it must
be driven from the business side, with the business managers and core in-house
team accepting responsibility for key actions.

We can provide an example of the integrated performance measurement
regime that could be put in place to support the relationships shown in Figure
9.8 in order to achieve optimal business advantage. The template in Figure 9.9,
from Willcocks, Graeser, and Pisanias (1998), was developed for a major inter-
national and financial property service company (IFAPS).

The bottom half of the figure represents how outsourcing value can be max-
imized from the Technology Supply contribution in the ‘utilities area’ (legacy
systems, mainframe, midrange, desktop, communications). Four significant fea-
tures here are:

● a fully staffed contract management team—BPX, BAe, and the IR were
particularly good in this area;

● A focus on developing measures that rewarded/penalized for the business
impact of technical efficiency, rather than focusing just on technology per-
formance—few of our case studies were good at this area;

● The stimulation of proactive behaviour through suitable metrics, for
example how well suppliers interface with other suppliers, contract
dispute, and commissioning new work metrics—again most of our cases
were not good at utilizing such metrics;

● Smart contracting using market baselines regularly reviewed—all except
ESSO were quite ‘smart’ on this.

With the utility systems up and running under this evaluation regime, the
company would be more satisfied with its IT and suppliers, but would still be
looking hard for the elusive added business value from its IT—BPX for
example. The approach suggested to IFAPS was to develop an innovation team
responsible for identifying additional business opportunities available from IT,
for creating new business ideas, business process improvements, and step-
change innovation. Business value drivers would also be regularly identified
through the strategy-making process; e.g at IFAPS these included prices to
external customers, customer service/satisfaction, revenue growth.

All this needs to be converted into a measurement system. The process is
shown in the top right of Figure 9.9. The business impactors for any new ini-
tiative are worked into a value proposition which can then be tested for align-
ment against the business value drivers. If this process is managed rigorously
and in detail, various usable metrics can be derived. An important separation
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occurs at this point between information achievement and technology delivery
metrics—not once did we witness this in any of our case histories. The latter
metrics are concerned with building and application of technology, for example
budget milestones delivered to specification, timeliness, and efficiency of systems
development. Information achievement is a more profound measure of busi-
ness impact. For example, at IFAPs a centralized knowledge base was being
developed. One information achievement target was the development of a
library search engine for key words. One measure was that, using the system,
a trained staff member could find a key word in under ten seconds.

The IT supplier would be tracked on the information achievement and tech-
nology delivery measures. Where these are fulfilled then payments, including
agreed bonuses will result. Where these are not fulfilled, penalties should be
raised. In the development area (Figure 9.9 top right-hand corner), if a project
is abandoned, then the supplier would return a pre-agreed percentage of the
development costs. It should be noted that the ‘information achievement’ mea-
sures feed into the applications development and systems integration compo-
nents shown in Figure 9.9, rather than the utilities aspect of the technological
supply contribution. The latter is much more about cost efficiency, while there
is a lot more business value to be gained for the development area if clients
know how to set up suitable measurement systems, incentivize suppliers, and
link activity with business goals.

Though BPX linked supplier measurement with its own balanced scorecard
system, no other client organization in our study came near putting in place
such an integrated performance measurement approach. All—even BPX—com-
plained of not achieving much valuable innovation, process improvement, and
business value-added from their suppliers. However, we are very clear that
unless an integrated performance measurement system—something like the one
described here—is put in place to underpin, inform, and guide relationship man-
agement, this would continue to be an unsurprising outcome. In this area, as
in many others, as we pointed out in Chapter 1, client organizations still expect
too much from the supplier, and not enough from themselves.

3. Supplier Capabilities. We would like to draw attention to one final area
that has received virtually no academic study, and is often in practice assumed
to be unproblematic, but in fact emerges from our study as quite critical. It is
intuitively obvious that suppliers too are heavily involved in relationship man-
agement, but all our cases show examples where they were not necessarily good
at these tasks. At the IR it was at the client’s insistence that relationship
processes and staffing began to happen. At Xerox, and BPX, the organization
of supply and account management sometimes left something to be desired. At
ESSO, ITNet was as responsible for the collapse of the relationship as the client.
At BAe the partnering word was informally banned for a time as a result of
disconnects between the supplier’s relationship promises and actual behaviours.
This suggests that, just as we identified core IT capabilities for the client, so we
need also to begin to identify core supplier capabilities that can help to lever-
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age the relationship into one of mutual business advantage. A review of the
case evidence enables a first view on supplier capabilities needed to support the
relationship advantage. These are shown in Figure 9.10.

Our view is that suppliers need to have three core capabilities in the areas of
business skills, customer awareness and service delivery. Moreover their cap-
abilities in these areas need to be in sufficient numbers and physically located
and organized to fit with the capabilities of the client organization, and of any
other suppliers involved. The proactive coordinating and governance skills lie
in leadership and risk management—both applied on behalf of the client as
well as the supplier. In the service delivery area the supplier needs to be able
to also manage service level agreements and third parties well, and also have
technology innovation capability. Its business skills, or lack of them, can
directly impinge on the relationship with the client organization. These include
profit and loss management (including cost control and budget management)
and staff management. At the interface between business skills and customer
awareness is business understanding, to include business applications know-
ledge and an understanding of the client’s business. Relationship building
includes customer interaction skills. The interface roles of SLA management,
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leadership, risk management, and business understanding are critical for coor-
dination developing and facilitating the relationship.

This is a provisional perspective, which we intend to research much more fully,
because the evidence from our study is that the possession and application of
these capabilities can make a key difference to how the relationship dimension is
conducted, and so to the levels of success experienced in IT outsourcing.

CONCLUSION

Our reflections for practice took us into several further contributions. A review
of the many components of the relationship dimension clarified the relative
importance of each, but also underlined how interdependent intent, contract,
structure, interactions, and behaviour are. We also provided guidelines for
planning for relational efficiency and advantageous outcomes. The original
analytical framework was found to be highly useful as a guide to the issues
needing attention if a relationship advantage is to be achieved. However, we
developed the framework in three further ways. We noted, from our research,
the additional impact of internal factors of vision, business, and IT strategy on
relationships, and also of external market, economic, legislative, competitive,
and technological factors. Contract complexity was also highlighted as a signifi-
cant factor affecting operability. The macro structure of the venture in terms
of size, complexity, and stability also engendered risks, and required much
greater relationship effort. Structure at the micro level also emerged as an area
fraught with difficulty and unintended consequences, as we saw particularly in
BPX and Xerox.

Our study has also highlighted the manifold risks in IT outsourcing, and in
this chapter we have pointed out the dangers of a ‘winner’s curse’ arising, affect-
ing relationships and outcomes for both supplier and client. We also pointed
to the additional importance of clarifying types of relationship and developing
suitable relationship arrangements and supporting evaluation regimes across
the six phases of any IT outsourcing venture. Finally, a provisional statement
was offered for the key supplier capabilities needed to feed into making IT out-
sourcing arrangements productive.

In all this, it is clear that the relationship dimension, and what supports effec-
tive relationships, are critical to IT outsourcing success. Also clear is that, if,
as we believe, IT outsourcing can be conceived as achieving a relationship
advantage, then this presents profound management challenges for the ways in
which IT outsourcing is more typically conducted. We started this study for
two reasons: because practitioners told us that relationships were key in IT out-
sourcing, and because, paradoxically, there were so few studies that took a rela-
tionship perspective. The book has thus contributed by showing just how
important relationships are, and by providing ways forward for practitioners
and researchers alike.
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In a piece of deliberate understatement, a manager we interviewed once told
us that in IT outsourcing there was no such thing as an instant relationship.
IT outsourcing can be understood in many ways but it is certainly well to
operate on the assumption that managing it to success involves dealing with a
fundamentally high-risk, relationship business.
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