MIS

Holmstrom Olsson et al./Two-Stage Offshoring

arterly

TWO-STAGE OFFSHORING: AN INVESTIGATION

OF THE IRISH BRIDGE"

By: Helena Holmstrém Olsson’
Department of Applied Information Technology
IT University of Gothenburg
Gothenburg
SWEDEN
helena.holmstrom.olsson@ituniv.se

Eoin O Conchuir

Lero — The Irish Software Engineering
Research Centre

University of Limerick

Limerick

IRELAND

eoin.oconchuir@lero.ie

Par J. Agerfalk’

Department of Information Science
Computer and Systems Science
Uppsala University

Uppsala

SWEDEN

par.agerfalk@dis.uu.se

Brian Fitzgerald

Lero — The Irish Software Engineering
Research Centre

University of Limerick

Limerick

IRELAND

brian.fitzgerald@ul.ie

YThis paper was recommended for acceptance by Associate Guest Editor
Rudy Hirschheim.

Senior Research Fellow in Lero— The Irish Software Engineering Research
Centre.

Abstract

This paper investigates two-stage offshoring as experienced
by the Irish sites of two large global companies, head-
quartered in the United Sates, with significant software
devel opment operations. Aspart of thesecompanies, thelrish
sitesact asa bridgein their offshoring arrangements: While
the U.S sitesoffshorework to Ireland, the Irish sites offshore
work further to India and, hence, have experience of being
both customer and vendor in two-stage offshore sourcing
relationships. Using a framework derived from relational
exchange theory (RET), we conducted multiple case study
research to investigate and develop an initial theoretical
model of the implementation of this two-stage offshoring
bridgemodel. Our study showsthat whileboth companiesact
as bridges in two-stage offshoring arrangements, their
approaches differ in relation to (1) team integration,
(2) organizational level implementation, and (3) site hier-
archy. Although, there are opportunities afforded by the
bridge model at present, the extent to which these oppor-
tunities will be viable into the future is open to question. As
revealed in our study, temporal location seems to favor a
bridge location such as Ireland, certainly with United
Sates-Asian partners. However, location alone will not be
enough to maintain position in future two-stage offshoring
arrangements. Furthermore, our research supportsthe view
that offshoring tends to progress through a staged sequence
of progressively lower cost destinations. Such a devel opment
suggeststhat two-stage offshoring, asdescribed in thispaper,
will eventually become what we would term multistage
offshoring.

Keywords. Offshore sourcing, offshoring, customer—vendor
relationship, relational exchange
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Introduction I

In recent years increasing attention has been paid to the
offshoring of information systemsfunctionsin organizations.
Asrecognized by Carmel and Tjia (2005), offshoring can be
understood as the shifting of tasks to any country outside the
home country. More recently, however, the word offshoring
has taken on a somewhat new meaning. It is understood as
the shifting of tasks to low-cost nations often referred to as
developing nations or emerging nations. In relation to soft-
ware, there are several tasks, such as programming, software
testing, and software maintenance, that are sent offshore.
While manufacturing industries have been offshoring to
lower-cost destinations for 30 years or more, it wasn't until
the mid-1990s that a significant portion of software develop-
ment work was being sent offshore. Potential cost savings,
reduced cycle time arising from “follow-the-sun” software
development, and access to a larger labor pool have helped
fuel the amount of work being offshored from high-cost
locations such as the United States, United Kingdom, and
Scandinavia to lower cost economies such as India, China,
Russia, and Malaysia.

However, the growth of IS offshoringisnot limited to volume
alone. The scope and nature of IS offshoring is expanding
from afocus on cost and efficiency to encompass offshoring
as ameans of improving the organization’s overall business
performance (Feeny and Willcocks, 1998). This change has
led to a realization that the customer-vendor relationship
plays a critical role in the success or failure of an offshoring
arrangement. Unfortunately, there are indications that the
road to a harmonious relationship is not without peril. For
example, approximately 25 percent of all service providers
did not have their sourcing contracts renewed when renego-
tiating, and the average customer now spends around 15
percent of its IT budget on legal fees related to litigation of
the contract (Goles and Chin 2005). Although there is a
dawning recognition of the importance of the customer—
vendor relationship, to date there has been arelative lack of
empirical research on the topic. While many researchers
mention theimportance of the customer—vendor relationship,
few make this the main focus of their work. This affords an
important opportunity for research comparing and contrasting
customer and vendor perspectives in interorganizationa
exchange relationships such as offshoring arrangements.

In this paper, we explore the dua role experienced by the
Irish sites of two large U.S.-headquartered global companies
with significant software development operations. Aspart of
these companies, the Irish sites act as a “bridge” in their
offshoring arrangements. Whilethe U.S. sites offshore work
to Ireland, the Irish sites offshore work further to India or
Malaysia—henceforming atwo-stage offshoring rel ationship.
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In this arrangement, the Irish sites have experience of being
both customer and vendor. To explore this dual role, we use
the conceptual framework presented by Goles and Chin
(2005). Based on relational exchangetheory (RET) and with
afocus on interactions, interdependencies, and reciprocities
between parties, thisframework identifies attributes and pro-
cesses that comprise an interorganizational relationship.

Given that there has been little research on the customer—
vendor relationshipin offshoring, and none specifically onthe
bridge model where stakeholders play a dua customer—
vendor role, we sought in this study to theorize how this
bridge model could operate. We do so in order to concep-
tualize the phenomenon and to serve as a guide for data-
gathering (see Forrester 1961; Wheeler 2002). Specifically,
we utilize the building-blocks of theory development pro-
posed by Dubin (1969) and Whetten (1989) to delineate
constructs as well as the relationships between these con-
structsin the form of theoretical propositions. In building a
theory, the steps following the specification of propositions
are (1) determining empirical indicators and (2) producing
hypotheses for empirical testing (see Wheeler 2002). Inthis
research, we develop a theoretical model, including propo-
sitions that represent conceptual relationships between con-
structs, and draw on case studies to determine relevant
empirical indicators for the constructs. Subsequent research
could validate thismodel and produce measurabl e hypotheses
for empirical testing, but building the initial model is a
necessary first step.

Our research objectiveisthus. To investigate and develop a
theoretical model of the dual bridge role in a two-stage
offshoring relationship.

Inwhat follows, we summarizepertinent literatureand outline
the theoretical framework and research method used in this
study. We then present findings from an empirical study at
two large software devel opment companiesinvolved in two-
stage offshoring. Wediscuss our findings and present atheo-
retical model describing two different approaches to the dual
bridge role experienced when acting both as customer and
vendor in two-stage offshoring arrangements as experienced
by these companies. We conclude the paper by discussing
implications of our findings and future research directions.

Theoretical Background I
Offshoring Versus Outsourcing

An offshore location can be any other location outside the
home country (Carmel and Tjia 2005). More recently, how-



ever, theword offshoring has taken on anew meaning. From
being used to describe tax havens such asthe Cayman Islands
just off coast of the United States, it is nowadays understood
as the shifting of tasks to low-cost destinations (Carmel and
Tjia2005). Low-cost destinations would typically be those
falling into the economic grouping of devel oping or emerging
nations, such as India, China, and Russia (known asthe ‘big
three”), and Brazil, Romania, and Isragl.

Outsourcing, on the other hand, has two implications. First,
it means that tasks and processes are contracted to be per-
formed outside the boundaries of the firm. Second, it is
understood asan entire process being del egated to an outsider.
Global 1S outsourcing is often described as the contracting of
IT services to vendors external to an organization where the
market for both clients and vendors can be located anywhere
in the world (Lacity and Willcocks, 2001). However, many
firms nowadays have globalized via acquisitions (i.e., by
acquiring smaller software firms and then integrating them
into their global operations). Others have globalized by
setting up subsidiariesor software centers. When such an off-
shore center is owned by the client company it is called a
captive center (Carmel and Tjia2005). Thus, these arrange-
ments would not be considered outsourcing (as defined
above) since they are performed inside the company rather
than performed by a third party. According to Carmel and
Tjia (2005), a better word would be sourcing—where
sourcing could be from outside the firm (i.e., outsourcing) or
inside the firm, in, for example, captive centers.

While the terms outsourcing and offshoring are often used
almost as synonyms? we choose to distinguish between the
two. Here, offshoring is about location: when an activity is
offshored, it is performed in a different location to the main
operation (which isthen the onshore location). Outsourcing,
on the other hand, is about governance: when an activity is
outsourced, it is performed by another organization—athird
party—as opposed to in-house by the organization itself.
Conseguently, any particular activity can be performed either
offshore or onshore and can be performed in-house or be
outsourced. Table 1 shows the distinction and relationship
between the concepts. For the purpose of this study we use
the concept offshore sourcing as suggested by Carmel and
Tjia and position our study primarily in the “in-house
offshoring” quadrant of Table 1. In particular, our study
focuses on what we term two-stage offshoring, whereby a
company offshoresto onelocation, which then offshoreswork
further, thus becoming a “bridge location”—as exemplified
by the “Irish Bridge” in our study.

2We would like to acknowledge Erran Carmel for initially inspiring our
conceptualization of the distinction between offshoring versus outsourcing.
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Offshore Sourcing

In reviewing the research on offshore sourcing, Levina and
Ross (2003), suggest that the primary reason behind offshore
sourcing isthe need to reduce and control I T operating costs.
This is supported by Goles and Chin (2005), who recognize
that offshore sourcing practices began with aheavy emphasis
oncost drivers. Over time, however, theemphasisin research
has broadened to include studies describing variations in
orientation (Nam et al. 1996) and extent of sourcing (Lacity
et al. 1995). Furthermore, new modes of operation such as
multisourcing (Lacity and Willcocks 2001), near-shoring
(Lapper and Tricks 1999), and best-shoring (Fruitman 2003)
are gaining prominence in response to changes in the type of
work being sourced—and to political and market pressures
(Thiagargjan 2000). However, research that explains client
and vendor expectationsand constraints, rel ationship aspects,
and the outsourcing configuration itself is still rare (Jahner
and Krcmar 2007).

From a theoretical point of view, research on offshore
sourcing can be categorized into three different groups (Goles
and Chin 2005). First, there is the group employing an
economic per spective—primarily transaction cost economics
or agency theory—to frame the question of whether or not to
send tasks offshore. Second, there is the group exploring
offshore sourcing using a strategic management per spective
based on either the resource-based view of the firm or
resource-dependency theory. Third, thereisthe group taking
asocial perspective on offshore sourcing. Thisgroup is dif-
ferentiated from the previous two by its underlying assump-
tion that there are shared norms and a harmony of interests
between the parties that go beyond the formal contract. As
recognized by Ring and Van de Ven (1994), interorgani-
zational relationshi psaremaintained not becausethey achieve
stability, but because they maintain balance between formal
and informal processes.

Whilethese three perspectivesare all valid starting pointsfor
studying offshore sourcing practices, in this paper we adopt
the social perspectiveto explorethe dual role experienced by
two Irish software devel opment companies (1rish branches of
U.S. companies). In acting as bridges between the United
States and offshore destinations in Asia, the Irish sites have
experience of being both customer and vendor in offshore
sourcing relationships. In studiesadopting thesocial perspec-
tive, such as this study, the general conclusion is that formal
contracts are indeed necessary but not sufficient for offshore
sourcing success. Instead, the customer—vendor relationship
is seen as increasingly important for the outcome of the
offshoresourcing arrangement. Beforeinvestigating strategic
management and economic perspectivesof thisbridge model,
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Table 1. Offshoring Versus Outsourcing

In-House Outsourced

o

8 In-house Subcontractor (third party)
2 (traditional model) in the same locale

O

e

2 Foreign branch of the same Subcontractor (third party)
L company (captive center) in a foreign locale

(©]

it is arguably important first to understand the nature of this
model in terms of its fundamental social relationship.
Although such a task may be more difficult and research
intensive, given our close accessto the case study companies
it was something we were in an excellent position to
accomplish.

To further understand what constitutes interorganizational
relationships there is the need for a theory that takes into
account both the spirit of exchange and the implications of a
contract. While many different theories could be useful in
such an endeavor (Aubert et a. 2005; Cheon et al. 1995;
Golesand Chin, 2005), relational exchangetheory (RET) was
deemed the most appropriate mainly because of its recog-
nition of the importance of interactions, interdependencies,
reciprocities, informally negotiated rulesof exchangebetween
parties, and focus on establishing common norms between
customer and vendor (Goles and Chin 2005; Gottshalk and
Solli-Segher 2005). Initial contacts with our case study
organi zations suggested that all thesefactors, and particularly
thelast, were central to the bridge model with itsfocusonin-
house offshoring.

With its roots in marketing and law, RET holds that trans-
actions between parties are increasingly governed by
processes based on informally negotiated rules of exchange
(Arndt 1979). It has been described as a rich and powerful
framework capable of capturing the complex webs of inter-
dependence that often characterize interorganizational
exchange relationships (Spriggs 1996). RET suggests that
exchanges between parties in a relationship are shaped by a
set of expectations about behavior that are shared between
exchange partners. RET also argues that contracts between
partiesareincompl ete and cannot be expected to anticipateall
possible contingenciesthat might arise (McNeil 1980). Inan
attempt to unify studies that have used RET, Goles and Chin
propose a conceptual framework in which they identify
constructs comprising an IS sourcing relationship. In this
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framework, the nature and composition of a relationship is
described in terms of attributes (i.e., characteristics that
contribute to the functionality and harmony of arelationship)
and processes (i.e., means by which the attributes are
developed) (see Appendix A). Theseattributesand processes
need to be present in order to establish and maintain func-
tional and harmonious interorganizationa relationships The
processes and attributes are further explained and elaborated
in our analysis.

In our study, the RET framework was used as the basis for
exploring the constructsof aninterorganizational relationship,
that is, as an a priori framework that guided data collection
and analysis (Patton 1990). In accordance with Klein and
Myers (1999), we believe that interpretive research does not
subscribe to the idea that a predetermined set of criteria can
be applied in a mechanistic way, but that such a framework
can help structure and position the research to alow it go
beyond the anecdotal. As an a priori framework, the RET
framework guided usin our attempt to understand aparticular
phenomenon (i.e., an offshore sourcing rel ationship) through
the meaningsthat people assign to them (Boland 1985, 1991).
As the organizing principle for qualitative interviews and
further analysis, the framework helped us in our under-
standing of the nature and composition of the customer—
vendor relationship in this hitherto unexplored approach to
offshore sourcing.

Research Method
Research Sites

In this study, we explore the Irish sites of two large U.S.-
based companies.® Of particular interest to this study is the

3Both companies are anonymized.



fact that the Irish sites of these companies act as bridges in
two-stage offshore sourcing. While U.S. sites offshore work
to Ireland, the Irish sites offshore work further to Asia
Hence, the Irish sites of these companies have experience of
being both customer and vendor in offshoring rel ationships—
an experience that offers great potential for research com-
paring and contrasting customer and vendor perspectives on
the two-stage offshoring relationship. Below, we provide
some background on each research site and present the
research method that was adopted in this study.

Pennysoft

The primary operation of Pennysoft, alarge, privately owned
U.S. company, involves the provision of financial services
and investment resources. The company hasbeen devel oping
software at its site in Ireland since 2001, and currently
employs around 100 people at this Irish site. The software
products devel oped are supplied mainly to internal customers
inthe United States. Most projectsinvolve coordinating with
several teamsin the United States and India. In many cases,
the requirements are generated in the United States, with
software development then taking place in both the United
States and Ireland. Most quality assurance (QA) activities
take place at thelndian site. The Indian site becameinvolved
in June 2005. The Irish site originally acted much as the
offshore unit, with ahigh level of involvement in their work
from the U.S. site. Today, the Irish site has taken more
responsibility and is closely involved in managing the Indian
site. Intheir projects, Pennysoft teams on different siteswork
closely while management is centralized to one “superior”
site. At Pennysoft, we studied three different projects, all
with project management and requirement engineering in the
United States, development work and, to some extent,
management in Ireland and QA work in India.

Semicon

Semicon, a NASDAQ-quoted company, is a leading manu-
facturer of chips and computer, networking and communi-
cations products. The Irish sitein our study was acquired by
Semicon in 2000 and employs 125 people, of which appro-
ximately 60 are software engineers. The software being
developed “facilitates’ the silicon products manufactured by
the company, alowing for third-party vendors to access the
functionality of the hardware.

Large projects at Semicon are comprised of several business
units, including the software unit. The software program
manager isbased at the Irish site, and manages multiple sites
within the software program, including India, Poland, China,
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and Maaysia. Requirements for software projects are
decided upon by the marketing business unit, and are then
negotiated by the software program manager. Different soft-
ware development sites then compete for the most valuable
parts of the devel opment work.

Several software development teams are located at the Irish
site, each oneled by aproject manager. Generally, each team
works on a defined portion of functionality of a software
development project resulting in a project structure where
teams work independently of each other with full respon-
sibility, and where interaction between managers is more
common than interaction between software devel opers.

All interviewees were chosen because of their experiences
with the Irish site acting as an offshoring bridge.

Research Design

Given that little research to date has been conducted on the
customer—vendor relationshipin I Soffshoring, thisstudy was
concerned with achieving an increased understanding of this
phenomenon and the particular constructsthat comprise such
arelationship. It was, therefore, exploratory and qualitative
in nature and involved the collection of rich datain real world
interorganizational environments, what may betermedrevela-
tory cases(Yin 1994). Such anapproachisappropriate when
research necessitates studying contemporary events, without
the need to control variables or subject behavior (Yin 1994),
ashere. Relational exchangetheory was used asadescriptive
framework that guided data collection and analysis. With its
focus on attributes and processes that comprise an inter-
organizational relationship, theframework presented by Goles
and Chin (2005) was used as a basis for our interview
protocol aswell as for categorizing and analyzing empirical
findings. Such an approach is recommended by Patton
(1990), who argues that an interview guide is useful for
focusing interviews and can also be used as a descriptive
framework for analysis. The interview guide included a
variety of questions concerning each of the attributes and
processes described by RET. The interview guide also
included questions, more general in nature, where inter-
viewees were given the chance to explore their ideas on their
offshoring experiences.

Datawasgathered over a20-month period from January 2005
to August 2006, and drew upon a humber of sources (see
Table 2 summarizing our research activities). These ranged
from workshops and informal meetingsto atwo-phase series
of interviews, both face-to-face and viatelephone, and e-mail
correspondence. The first phase of the project began in

MIS Quarterly Vol. 32 No. 2/June 2008 5
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Table 2. Summary of Research Activities

Phase/Company Date Research Activity
Phase 1
Pennysoft January 2005 Workshop on global software development.
March 2005 On-site meeting with company management.
July 2005 Interviews with three project managers, technical product manager.
Semicon July 2005 On-site meeting with company management.
August 2005 Interviews with software engineer, software project manager, general manager,
member of technical staff.
Phase 2
Pennysoft April 2006 Interviews with principal engineer, project leader (India-based), project manager.
Telephone interviews with senior systems analyst, director of software manage-
ment, senior software engineer, software developer (India-based), project
manager.
Semicon April 2006 Workshop on offshoring/outsourcing at university.
June 2006 Interviews with product manager, technical leader, team leader, engineering
project leader, project manager, staffing manager.
July 2006 Workshop at university exploring findings.
August 2006 On-site workshop with company management feeding back results.

January 2005 with a university-hosted workshop comprising
theresearch teamand practitionersfrom Pennysoft. Thetopic
of the workshop highlighted the complex nature of today’s
software development environment and the new challenges
that are introduced in offshoring arrangements. This work-
shop was complemented with a meeting where the research
team visited the Pennysoft site and subsequently carried out
face-to-facequalitativeinterviews. A similar visit and subse-
guent interviews were carried out at Semicon in July and
August 2005. A total of 12 interviewswere conducted during
this first phase, each interview approximately 1 hour in
duration. All interviews at Pennysoft were recorded and
transcribed.  Semicon, however, declined to alow audio
recording for security reasons. Therefore extensive hand-
written notes were taken during those interviews, and were
fully transcribed immediately after each interview. The
interviews in the first phase served to give a good overview
and general understanding of thetwo compani esand the many
different projects that involved geographically distributed
teams in offshoring arrangements.

Following the first phase, as other key informants emerged
during the interview process, the second phase of the project
(April 2006 to August 2006), comprised 14 interviews and 3
workshops. Twelve of the interviewees were based at the
Irish sites of the companies. Two more Pennysoft inter-
viewees were | ndia-based—one Indian team developer who
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was visiting at the time of the interviews and one Indian
developer who offered to be interviewed over the phone. In
total, five of the interviews in this phase were telephone
interviewswith one of the researchers asking questionswhile
the other researchers in the team listened, took notes, and
asked for clarification as required. This set-up made it
possible to discuss each interview in detail and to compare
notes and interpretations. Three of the intervieweesfrom the
first phase were included aso in the second phase, alowing
for more in-depth discussions and comparisons. In some
cases, follow-up telephone conversations, as well as e-mail
correspondence, took place to clarify and refine emerging
issues. To further discuss findings and emerging issues, the
second phase also included a university-hosted workshop
attended by both companies. At thisworkshop, strategiesfor
offshoring and outsourcing were discussed along with dif-
ferent theoretical frameworks that can be used to anayze
empirical studies of the phenomenon. At the request of
Semicon, the company hosted the research team at a final
workshop to feed back the results from the research study,
alowing for refinement of the results.

In total, this research project comprised 4 workshops, 2
formal meetings with company management, 22 qualitative
interviews and e-mail correspondence with company
representatives.



Data Analysis

The RET-based framework provided a set of useful “seed
categories’ (Miles and Huberman 1984) reflecting the
assumptions and proposed underlying constructs of the
research. In our analysis, we used these seed categories to
structure the initial comparative analysis during which we
identified similarities and differences in the data, thereby
refining the data into categories (conceptual constructs that
appear pivotal and emerge from the raw data). These cate-
gories reflected both the fundamental aspects of the bridge
relationship, aligning with the seed categoriesfrom RET, and
more over-arching conceptualizations driven by issues
brought up by theinterviewees. Inthisprocess, wepaid care-
ful attention to Klein and Myers' (1999) principles for con-
ducting interpretive research. In particular, the principle of
dialogical reasoning (i.e., sensitivity to possible contradictions
between the theoretical preconceptions guiding the research
design and actua findings) and the principle of multipleinter-
pretations (i.e., sensitivity to possible differencesin interpre-
tations among the parti cipants) worked as guiding principles
in our interpretation and analysis of the empirical data.

For the analysis we followed the open coding and axial
coding techniques proposed by Strauss and Corbin (1998).
Open coding is concerned with both [abeling the phenomena
and conceptsinherent in the data, and grouping these concepts
into categories. Axial coding is concerned with identifying
the relationships between categories and validating these
relationships in the data. The open coding categorized the
data into concepts, which tended to match the original seed
categories due to the use of the RET-based framework to
guide our interviews. A sample of open coding of data is
shown in Appendix B. As data was coded into categories,
various theoretical questions, hypotheses, and code sum-
mariesarose. Thesewere captured in analytic memos, which
were used to help integrate our understanding of the
phenomenasubsequently and torefinefurther datacollection.

By moving from comparison of incidentswithin acategory to
comparison of incidents with the emerging properties of a
category during axial coding, weorganized and articulated the
theoretical componentsinto higher-level (or core) categories.
The identification of these emergent core categories was
driven by the analytical views expressed by the interviewees
when asked to reflect on their own experiences of the Irish
bridge. Given their deep understanding of the offshoring
phenomenon, thelower-level categoriesthat emergedinitially
were partitioned and combined to form an overall under-
standing of the two-stage offshoring phenomenon, as repre-
sented by the Irish bridge. Following this, higher-level core
categoriesemerged, going beyond the seed categoriesof RET.

Holmstrom Olsson et al./Two-Stage Offshoring

As categories became integrated and further data collection
did not tend to cause any modification of categories, but
rather reinforced already-identified properties, the categories
were deemed theoretically saturated. When theoretical
saturation is achieved, additional interviews add nothing to
what is already known about the properties of categories.

As a result of the coding process, three core categories
emerged: (1) team integration (i.e., cross-site integration
versus loose inter-site coupling); (2) organizationa level
implementation (i.e., managerial level versus software engi-
neering level); (3) site hierarchy (i.e., hierarchy of parties
versus parties acting as peers). The offshore activities of the
two companies in the study can be differentiated when
analyzed according to each of the categories. Table 3 shows
which seed categories fed into each of the emergent
categories. An “X" denotes where that attribute or process
formed part of the emergent category, according to the empi-
rical data. The seed category “cultural compatibility” did not
cometo relatedirectly to any of the emergent core categories.
Cultural compatibility was recognized as an offshoring issue
by the interviewees, but was not identified as pivotal in the
characterization of their activities. Only therelationsbetween
seed categories and emergent categories that arose in the
empirical dataare identified here.

Reliability and Construct Validity

Interpretive research has been questioned in relation to
reliability and validity issuesin particular. While reliability
and validity are interrelated, we will discuss each separately
here. Reliahility isat heart concerned with the repeatability
of the research. In order to improve research reliability
overall, we sought to provide atraceabl e, documented justifi-
cation of the process by which research conclusions were
reached, thus providing an audit trail of the process (Guba
1981). Our primary mode of research was the case study
interview. Casestudiescan bevery valuablein generating an
understanding of the reality of a particular situation, and can
provide a good basis for discussion. The approach has been
widely used in research seeking to understand phenomena
through the meanings people assign to them (Boland 1985:
Orlikowski and Baroudi 1991) and the processwhereby infor-
mation systems influence and are influenced by a specific
context (Walsham 1993). Usualy, there is no attempt at
experimental design nor any control of variables. Also, since
the information collected is often specific to the particular
situation at a particular point in time, results are not really
generalizable in the traditional sense. Scott (1965) does a
creditable job of identifying a central problem with the case
study method:

MIS Quarterly Vol. 32 No. 2/June 2008 7
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Table 3. Emergent Core Categories

(2) Organizational Level

(1) Team Integration Implementation (3) Site Hierarchy
Attributes
Trust X
Interdependence X X X
Consensus X
Commitment X X
Cultural compatibility
Flexibility X
Processes
Communication X X
Coordination X X X
Cooperation X X X
Conflict resolution X
Integration X X

The sustained researcher who burrows deeper and
deeper into a single situation is faced with the
danger of emerging so impressed with the com-
plexity and uniquenessof “theone dear case” that he
may have difficulty in thinking abstractly about his
materials or in attempting to generalize from them
(p. 262).

In order to improve reliability in relation to the case study
approach, we followed Kirsch's (2004) model of creating a
case study protocol which defines the procedures to be
followed in identifying and selecting the case study sites,
determining who to interview and how interviews should be
conducted. We prepared an interview protocol based on the
relational exchange theory framework seed categories to
guidetheinterview processwithout constrainingit. Theinter-
view process was deliberately areflexive one so asto alow
for refocusing asthe research progressed, in that responsesto
certain questions could stimulate new awareness and interest
in particular issues which could then require additional
probing. Eisenhardt (1989) al so recommends such astrategy,
labeling it controlled opportunism. As mentioned above, all
interviews were transcribed, generating a total of 123 pages
(42,927 words) of data’ which were subsequently coded.

“As explained above, the Semicon interviews were not recorded but
transcripts were created based on notes taken during interviews. The word
count would likely havebeen higher had theseinterviewsbeen recorded since
the process of transcription based on field notes effectively involves afirst
round of analysis asthe notes typically reflect primarily what the researcher
deemed most relevant in situ.
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Also, the method of venting was used to avoid the problem of
multiple realities (Kaplan and Duchon 1988). Thisisapro-
cess whereby results and interpretations are discussed with
professional colleagues (Goetz and LeCompte 1984). For
example, our set-up of the interviews, with one researcher
asking the questions and the other listening and taking notes,
allowed for a detailed discussion within the research team
after each interview. Inthisdiscussion, different interpreta-
tions were recognized and an increased understanding em-
erged within the team since we were able to systematically
discuss our different interpretations. In addition, findings
were continuously presented and discussed with colleagues
and practitioners at the four project workshops. In order to
further improve reliability we considered triangulation and
corroboration frommultiple sources. Thus, we conducted the
research in two companieswith multipleintervieweesin each
and also considered other archival documents within each
organization.

While validity is a multifaceted concept, it is at heart con-
cerned with the extent to which the actual research in practice
matches that which it purports to be about. In interpretive
research thisis primarily concerned with the “truth value” of
the research (Miles and Huberman 1984). There are severa
categories of validity, but the most relevant to interpretive
research are construct validity and external validity.

Construct validity has to do with the extent to which the
constructs as operationalized relate to the phenomenon the
research purports to address. Yin (1994) suggests three
tactics for addressing construct validity: (1) drawing on



multiple sources of evidence, (2) establishing a chain of
evidence, and (3) member-checking the research results with
key informants. We have aready discussed the use of
multiple sources of evidence in relation to reliability above.
In relation to establishing a chain of evidence, this is
addressed by means of the audit trail, which isrecoverablein
tracing the research through a series of steps from the
establishment of the initial research question, through site
selection, data gathering, and analysis, to the final con-
clusions. Thefinal tactic, that of member-checking with key
informants, was accomplished through theintensive research
planning and feedback workshops organized with the case
study companies. At each of these workshops, the research
team presented findingsto participants from both companies,
and engaged in discussionsand feedback sessionsthat proved
very valuable for confirmation/clarification of results and as
input for future research directions.

Finally, external validity has to do with the extent to which
the research results apply in other real-world settings. The
fact that interpretive research often takes place in real-world
settings can help improve externa validity. One of the
limitations of this study might appear to be the fact that it is
based on only two cases and thus there is limited scope for
generalization, at least inatraditional sense. Lee and Basker-
ville(2003) identify afundamental and long-standing problem
with the type of generalization based on the type of statistical
sampling frequently sought in research, namely the problem
of attempting to generalize to any other settings beyond the
current one. Following this conventional model, researchers
have suggested increasing sample size or number of case
study organizations, but Lee and Baskerville argue cogently
for the ultimate futility of thisflawed strategy. They present
an overarching framework that proposes four distinct cate-
gories of generalizing, only one of which corresponds to
statistical sampling-based generalization. One of the other
categories in their framework, that of generalizing from
empirical description to theoretical statements, ismore appli-
cable to our research study. Thisview of generalizing from
thick descriptiontotheoretical concepts, specificimplications,
and rich insight is also recommended as a strategy by
Walsham (1993) and Klein and Myers (1999), who argue for
such atheoretical link as being key to distinguish “interpre-
tive research...from just anecdotes’ (p. 75).

Research Findings and Discussion Il

In this section, we present and discuss the results from the
qualitative interview study. In accordance with the concep-
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tual framework adopted in this study, we first present our
empirical datausing two categories: attributesand processes.
Within each category, the different constructs comprising an
interorganizational relationship are presented and further
illustrated with quotesfromtheinterviews. Wethen highlight
the different approaches taken by the companieswhen acting
inthebridgerole. Finaly, weanalyzethedifferent approaches
taken by the companiesin three interrelated sections.

Foundations of the Irish Bridge
Attributes of Two-Stage Offshoring Relationships

Below, we present the attributes (i.e., the characteristics that
contribute to the functionality and harmony of arelationship)
comprising acustomer—vendor relationship. Each attributeis
illustrated with quotes from the interviews.

Trust: Trust refers to the expectation that a party will act
predictably, fulfill itsobligations, and behavefairly. Many of
our respondents at both companies agree that trust is critical
and that an offshoring relationship is more about trust than it
is about contracts. Often, there exists a contract at the level
of “my team will deliver thisamount of work” but it isnot so
much a contract as a set of objectives agreed between
managers. The importance of trust was emphasized by a
technical leader in Semicon.

A lot of our work did rely on trust. Without good
trust between the sites, the project would not have
been able to work....We had to take the other site’'s
word for it.

Asrecognized by one manager in Pennysoft, the relationship
between two partiesisnot about contracts, it isabout trust and
trying to blend theteamsinto one. However, thiscan bediffi-
cult when dealing with new sites, something that the Irish site
has experienced in its bridge role between offshore locations.

When getting work sent to us, from, for example, the
U.S—then we know our capability. When off-
shoring to someoneelse...it’ sdifferent, asyou don’t
know if they’ re capable of doing the work.

Likewise, there needs to be an understanding of the capa-
bilities and the limitations that exist at different sites. While,
for example, requirements may need to bevery detailed inthe
beginning, along-term relationship in which the partiesknow
each other can alow for more flexibility and more loosely
specified requirements.
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You really have to understand and trust the capa-
bility of the people you areworking with. Wearen't
necessarily offshoring complete projects. It's more
handing over well-defined tasks. And soyouneedto
have an understanding of...not only what work you
can send to them but how well it must be defined.

Snce we started dealing with the U.S, trust has
devel oped so now they know that they will get what
they ask for. They know that if there are any issues
they'll betold asearly aspossible. Inthebeginning
they looked more closely at how we did things,
making sure that we were meeting all the dates.
That same kind of thing is what we are trying to do
now with India....Eventually, | imagine that when
India has some experiencewewon'’t bedoing that as
much anymore.

At Semicon, the Asian sites have existed for alonger period
and work more independently in contrast to the Indian teams
within Pennysoft. Oneteam will not delegate small pieces of
work to another. Therefore, ateam does not need to trust the
capabilities of the other, aseach team hasbeen assigned to the
project by senior management based on preexisting capa-
bilities of each party. It isonly for specific cross-location
collaboration projects that parties need to trust the output of
the others. In that case, as one manager stated, trust and
expectations can be based on previous relationships.

Trust is affected by my previous dealings with other
people or sites. | know how professional they will
be and if they will deliver on time.

Asrecognized by Klepper (1995), trust haslong-term benefits
as it allows a focus on long-term objectives, it suppresses
opportunism and increases cooperation, it enablesrisk-taking,
and it reduces conflict. In our study, both project managers
and software devel opers emphasi ze the importance of trustin
a relationship—whether it is as customer or vendor. While
there existsaformal contract on ahigh level, the day-to-day
practices are more about establishing and maintaining team
spirit and a collaborative atmosphere within and between
teams. As can be seen in the quotes above, the Irish sites
have the opportunity to learn from previous experienceswith
the United States when dealing with new offshore locations
such as India.

Interdependence: Interdependence refers to the extent to
which each party’s attainment of goals is dependent on the
other party. Interdependence is described as beneficial for
cooperation between parties—if close cooperation is the
intended approach by the organization. The two companies
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in our study have different approachesto interdependencein
their offshore sourcing relationships, discerniblein our study
when asking one of the project managers from Pennysoft
about the extent to which each party’s attainment of goalsis
dependent on the other party.

| cannot afford that India does not work. 1f my team
is unsuccessful, then I’'m unsuccessful, no matter
where they're located.

This opinion suggests aconnection between interdependence
and partnership success as suggested by Kanter (1994).
However, our respondents in Pennysoft also emphasize the
difficulty in establishing and maintai ninginterdependencedue
to the wish to grow at each individual site. Especialy, sites
in Indiaseek to grow very quickly and one possible scenario,
as outlined by one of the interviewees, would be India
bypassing the Irish bridge in the future and instead dealing
directly with the United States.

In contrast, the approach taken by Semicon is to minimize
day-to-day interdependence of software developers across
sites in their two-stage offshore relationships.  Senior
managers aim to clearly identify and minimize interdepen-
denciesearly onin project lifecycles—software devel opment
teams work as independently as possible. A reduction in
cross-site interdependence implies a reduction in cross-site
communi cation and coordination costs (Carmel and Agarwal,
2001). Therefore, this company aims to reduce interparty
collaboration and interdependence in order to optimize their
offshore sourcing projects. As noted in both companies,
however, interdependence can still exist even if the work of
the teams involved is loosely coupled, as deliverables from
one team may be required by the next team to compl ete their
phase of the project.

Consensus. Consensus refers to the extent of genera
agreement between parties. This is emphasized as very
important, and while interviewees at both companies realize
the potential benefit of a written contract, they admit that,
generaly, decisions are agreed upon between managers and
what really makesthe decision isthe level of expertisein the
different teams spread across different locations.

Most things are agreed by consensus...changes as
well.

What really makes the decision is the level of
expertise among resources in different locations.

It's not so much a contract, it's more a set of
objectives agreed between managers.



In Semicon, there exists some degree of formal agreement
when ateam needsto cooperate with partieswithin adifferent
group of the same company. This agreement is called the
“statement of work,” but does not constitute alegally binding
agreement. The fact that managers agree upon objectives
instead of specifying thesein formal contracts reveals ahigh
level of consensus (aswell astrust) at the managerial level in
both companies. However, this might be the result of the
particular sourcing arrangement. While contracts may be
critical in outsourcing arrangementsto athird party, they may
beof lessimportancein an arrangement wherethework being
sent offshoreis still performed inside the company (i.e., ina
captive center), asisthe case in both companiesin this study.
Nevertheless, consensus is considered an important issue
especialy when you act asthe vendor in an offshore sourcing
relationship.

Commitment: Commitment refers to the willingness of the
partiesto exert effort and devote resourcesin order to sustain
an ongoing relationship. Commitment reflects the parties’
view that the relationship will be sustained over time
(Henderson 1990). To encourage commitment, our respon-
dentsemphasi ze regul ar meetings and discussions. Also, itis
suggested that it is better to speak directly to aperson instead
of sending e-mails since phone conversations are felt to
encourage commitment and strengthen relationships over
time.

To encourage commitment we hold meetingsand we
discuss. The best is to bring it out in the meeting
and speak to the person instead of sending off e-
mails and copying senior managers on it.

While commitment could be experienced differently when
oneisthe customer compared to when one isthe vendor, this
is not the case at Pennysoft.

| think commitment is the same in any
relationship—no matter if you are customer or
vendor ...we put in the same amount of work for the
U.S asIndia doesfor us.

It all comes down to individual relationships.

Commitment can also be strengthened if all parties in the
relationship rely on the outcome of the project work. This
may be contrasted with a once-off offshore outsourcing rela-
tionship, where the external vendor may not be willing to
exert the extra effort that would be required to complete a
project on time. A project in Semicon that involved two
teams in the software development activities did not experi-
ence a problem with commitment, as both parties needed the
output as a basis for their future projects.
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Generally, commitment wasn't a problem. Both
siteswer e of the same division in the same company.
Both sites had the same culture—that was a help.
We worked in the same way. Both sites needed the
project to work, and that enforces closer
commitment.

A project manager in Pennysoft also realized that shared
ownership of projects can increase commitment. This is
discussed in the “Integration” section below.

Cultural compatibility: Cultural compatibility refersto the
extent to which each party can coexist with the others’ beliefs
andvalues. Interestingly, intervieweesfrom neither company
reported any major problems. While India and other Asian
countries are till considered culturally very different, they
stressproper training, quality of devel opers. and opportunities
for travel as solutionsto potential problems.

| haven't really experienced any problems....It
really depends on the quality of the developers.

To overcome cultural problems you need to employ
good people from the start, have a good team lead.
Also, a proper training in the architecture of the
system is a huge advantage— think that’s where
other projects might fail... they don’'t have proper
training.

We havelearnt about the time-zone differences. It's
much the same for U.S—Ireland and Ireland-India.
However, Indian cultureisvery different. What has
really helped was having Indian people spending
timeinthe U.S or Ireland.

Thisisnot a huge problem. It'snot asbig as people
make it out to be....All siteshave learnt to deal with
the other sites.

Also, the Irish experience of being both customer and vendor
(i.e., acting as a bridge between the United States and India)
has helped in this complex situation. Particularly, our inter-
viewees felt that to understand what it means to be offshore
potentialy helps when dealing with new offshore sites.

We under stand what it means to be offshore, which
makes us better potentially at managing offshore.

Indeed, teams involved in offshore sourcing relationships
should not overlook the potential effort needed by other teams
to learn to deal with them. Thiswas highlighted in an inter-
view with ateam leader based in a Pennysoft sitein India.
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Most of [the Indian developers] know how the folks
inthe U.S. behave, that they comein early. Youtalk
about their weather, or their family, or their dog. In
India, we don’'t ask how's the weather, because it
remainsthe same always....[ Also] with Ireland, the
communication, initially, it was kind of hard to
understand. The accent was a bit different. Now |
can make out some difference between the U.S. and
Ireland accents.

Flexibility: Flexibility refers to the willingness of both
parties to make adaptations as circumstances change. Here,
our interviewees emphasize the complex nature of software
development and that these things tend to escalate in adis-
tributed environment. In Pennysoft, what becomesimportant
is to take day-to-day management seriously and to trust the
expertise that is available. As when overcoming cultura
differences, the Irish Pennysoft site has an opportunity dueto
its dua role in its two-stage offshoring arrangement and
experience of acting both as customer and vendor.

Most circumstances are agreed by both parties...
adaptationsaswell. Ireland has 10 years of experi-
ence so it's not a case that they [the United States]
are telling us what to do.

Overdll, flexibility isinherent in the rel ationship between the
Pennysoft sites as they coexisted in extended teams.
Flexibility may be of more concern between different teams
and business units. This highly integrated bridge model also
allows for flexibility between teams members.

We [in India] try to accommodate [regquested
changes], if we can help. But we don't want to
change anything in the quality of deliverables....We
can try to figure out if we can [take extra work].
There are some situations that | say, “1 am going
home now, can't somebody in Ireland do this
[instead] ?”

Semicon’ steams are al so permitted to reject work in order to
maintaintheir quality levelsandto stick to realistic schedules.

Every site has the right to push back work if they
believe they are unable to carry out the requested
work.

In Semicon, however, the corporate culture encourages
projects to have a very stable set of requirements once they
have been agreed upon. Many stakeholders may be affected
by achangein project direction due to the complex nature of
the software development projects involved. If a team
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reguests that a project direction to be modified, clearance is
needed from all parties before a change is allowed. Hence,
flexibility in relationships is discouraged. As al teamsin
Semicon are aware of this aspect of corporate culture, they
can work in better harmony without being at risk to project
changes.

It is quite difficult to change the direction of a
project [because of corporate policies]. This did
helpinour project, aschangesinrequirementswere
not a great threat to the project.

[ The marketing group] will ultimately decide if the
changeisneeded. Marketing will ask the sitefor an
assessment of the impacts [the change] would have
on other work...Also, if a change is approved, we
need to meet again if there's a remapping of
requirements.

As can be seen, the structure of teams and the corporate
culture may exert an important influence on the degree of
flexibility. While Pennysoft manages a high degree of flexi-
bility in closely integrated teams, Semicon has chosen a
different approach whereteamsare|loosely coupled and work
separately on specific modules. Thislatter approach enforces
a lower degree of flexibility since the infrastructure for
communication and coordination between teamsis kept to a
minimum.

Processes of Two-Stage Offshoring Relationships

Below, we present the processes (i.e., means by which the
attributes are developed) comprising a customer—vendor
relationship. Each processisillustrated with quotes from the
interviews.

Communication: Communication refers to the proactive
formal and informal sharing or exchange of information. The
amount and type of communication at the two companies
between geographically dispersed teams varies greatly. At
Pennysoft, inter-site communication is intense and the inter-
viewees describe daily meetingsand phonecallsas prominent
activities. This happens as aresult of the Irish site'srole as
bridge in the extended teams which include other offshore
colleagues. While managers are the ones traveling, devel-
opers use information technology for keeping contact and
communication happens cross-site at all levels:

We have communication at all levels. Developers
communi cate cross-site and manager scommunicate
cross-site.



To facilitate communication we use phone, e-mail
and video conference systems. Also, we travel. |
traveled to India once and the India team lead
traveled to Ireland.

My manager has meetings with India once a week
and there are U.S—Ireland-India meetings every
week as well.

As could be expected, the bridge role is discernible when
discussing communication processes. As pointed out by one
manager at Pennysoft, the Irish site initiates most meetings.

I think we initiate most meetings...acting as the
bridge between the other two.

The location of Pennysoft’s Irish site allows for it to enjoy a
temporal overlap between both the U.S. and Indian teams. In
fact, it wasfound in one of the projectsthat the Irish site was
added to allow for more efficient communication. Originally,
the U.S. site dealt directly with India, and all inter-site com-
munication involving the Irish site went through the United
States. However, the Irish siteisnow moving toward acloser
partnership with their Indian colleagues, with direct commu-
nication being facilitated by a 4 to 5 hour overlap in daily
working hours. The Irish site has overlapping work hours
with India during the morning (Irish time), and U.S.
colleagues can be reached from 1:00 or 2:00 p.m. onward.
This has helped the Irish team to become a bridge location
between the United Statesand India. The Indian team leader
from another project also agreed that the Irish bridge is
advantageous, as it alows the team in India to maintain
regular working hourswhileal so allowing for communication
with the Irish site.

At Semicon, the situation is different. Here, communication
does not happen at al levels, in order to reduce communi-
cation overhead. Generally, software engineers do not com-
muni cate with their peersat other locations; the bridge model
simply does not occur at the software engineering level.
Instead, inter-team communication can be seen a a mana-
gerial level where the bridge role does occur, as one manager
agreed.

| had project meetings with managers in the U.S.
during my afternoon. | talked with Taiwan in my
morning [to update them on the project meetings],
because not all sites could be present at the project
meeting.

The Irish sites of both companiesin our study enjoy temporal
coveragewithboththeU.S. and Asian sites, facilitating cross-
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site communication. However, one project manager at
Semicon did not agree that thistemporal overlap justified the
effort of managing the bridge model at a software engi-
neering, day-to-day level.

When working with the Indians, | only still have the
morning to communicate with them. After our
lunch, they' Il already be going home. 80 percent of
my communication with the Indians is still over
email....The U.S might as well work directly with
India and wait for 4 hoursif they have an important
question....In software development, you plan over
a period of 6 months, not hours....There is not
enough of a justification to takethe Irish sideinto it
[asthe bridge].

As shown in our study, communication overhead can be
reduced by choosing to implement the bridge model only at
the manageria level, asisillustrated in the Semicon quotes
above.

Coordination: Coordination refers to the management of
interdependenciesbetween parties. Here, the Pennysoftinter-
viewees emphasi ze the importance of having clearly defined
processes. This, they said, will help when dealing with
different sites that may have different daily routines.

This whole thing is more about having a good
software process...not only about being spread
across locations.

One of the bonuses that | saw when | came into the
team was that there were very clear processes.
There were very clear coordination checkpoints.

In acting as the bridge between the United States and India,
the Irish site hasimportant knowledge that can be transferred
when initiating new contacts and setting up new projects at
different sites. Also, thereisthe belief that team membersin
Indiaare more comfortablein calling the Irish site for advice
instead of calling the U.S. representatives. If so, thelrishsite
has clearly a very important role to fill as an intermediate
between the other two.

When setting up a new offshore location you both
need to be on the same page, what the process is,
what the escalation route is and what your
responsibilities are.

There are regular meetings between Ireland and

India. But there are no meetings with India—
Ireland—U.S. This is one of the issues we want to
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address. People in India are probably more com-
fortablecalling up Ireland asking for help instead of
callingupthe U.S.

Semicon’s approach to coordination allows for coordination
of teams at amanagerial level, wherethe Irish site acts asthe
managerial bridge. However, day-to-day coordination in the
offshore sourcing relationships is kept to a minimum.

We know that inter-site coordination is inefficient.
We decided to reduce the number of sitesinvolvedin
any project. We decided to make work as ortho-
gonal as possible.

At Semicon, coordination between teamsis closely managed.
Inter-team coordination is rare but does still occur at times,
depending on the type of work involved.

[The] Bangalore [team] are dependent on our
deliverable, both parts must come together, and
therefore we need to have some interaction. These
interactions are very much planned for at the
beginning of the project.

The manager also pointed out that coordination does happen
between teams at the integration phase of software devel-
opment. During the integration phase, the output from all
teamsis combined, and this often requires physical meetings
due to its complexity.

At integration phase, the sites need to come
together, as it is intensive work....[This] usually
happensin [Ireland] ....Geographically, it is easier
for everyone to travel to [Ireland]. That is a
geographical advantage we have.

Cooperation: Cooperation refers to the undertaking of
complementary activities to achieve mutual benefits. At
Pennysoft, the Irish site often hastherol e of coordinating new
projects and trying to get cooperation going between other
offshore sites. However, while this bridging role might be
sustainable in the near future, it might not be viable in the
long-term. Many intervieweesat Pennysoft seedifficultiesin
maintaining this role in future cooperation.

Our location is an advantage but it al so depends on
our depth of expertise....There are other locations
that can competein terms of temporal position sowe
have to maintain and improve our expertise.

We often coordinate in setting up projects....Our
location is good for setting up projects. But |
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honestly don’t know if it's sustainable...everyone
wants to move up the value chain.

The head of one of the projects in Pennysoft stated that
cooperation between all partieswould be to the benefit of all.
However, cooperation may be challenged by site competi-
tiveness, with sites competing with others to get the best
work. He had learned from past experiences, lessonsthat he
is now applying to the bridge role in order to enhance
cooperation in the two-stage offshoring relationships.

Ireland was very much in that boat 4 or 5 yearsago
[competing with other sites]. But once we got
established we realized we don't have to be so
aggressiveto compete and cover up for any mistakes
that we make.

Cooperationisencouraged in Semicon specificaly inrelation
tocodereuse. Six monthsbefore our second-phaseinterviews
at Semicon, managers had begun to push for software code
reuse between sites. As one project manager commented,

If there are two completely separate programs, and
they areworking on two features, each very similar,
even then there will be contact between them to
maximize code reuse.

In fact, in one case highlighted in interviews, two remotely
located teams from two separate project structures joined
forces to work on a single project. Both teams needed the
component asaprerequisitefor further work. The component
was divided into two modules, one module per site. The
modules were to be integrated as one component upon com-
pletion. This cooperation allows for both teams involved to
maximize their output. Clearly, cooperation and interdepen-
dence, as previously discussed, are two closely related con-
cepts, and while they do not necessarily happen on a day-to-
day basis, they might happen for specific purposes such as
specific modules for specific projects.

Conflict resolution: Conflict resolution refers to amicably
replacing disagreement with agreement. All interviewees
agreethat e-mail isacommon source of conflict. While con-
flictsareinevitable, conflict in an offshore sourcing relation-
shipisespecialy problematic. Giventhe complexity of tech-
nology, the level of detail in contracts and the sometimes
disparate goals of the parties, the benefit of constructive
conflict resolution cannot be over emphasized (Anderson and
Narus 1990). Since most conflicts happen on a one-to-one
basis, the best solution isto pick up the phone and talk to the
person. If thereisalarger conflict, our interviewees advice



isto set up ameeting and discussthe problem. Managersare
believed to be helpful in solving conflicts since management
relations cross-site are considered good.

E-mail is a common way of causing conflict.
Telephone is better.

I think you should avoid huge e-mail chains. Pick
up the phone and talk to the person instead.

If there are people across locations that can com-
municate with each other openly, then conflict reso-
lutionis easier. Managers can help solve conflicts
sincemanagerscross-sitehave quitegood relations.

You try to understand what the problemis, and you
need to talk to the person at the other site.

Integration: Integration refersto the intertwining processes
and attributesinto each party’ s structure and processes. Inte-
gration enhances the quality of the parties’ internal business
processes (Henderson 1990) as well as the linkages that
bridge differences between firms and individuals (Kanter
1994). Aswith interdependence, the two companies in our
study have differing approaches to integration in offshore
sourcing relationships. Inour study, Irish company represen-
tatives at Pennysoft have realized that travelling is beneficial
for integration, since they wish to integrate their sites as
extended teams. Especiadly, regular travel to the United
States is mentioned as very positive for establishing a good
long-term relationship. Learning from this experience, the
Irish Pennysoft site now recommends company repre-
sentativestravel to Indiawhen setting up new projects at this
offshore location. Furthermore, sharing ownership so that
everyone hasastakein the project isconsidered beneficial for
integration.

Give everyone a share of the ownership. Therefore
everyone has a stake in the project and. . .the project
works well.

However, while integration is recognized as valuable for
interorganizational relationships (Goles and Chin 2005;
Henderson 1990), our study reveals potential problems with
integrationin an offshoring context. For example, integration
may be problematic for cooperation since each site hasapush
to grow in a way that doesn’t necessarily fit with teams in
other locations. In terms of time, however, the lrish
Pennysoft site is closely integrated with both the United
Statesand India. Thismakeslreland’ scurrent position strong
as an intermediate in two-stage offshoring arrangements.
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Integration is not always good for cooperation....At
site level there is always a push to grow and that
doesn’t necessarily fit with teamsin other locations.

I thinkit’ scritical when setting up an offshoresiteto
set realistic expectations and a time frame and not
to over-commit. What | seeisthat alot of managers
are going to India fromthe U.S. and promising the
world. Then the expectation is set with the offshore
site that they’re going to get this—and they come
looking for it....[This] can make integration very
difficult.

The time zone is a big issue and that works in our
favor. From a time perspective, we are in a good
position. We havetime overlap with both sites[U.S.
and India]. However, we are not a low-cost desti-
nation anymore. Now, we are based on quality. If
we can mai ntain quality—we can maintain position.

Despite the challenges to integration, one of the Irish—Indian
teams in Pennysoft has a joint development process
document, allowing for closer integration of both parties
software devel opment activities.

At Semicon, however, integration is avoided when possible.
Instead, the teams are kept loosely coupled and not highly
integrated. Integration does still occur when parties are
cooperating to develop a single component and when code
reuse is being implemented. A strong corporate culture
meansthat interorganizational differencesare minimized and
extended team structures are avoided. Each team’'s work
tasks are designed to be independent of other teams as much
as possible, therefore avoiding the need for integration.

Realizing the Irish Bridge

Both companies in our study practice offshore sourcing to
complete large software devel opment projects, with teamsin
the United States, Ireland, and Asia. The Irish sites of both
companies act as the bridge between U.S. and Indian loca-
tions, asidentified in this paper. However, as highlighted by
the empirical findings above, the two companies have very
different approaches to the bridge model. This hasimplica-
tions for companies that may be planning to operate similar
bridge models for two-stage offshoring arrangements.
Companies that realize that they have implicitly adopted an
approach similar to one of the approaches presented in this
paper should also take note. We haveidentified two different
approaches to the bridge model as experienced by the two
companies in our study. These two approaches differ in
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relation to (1) team integration, (2) organizationa level
implementation, and (3) site hierarchy.

The Irish Bridge: Team Integration

The structure of the teams involved in offshore sourcing
projects affects the bridge model being adopted. Large off-
shore sourcing project teams undoubtedly consist of team
memberslocated in several countries, possibly across several
continents. The relationships between parties at different
locations can be very close or can be kept to aminimum. At
Pennysoft, software engineers may communicate with their
offshore colleagues on adaily basis. Thisisdueto the close
integration between sites, where geographical distance does
not defineteam boundaries. When we asked a senior systems
analyst at Pennysoft whether his Irish team was treated as a
separateteamto the engineersinthe United States, hereplied,

No, not at all. It's not supposed to be either. The
emphasis is that we have a joint team and that we
work asone group. It’'s an extended group, we call
it sometimes....Projects are split across the two
sites. We'rein contact every day.

From this we see that, at Pennysoft, the relationship between
sitesisvery close, with the company aiming for close cross-
siteintegration. The complexity of software development is
inherent to distributed software development, while the
geographical and temporal distance between sites addsto the
level of complexity. Therefore, close cross-site relationships
reguire more communication and need to be closely managed.
Oneof the systemsanalystsnoted that thisrequiresadifferent
approach to software engineering.

I never worked in thisway before. And to be honest,
it was a big change. It means a lot more telephone
meetings. Alot of instant messaging conversations.
A lot of use of email....It requires different ways of
working.

Theapproachto bridgerelationshipsin Semiconisamost the
opposite of that at Pennysoft. Theteamsare comprised of co-
located team members. Therefore, oneteam can only exist at
one location. Semicon realized that, for them, managing
extended teams is too complex and carries with it too much
overhead in terms of communication and coordination costs.
Interdependence is reduced by making each team’s work as
orthogonal as possible. The loose coupling between sites
implies that the bridge model does not appear during day-to-
day work at the software engineering level. A manager at
Semicon noted that an extended team that did exist in the past
was changed so as to |oosen the coupling between teams.
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[Ireland and Malaysia] work together, and there
were very strong links/dependencies between both
sites....\WWe purposefully loosened the coupling
between sites. Our goal is to have nothing to do
with each other!...We're very explicit about the
interactions that will happen between teams.

The Irish Bridge: Organizational
Level Implementation

The level of team integration in an offshore sourcing
relationship has a direct impact on how the bridge model is
realized. Our study highlights that the bridge model can be
realized on different levels within the organization— on a
managerial level only, and/or at asoftware engineering level.
At Pennysoft, since the sites are closely integrated as
extended teams, the Irish bridge is seen at both managerial
and software engineering levels. Here, an Irish software
project manager del egates and manages other sites, actsasthe
managerial bridge between sites, andisultimately responsible
for the timely completion of the project. Ownership of most
projectstill restsinthe United States. Likewise, at Semicon,
the Irish site also acts as the bridge at a managerial level, but
also ownership of the entire software project rests there.
Managers at both companies recognize that their Irish sites
have an advantage when managing projects. Asone manager
at Pennysoft stated,

[At the Irish site] we're very process mature.
Ireland understandsbusinessbetter. It takestimeto
get to that position.

Management at Semicon also recognized the importance of
the Irish bridge for them at a managerial level.

Program management at a managerial level is a
huge value-add for us herein [Ireland]. By being
the bridge, we are recognized as delivering whole
projects....Upper management are therefore happy
to see [the Irish site] managing the software pro-
gram. They don’t care where the actual develop-
ment work has taken place.

However, our study also highlightsthat the bridge model can
be realized not only at the managerial level but also at a
software engineering level. The level of team integration in
the offshore sourcing relationships seems to have a direct
impact on the bridge model at a software engineering level.
At Pennysoft, the extended teams with close cross-site
collaboration facilitate the bridge at this level. Teams in
different locationswork together and some softwareengineers



in India report directly to managers at the Irish site. Also,
there is regular communication between all team members
and their peers. Thisallowsfor Pennysoft to create software
development teams leveraging the most relevant skills
available at different locations.

The approach taken at Pennysoft is seen as avaluable bridge
model when establishing new offshore sourcing rel ationships
and teams. The Pennysoft sitein Indiais quite new, and the
engineers need to be trained. To do this, the approach with
close cross-site integration and teams communicating and
coordination across locations and levels was seen as bene-
ficial. A one-to-one “buddy program” was set up between
Irish and Indian developers, alowing for the Indian devel-
opers to learn directly from the Irish developers. Naturally,
thisrequired intense communication on adaily basis between
both managers and software engineers.

In contrast, at Semicon, the Irish bridge does not exist at a
software engineering level. Engineers do not communicate
with their offshore peersduring standard projects. Thisisdue
to the loose coupling between teams which aimsto minimize
therequiredinteractionsbetweenteams. The Asianteamsare
already process mature and do not need the Irish bridge to
function properly. Travel isused to train new team members
if needed, as opposed to a buddy program as at Pennysoft.

We have sent several engineers to hand-hold at
other sites, if the deliverable was new to the other
site. After this period, wetravel as needed.

The bridge model is therefore affected by the organizational
structure, depending on how closely the teams at different
locations are integrated. This fact relates back to Conway’s
Law, which states that the structure of the system reflectsthe
structure of the organization that designed it, and this is
particularly true for large distributed projects (Herbsleb and
Grinter 1999). Companies that practice a two-stage off-
shoring model such asthe I rish bridge should be conscious of
the effect that organizational structure can have on their end
product.

The Irish Bridge: Site Hierarchy

Finally, our study reveals that different approaches to the
bridge model also affect the hierarchical organization of
teams. The extended teams in Pennysoft comprise several
locations but are driven by one of the sites. In general, U.S.
sites delegate to the Irish managers, who then delegate work
further to the Irish and Indian sites. Typically, the Irish site
deals with more complex design activities while the Indian
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site generally takes on a quality assurance role for the Irish
site. Thelrish siteclosely managestheactivitiesof thelndian
site, implying a power hierarchy in the relationship between
the two sites. During several of the interviews with em-
ployees from Semicon, however, it was noted that teams at
Semicon are not perceived as being in a multiple-level
hierarchical structure. All teamsworking on alarge software
development project involving offshore sourcing are viewed
aspeers. Teamsdo cooperate, but remain mostly independent
of each other. A team leader does not delegate day-to-day
work to an engineer based in another team. The implicit
hierarchical systemsin Pennysoft and Semiconmay differ due
to the level of maturity of the offshore teams. Pennysoft’s
teams use the bridge role at a software engineering level in
order to train new Indian recruits, and to work with Indian
teams that are not as well established as the Irish teams. At
Semicon, however, it was noted that the Asian teams are well
established with mature software devel opment processes, and
therefore do not need the Irish site to direct their day-to-day
work. Instead, these teams work as peers, independent of
each other.

A hierarchical structure in the dual bridge relationship can
cause tension between sites, as discussed previously in the
“Integration”section. It became clear from interviews at
Pennysoft that there exists somewhat of a power struggle
between sites. Thelndian siteisgrowing at an extraordinary
rate, and one Irish manager reported tensionsin the Ireland—
Indiarelations as a result.

Something that |I'm experiencing at the moment is
that as India are coming up to speed...the expec-
tation [is that] they're going to be on an equal par
with the Ireland team. They want to grow very, very
quickly and go up the value chain like everybody
ese...\We' veseenithereinlreland ourselves....I'm
starting to experience problems now that India is
starting to go directly to the customer to say, “ you
don't need to bother going through Ireland.”

However, the Indian team leader for this project had a
different view.

[The Irish manager] has delegated the
[maintenance] work to me. He has informed the
folks in the U.S that if the work is in the
[ maintenance] category, you can probably send it
directly to[mein India].

Inter-site competition—or even power struggles—therefore
poses apossiblethreat to the proper functioning of the bridge
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model. As mentioned above, it was suggested in interviews
to share ownership of the proj ect between stakehol ders so that
theresponsibility of completion of the projectisshared. Also,
there might be a need to set expectations so that the newer
offshore sites do not expect to take full ownership of projects
in the short term.

Conclusions and Implications I

The objective of this paper was to investigate and develop a
theoretical model of the dual bridge role experienced by the
Irish software devel opment sitesof two U.S.-based companies
in their offshoring arrangements. While the U.S. sites off-
shore work to Ireland, the Irish sites offshore work further to
Asia—an arrangement we have referred to as two-stage
offshoring. Thelrishsiteshold adual role of communicating,
and at times also managing, both the U.S. and the Asian
teams. Hence, the Irish sites have experience of being both
customer and vendor in an | S offshore sourcing relationship
and our study reveals multiple waysin which thisrole can be
accomplished.

To the best of our knowledge, thisisthe first study focusing
on two-stage offshoring, whereby acompany sourcesfroman
offshore location, which then in turn offshores work further.
On the surface, this approach appears similar to offshoring
through domestic third party providers with offshore
employees, which indeed appears to be on itsrise (Zweig et
al. 2006). However, our study has shown that two-stage
offshoring does not have to involve outsourcing, and that
many of the" nearshoring” or domestic sourcing benefitsover
“traditional” offshoring (such as low socio-cultural distance
and time-zone overlap) can be achieved a so throughin-house
offshore sourcing. As such, this paper contributes to off-
shoring research by bringing this increasingly important
strategy onto the research agenda. Specifically, by arti-
culating the main characteristics of this offshoring model, as
itisbeing practicedin our two case study companies, we have
shown that it is very much context-dependent and that
research into this area should not assume that what works at
one particular bridge location will work in another.

Figure 1 presents the conceptual theoretical model derived
from this study. It illustrates how the seed categories (RET
processesand attributes) lead to our three core categorieswith
dimensions represented by the two identified approaches to
implementing the bridge model. We suggest that further
research could elaborate this model and seek to derive
measurable hypotheses.
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Our study has severa significant implicationsfor practice. It
has highlighted that there is no single “royal road” toward
successful implementation of a bridge model. While the
approaches identified in the two case study organizations in
this paper both involve two-stage offshoring, they differ
significantly, primarily inrelation to (1) teamintegration, (2)
organizational level implementation, and (3) site hierarchy
(seeFigure 1).

Team Integration: Cross-Site Integration
versus Loose Inter-Site Coupling

First, while close cross-site integration (i.e.,, when geo-
graphical distance does not defineteam boundariessuch asin
extended or virtual teams) facilitates organizational unity and
“teamness,” it also creates additional communication and
managerial overhead. Looseinter-site coupling, on the other
hand, means that sites at different |ocations remain indepen-
dent of each other. Asopposed to close cross-siteintegration,
loosely coupled teams work independently and communica-
tion and day-to-day management between teams can be kept
toaminimum. In deciding what approach to take, managers
need to be conscious of the distributed organizational struc-
ture across sites and how closely integrated each team should
bewith other teams. Basically, more matureteamswith well-
established development processes allow for more loosely
coupled teams. In this context, Conway’s Law should be
noted (or rather its inverse—Yawnoc's Law, as it were):
Instead of letting the structure of the organization decide the
structure of the system, which may cause overly complicated
system architectures, it is advisable to form teams around the
structure of the system, and to architect the system according
to features and functionality.

Organizational Level Implementation:
Managerial Level Versus Software
Engineering level

Second, the bridge model may be implemented at the mana-
geria level only, or both at the managerial level and at the
operational software engineering level. Interestingly, the
level of cross-siteintegration seemsto haveadirectimpact on
the level at which the bridge model is discernible in this
respect. While organizations with extensive cross-site inte-
gration between teams may implement the bridge model at
both the managerial level and the software engineering level,
organizations with loosely coupled teams may prefer to
implement it at themanagerial level only. Whenimplemented
at the managerial level, a project manager typicaly actsasa
“managerial bridge” between sites. Thus, required inter-team
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Figure 1. Two Approaches to the Bridge Model in Two-Stage Offshoring

communication can be kept to a minimum, while only team
leaders report back to the bridge site. When implemented at
the software engineering level, teams rely on each other and
report directly to teams at other sites. Thisleads naturaly to
an increased number of interaction points.

Site Hierarchy: Hierarchy of Parties
Versus Parties Acting as Peers

Third, the type of power relationshipsin place between sites
influences how the bridge model may beimplemented. When
there is a hierarchy (implied or explicit) and one site is
considered superior to itsoffshore site (e.g., when offshoring
only mundane tasks dueto aperceived lack of maturity at the
offshore site), implementing the bridge model at the opera-
tional software engineering level may be feasible (top-
managed from the superior site). However, when sites are
organized as peers, the bridge location is able to delegate full
responsibility to all other sites (upstream or downstream), but
this also requires corresponding managerial skills at al sites.
Whilethehierarchical approach may be useful intraining new
people and introducing new teams, well-established teams
with mature software processes can work moreindependently
and do not need the same managerial structure, hencethey are
more suitable for apeer-to-peer implementation of the bridge
model. Interestingly, the long-term sustainability of the
bridge relationship may suffer if the people at offshore loca-

tionsare not perceived as equals. Thiscould lead to offshore
locations eventually trying to bypass the bridge location.
Since the fear of this happening also affects attitudes, there
might be an unwillingness to facilitate knowledge transfer
from the bridge site to its offshore locations. Interestingly,
this has also been identified as a possible threat to traditional
offshoring—the “My job went to Indiaand al | got was this
lousy T-shirt” syndrome—which now seemsto propagateal so
to the second tier offshore relationship.

Clearly, the different ways to approach the bridge offer
different opportunities and also different perils. Many
challenges have to be considered. Most evidently, perhaps,
is the need to manage different expectations to ensure that a
power struggle does not threaten the functioning of this two-
stage offshoring model. To ensure this, ownership must be
carefully considered. Ensuring that ownership is shared
between stakeholders may, for example, ingtill a sense of
responsibility for the project in al teams.

The question arises as to whether this two-stage offshoring
model, as illustrated by the Irish bridge, will be a viable
model in future two-stage offshoring arrangements. As seen
in our study, overlapping time zones is amajor selling point
for the bridge location. However, it remainsto be seen if the
advantagesof time-zone overlapscan render the bridge model
viableinthelong term. The variations of the bridge model in
usein the companiesin this study have been in progress over

MIS Quarterly Vol. 32 No. 2/June 2008 19



Holmstrom Olsson et al./Two-Stage Offshoring

along period of time. Historically, the sitesin Ireland were
seen asoffshorefromthe United States. However, withrising
labor costs in Ireland, it is no longer a low-cost offshore
location, but amature site with high quality output and strong
managerial skills. Such an evolution between locations may
now be seen between the Irish and Asian sites, potentially
threatening the relationship between these two. With
increased maturity at the Indian sites, specificaly, they are
naturally unhappy to be managed from another site. Instead,
they want project ownership and to be regarded as auto-
nomous and effective for doing business. Furthermore, many
locations have advantageous time-zone positions. Thus, to
maintain aposition asabridgeto offshoring locationsin Asia,
it is crucial for any bridge location to maintain and improve
quality. Whilelocationwill alwaysbe an advantage, location
alone will not be enough to gain a place in future two-stage
offshoring arrangements. Instead, depth of expertise and
experience will be even more important for future
competitiveness.

Interestingly, and on a final note, our research supports the
view that offshoring tends to progress through a staged
sequence of progressively lower cost locations. In our study,
we have noted that Indian companies were also starting to
offshore to even lower-cost destinations, such as China,
Vietnam, and Malaysia. With this progress, such countries
may resumetheroletraditionally held by India: low cost staff
augmentation for highly defined tasks (Rottman and Lacity
2004) while Indiaremainsastrong player but with adifferent
focus. Such a development suggests that two-stage off-
shoring, which has been the focus of this paper, will even-
tually become what we would term multistage offshoring.
Clearly, thiswill requirefurther research, but we suggest that
the approach adopted here for the Irish bridge study can
provide a useful foundation.
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Relational Exchange Theory Attributes and Processes I

Attributes That Contribute to the Functionality and Harmony of a Relationship

(1) Trust
fairly.

The expectation that a party will act predictably, fulfill its obligations, and behave

(2) Interdependence

The extent to which each party’s attainment of goals is dependent on the other party.

(3) Consensus

The extent of general agreement between the parties.

(4) Commitment

The willingness of the parties to exert effort and devote resources in order to sustain
an ongoing relationship.

(5) Cultural compatibility

The extent to which each party can coexist with the others’ beliefs and values.

(6) Flexibility

The willingness of both parties to make adaptations as circumstances change.

Processes by Which the Attributes Are Developed

(1) Communication

The formal and informal sharing or exchange of information.

(2) Coordination

The management of interdependencies between parties.

(3) Cooperation

The undertaking of activities to achieve mutual benefits.

(4) Conflict Resolution

To amicably replacing disagreement with agreement.

(5) Integration

processes.

The intertwining of processes and attributes into each party’s structure and
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Appendix B

Holmstrom Olsson et al./Two-Stage Offshoring

Sample of Open Coding of Interview Data I

Relational
Example Quote Key Phrase Exchange Theory
“When getting work sent to us from the US we “...you don’t know if they’re Trust
know our capability. When offshoring to capable of doing the work.”
someone else... you don't know if they’re
capable of doing the work.”
“I cannot afford that India does not work. If my If my team is unsuccessful, then Interdependence
team is unsuccessful, then I'm unsuccessful, no I'm unsuccessful, no matter where
matter where they're located.” they're located.”
“It's not so much a contract, it's more a set of “...set of objectives agreed...” Consensus >
objectives agreed between managers.” =
(=)
“To encourage commitment we hold meetings “...hold meetings and we Commitment =1
and we discuss. The best is to bring it out in the | discuss...speak to the person...” o
meeting and speak to the person...”
“What has really helped was having India people | “...people spending time...” Cultural compatibility
spending time in the US or Ireland.”
“The marketing group will ultimately decide if the | “...will ask the site for an Flexibility
change is needed. Marketing will ask the site for | assessment of the impacts the
an assessment of the impacts the change would | change would have...”
have on other work.”
“We have communication at all levels. “...communication at all levels...” Communication
Developers communicate cross-site and
managers communicate cross-site.”
“When setting up a new offshore location you “...need to be on the same page, Coordination
both need to be on the same page, what the what the process is...”
process is... what your responsibilities are.”
“If there are two completely separate programs “...even then there will be contact Cooperation g
and they are working on two features, each that between them...” 3
are very similar, even then there will be contact @
between them to maximize code reuse.” o

“If there are people across locations that can
communicate with each other openly, then
conflict resolution is easier.”

“,..communicate with each other
openly...”

Conflict resolution

“Give everyone a share of the ownership.
Therefore everyone has a stake in the project
and therefore the project works well.”

“...share of the ownership...”

Integration
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