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ABSTRACT 

This paper explores the practice and trends of 
offshore outsourcing of systems development in two 
countries; namely, Finland and India. In particular, 
it deliberates upon the driving forces and obstacles of 
the offshore outsourcing. The viewpoints of the 
participating companies were researched using a 
multiple case study method. The findings indicate 
that the imperative for engaging in offshore 
outsourcing systems development and the obstacles 
encountered do not depart from similar findings in 
information systems (IS) literature. However, a novel 
finding of this present study is the use of a software 
house (broker) on the Finnish side that acts a buffer 
for other local firms with little or no experience in 
offshore outsourcing. On the other hand, the Indian 
software house in this study engages in offshore 
systems development with their Finnish counterparts 
for reasons espoused in IS literature. Furthermore, 
the role of trust, the nature of the project outsourced 
and the importance of selecting the right partners are 
considered vital to the success of the arrangement. 
The implication of the study is that it enhances our 
knowledge of cross-cultural outsourcing in systems 
development, which may be useful to practitioners 
and academics alike. 
Keywords: Information Technology (IT), Ethics, IT 
and Ethics 

INTRODUCTION 

The impact of the globalization of resources has led 
to dramatic increases in cross-country business 
cooperation. The global software industry is one 
business that has been experiencing exponential 
growth since the 1980s [1-4]. Within the global 
software industries, there are hosts of segments; for 
example, applications and systems development 
(SD), business process outsourcing (BPO) and so on. 
In this study, we discuss an arrangement involving 
SD between two countries – Finland and India. 
Realistically, the two countries have been noted as 
major players in the global software industry [5, 6]. 
Importantly, outsourcing has become an appealing 
option to organizations operating within the global 
economy for a variety of reasons. Some of those 
include the desire to be competitive [7], occasioned 
by intense global competition, scarce human 
resources, cost reduction and time-to-market 
considerations and so on [8-11]. The outsourcing of 
software production and other systems development 

has, in recent decades, taken up global dimensions in 
which companies from the developed countries 
outsource information technology (IT) functions 
involving software development and maintenance, 
application development, business process 
maintenance, etc., to the developing countries [6, 12-
15]. More recently, the flow of traffic has seen 
organizations from developing nations outsourcing to 
Western-owned firms [16]. Furthermore, the milieu 
also include firms from the developed world 
scampering to establish offshore operations or 
presence either through joint ventures or technical 
collaborations with partners in the developing parts 
of the world [17, 18]. 
Offshore outsourcing of systems development refers 
to the business practice whereby a business entity in 
one country looks for a foreign vendor or partner in 
another country that has expertise in developing 
operations in IS/IT development that were previously 
performed in-house domestically. The term offshore, 
according to some authors, might have been used to 
implicitly describe non-traditional software 
development sites in developing countries [19]. 
However, recent trends [20, 21] offer a wider view of 
the definition. Countries such Ireland and Canada are 
also involved in offshore outsourcing. Also, 
Rajkumar and Mani [13]define offshore outsourcing 
as: “When the supplier of software development is 
from another country than the firm that decides to 
outsource information systems”. Offshore 
outsourcing itself is couched in global IS/IT 
outsourcing, which describes the arrangement in 
which organizations’ contract all or part of IS 
development and maintenance, application 
development and other IT operations to one or more 
foreign suppliers [13, 22, 23]. Global IS/IT 
outsourcing, in turn, stems from outsourcing, which 
is a term different authors have ascribed a variety of 
definitions and frameworks; for example, [24-26] 
views it in terms of the market – “market versus 
hierarchy and make-or-buy”, whilst others describe it 
from the viewpoint of “vertical integration” [7, 27]. 
Nonetheless, our literature review indicates that much 
attention has been paid to the various segments and 
examples of outsourcing, including offshore 
outsourcing in which anecdotal and empirical 
evidence have dealt with issues such as benefits, 
risks, management decisions and practices of 
outsourcing. . However, little attention seems to be 
paid to case studies involving cross-national 
arrangements in offshore systems development, 
especially where the expertise of a broker software 
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house is employed in order to minimize the risks that 
might arise from an offshore outsourcing 
arrangement. Furthermore, very limited information 
regarding the Finnish customer perspective of 
offshore outsourcing has not been deliberated upon in 
IS literature. To that end, this present study aims to 
fill such gaps in research. In this paper, we will 
discuss findings relating to the practice, the driving 
forces and the inhibitors of offshore outsourcing at 
the country and organization levels in Finland and 
India. Thus, the main objective is to explore the 
initiation, practices and management of the offshore 
partnerships between the selected organizations in the 
two countries. This research paper is not aimed at 
presenting conceptual frameworks and models for 
offshore outsourcing as several already exist [19, 28-
32]. Rather, this article sets out to explore these 
offshore partnerships through multiple case studies 
and presents its findings in tune with prior IS 
literature on offshore outsourcing of systems 
development. The rest of the paper is organized as 
follows: Section 2 by reviews the historical 
background and trends in outsourcing, including 
offshore outsourcing. Sub-sections 2.1 and 2.2 
specifically deal with the software and the systems 
development industries in Finland and India. Drivers 
and inhibitors and sourcing strategies/relationships of 
offshore outsourcing are presented in Section 3. 
Section 4 covers the research methodology and the 
case analyses. Finally, the discussions and conclusion 
of the paper are presented in Section 5. 

Historical background, trends and practice of 
global outsourcing 

The historical roots of IT outsourcing can be traced to 
the 1960s when computer systems were physically 
bulky and large. Such computers, namely mainframe, 
were used for time-sharing services [33-35]. The 
expensive nature of such systems led many 
organizations to contract out routine data processing 
activities to large externally managed operators. The 
arrangement came to be known as facility 
management. The underlying motivation for 
businesses to outsource during this period was cost 
reduction. The 1970s ushered in rapid progress in 
software and applications development with its 
associated huge costs. Many organizations could not 
meet the demands; as such, they had to resort to 
contract programming as a cost-effective measure. 
The periods from the 1980s to the present time offers 
a multitude of reasons for the spread and growth of 
outsourcing and offshore systems development. First 
of all, global expansion and diffusion of IT was a key 
factor. Secondly, shortage of skilled IT professionals 
in the developed countries was another catalyst for 
global IT outsourcing [36, 37]. Thirdly, the 
‘watershed’ decision of Kodak to outsource its IT 

functions to IBM and DEC [38, 39] and the 
combined effect of the influence on managers, as 
well as the ‘me-too’ syndrome it generated, 
accelerated the practice of outsourcing [40, 41]. 
Fourthly, the dire economic conditions of the 1980s 
and 1990s that several organizations in the developed 
economies encountered, hastened the process of 
global IS/IT outsourcing. This is because cost savings 
measures became prominent issues to management 
facing intense competition locally and 
internationally. The need to look for competent and 
skilled foreign professionals capable of delivering 
quality IT services/products at a fraction of home 
market prices became the norm. Many firms jumped 
on the bandwagon of global IS/IT outsourcing [42]. 
Lastly, the availability of new software exporting 
nations, some possessing entrepreneurship and 
trading abilities quickened the practice [13, 20, 43]. 
Examples of such nations include Ireland, Israel, 
India, China, Hungary, Romania, Russia, Philippines, 
Bulgaria, Nigeria and others. Although many 
developing nations currently serve as the recipient 
country for systems development projects, India leads 
the pack in this regard. The Indian software industry 
is one of the fastest growing [44-46]. 
In fact, the taxonomy of the world’s leading software 
exporting nations classifies India in the same 
group/tier as those of most OECD countries engaged 
in software production and export [6]. The forecast of 
the global software industry, according to the Gartner 
Dataquest[47] report, was expected to reach $76.1 
billion in 2003 fuelled by rising worldwide end-user 
spending on software. The research firm, 
International Data Corporation (IDC) [48] predicts 
that global IT spending will be higher in 2007 
accounting for 6, 6% compare to 6, 3% in 2006. 
Software will lead the growth with 8% of the total 
and service will remain stable with 6%. In the service 
sector, outsourcing will be exceptionally strong 
which will accelerate to 7, 5% [48].  

Finland and the global software industry  

Global outsourcing of systems development is not a 
new phenomenon in Finland. In a research conducted 
by Apte et al. [34], it was shown that about 11.3% of 
Finnish companies in the survey alluded to some sort 
of global IS/IT outsourcing in their operations. The 
study also showed that software development and 
maintenance were the topmost outsourced functions. 
The innovative Finnish software industry has 
spawned advances in IT, which in turn has helped to 
sustain the growth of the software industry in the 
country [49, 50]. Finland's software market was 
estimated at about $1.3 billion in 2002 [51]. Finnish 
is a developed economy with a relatively small 
population of only 5.2 million. Despite its small size, 
it has been identified as a high priority market for 
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software and services for e-commerce [51]. The 
Finnish software industry, according to Eastern 
Michigan University publication [52]has the 
following characteristics and trends, expanding focus 
and application areas beyond traditional Information 
Communication and Technology (ICT); software 
market convergence, fast-growing number of new 
start-up software companies, increasing role of Web-
related software, fast-growing role of embedded 
software, increase in software exports, consolidation 
of the software industry (mergers, acquisitions) and 
increase of mobile software. 
It is estimated that there are about 1100 companies, 
most of them very small, which have traditionally 
concentrated on serving Finnish customers with 
application development, customizing and system 
integration [53].The growth in the Finnish software 
industry has been accelerated further as a result of 
changes in recent years in Russia and the Baltic 
countries; Finland now serves as an excellent 
gateway to these emerging markets [52]. The export 
growth of the software industry has ranged between 
40─60% in recent years and the future looks even 
better. Autere et al. [50] studied the competitiveness 
of the Finnish software industry, and regarded the 
speed of technological change, the degree of 
internationalization, and the supply of skilled labor to 
be crucial for Finnish success. Regardless of these 
limitations, Finland has remained in the forefront of 
ICT advances [54] and is rated a first-tier software 
exporting nation [20]. 
 
India and the global software industry 
 
NASSCOM, the body that takes the pulse of the ICT 
industry in India, reported that in the course of 1997, 
more than 142 of the Fortune 500 companies 
outsourced their software requirements to India. The 
survey also indicates that the period beyond 1987 
saw Indian software exports crossing US $2.5 billion 
[55], to which software and other ICT services have 
been exported to over 102 countries [56]. By 2002 
the amount of revenue made from software export 
had reached $6.2 billion in 2002 (Economist, 2003) 
and $9.5 billion in 2003 [57]. Similarly, the 
compound annual growth rate (CAGR) for the 
software industry in India, which was approximately 
35% in the early 1990s [35, 58] has been in the 
region of 52.6% for the last 5 years [55]In fact, the 
Indian software industry is one of the fastest growing 
sectors of the national economy [44-46]. India’s 
exports of computer software, IT services and 
electronics products are projected to grow by around 
30 % during 2007 to US $32 billion, according to 
EconomicTimes [46]. 
These six OECD countries: USA, Japan, UK, 
Germany, France and Italy, together have 73% of the 
market share of the worldwide software market. 

Interestingly, India’s software export to these 
countries is almost 83% of its total software exports 
[35, 55, 59]. Also, India has nearly 85% of global 
offshore technology outsourcing, and it is often 
called the “birthplace of offshore outsourcing” [60] 
perhaps as a result of the abundant availability of 
skilled IT professionals. According to NASSCOM 
[61]the total direct employment of IT professionals in 
India has grown from 830,000 in 2003-2004 to well 
over one million in 2004-2005. The industry 
employee base is estimated at nearly 1.3 million 
2006. IT software and services added over 120,000, 
ITES-BPO added ~100,000 - total direct employment 
in the Indian IT-ITES has grown approximately from 
284,000 in 1999-2000 to 1,293,000 in 2005-2006. 
However, indirect employment attributed to IT-ITES 
was 3 million. Moreover, India is the preferred 
destination of most firms, including those from the 
OECD countries [62-64]. The reasons for its success 
on the offshore outsourcing scene includes the 
availability of skilled talents in software development 
[3, 13, 21, 63]; the use of the English language in 
education, business and industry [13, 65]; the Indian 
government policies and actions, for example the 
establishment of software technology parks equipped 
with state-of-the-art communication systems and 
facilities; and in addition, the Indian government 
provides tax breaks and subsidies [35, 65-67]. 
Another factor is the high standard and quality of 
Indian software houses [13, 17, 21, 60]. Lastly, cost 
reduction (prices) offerings, which, when compared 
to home offers in developed nations, might be 
50─70% better [21, 60, 63, 65]. The business of 
outsourcing (in particular offshore systems 
development) to India is not without its dark side. 
Some of the challenges include cultural, 
infrastructural, government politics, geo-political risk 
and so on [68, 69]. 
 
The drivers and benefits of offshore outsourcing 
 
In order to adequately understand the trends in 
offshore outsourcing, it would be beneficial to 
discuss its driving forces. The reasons why firms 
embark on offshore outsourcing is because of the 
advantages it proffers the participants. The offshore 
drivers are presented in Table 1 using conceptual 
frameworks from IS literature. 
 

<Insert Table 1 here> 
 
The inhibitors and obstacles of offshore 
outsourcing 
 
Doing business across national borders poses a 
problem [70]. The types of obstacles or risks seen in 
offshore outsourcing are summarized in Table 2 
below. 
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<Insert Table 2 here> 

 
Sourcing relationships and strategies for offshore 
outsourcing 
 
A scan of extant literature shows that a wider range 
of arrangements between purchasers and service 
providers are available [14, 71, 72]. The options 
include arrangements such as short-term contracts, 
partnerships, and relationships with preferred and 
trusted suppliers, joint ventures, multiple vendor 
contracts and so on. Specifically, in relation to India, 
Khan et al. [73]identified the following: (a) wholly 
owned Indian subsidiary ─ the Indian software house 
sets up wholly owned facilities abroad to perform 
systems development processes; (b) joint ventures 
with local firms ─ this is a strategy used by Indian 
software houses to enter foreign markets and expand 
their business; (c) direct outsourcing ─ here, the 
foreign partner directly outsources its tasks to Indian 
software companies; (d) multiple outsourcing 
suppliers ─ foreign purchasers uses this strategy to 
spread their risks by outsourcing to many Indian 
software firms at the same time; (e) through a third 
party (agent) ─ such agents handle the relevant 
activities relating to outsourcing jobs, between the 
Indian software house and the foreign purchasers; 
and (f) body shopping ─ a term described by Lacity 
and Hirschheim, [41]as the management of a contract 
employee, usually programmers, by another 
company’s employees. This is the starting route of 
most Indian software firms [73]. 
Kakabadse and Kakabadse[74]find that European 
companies tend to use sourcing relationships where 
preferred/trusted suppliers are involved, and the 
nature of the contract is usually performance-based 
and single. Partnership and joint ventures are among 
the least considered sourcing relationships. In the 
same manner, Krishna et al., [69]proposed a 
framework that could be useful in choosing projects 
to be outsourced where cross-cultural issues exist. 
They contend that ‘culturally-neutral’ software, such 
as embedded systems, may be less susceptible to 
cultural factors and more relationships may be 
required where leading-edge business system 
development is involved, and so on. 
 

RESEARCH METHODOLOGY 
 
Case study analysis 
 
A qualitative based research aims at a holistic 
analysis of the phenomenon. It is believed to be good 
in describing and illuminating the context and 
conditions under which research is conducted [75]. 
According to Yin [76], (p13), “a case study is an 
empirical inquiry that investigates a contemporary 

phenomenon within its real-life context, especially 
when the boundaries between phenomenon and 
context are not clearly evident. This research requires 
current as well as past data. The case study method, 
therefore, appears to be the most suitable for this 
study. The main goal of the field study is to explore 
how (a) the offshore outsourcing project is managed 
from the perspective of both the vendor and the 
client. Yin [76], states that certain topics, such as 
organizations, processes, programs, institutions, and 
events, are suitably examined through the case study 
method. The focus of the investigation in this study is 
a ‘process’ analysis. This study uses a case study 
approach because it enables us to study the IT-
supported offshore outsourcing process issues in 
natural settings. 
Miles and Huberman [77] state that in a multiple case 
research “there is much potential for both greater 
explanatory power and greater generalization than 
what a single-case study can deliver”. A multiple 
case study method is also less subject to bias than the 
single case study [76, 77]. Since a multiple case study 
design enhances the generalizability and reduces bias, 
this study uses a multiple case design. Another 
motivation for a multiple case study method is that a 
researcher has an opportunity to observe and analyze 
a phenomenon that might have been previously 
inaccessible to scientific investigation. According to 
Miles and Huberman [77], a cross-case analysis 
attempts to understand the processes and outcomes 
that occur across many cases, and to then develop 
more sophisticated descriptions and more powerful 
explanations. This study investigates IT-supported 
offshore outsourcing of software production process 
by using multiple cases through cross-case analysis. 
It examines the same phenomenon in different 
settings, systematically compares and contrasts the 
phenomenon across the cases, and it thus establishes 
generalizations in the findings. The researcher may 
identify the conditions under which these findings 
could occur.  
A total of 10 companies were identified, from which 
four case companies were selected. Following Yin’s 
[76]suggestion, special attention has been given to 
the selection of appropriate case companies. He 
maintains that the case companies selected must have 
already successfully executed the same process that is 
under investigation. The types of case companies that 
were selected for this study fit this profile, as they 
have already successfully executed several offshore 
outsourcing projects and heavily use ICTs in their 
international business operations. These companies 
are knowledgeable and willing to share their 
knowledge, opinions and insights. 
The field study was conducted at four companies 
during recent years. Interviewing the right people 
was of significant importance to the quality and 
credibility of our research. We used a rich and 
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flexible data gathering strategy that required finding a 
representative unbiased set of data. In gathering data 
we approached key informants from all the layers 
that had a stake in the implementation of ICT-
SUPIOSP. To ensure that we would get information 
and insights about the subject from a wide range of 
perspectives, we conducted interviews with the 
following types of people: 
(1) Chief executive officer or top management; (2) 
business manager or officer working closely at the 
remote location; (3) outsourcing project manager; (4) 
outsourcing project coordinator; (5) persons involved 
in negotiating offshore contract deals; (6) persons 
involved in executing offshore outsourcing process; 
(7) IT manager; and (8) system analyst. Those 
interviewed were highly educated and had several 
years of experiences in the outsourcing field.  
The main research questions, and the questionnaire 
guide that was developed, all acted as a basis for 
conducting the field study. The questionnaire guide 
was composed of open-ended and semi-structured 
questions. The information we sought was mostly 
unstructured and non-quantitative. Therefore, the 
primary data collection method we followed was 
semi-structured interviews. In addition, we asked the 
normal background information about the size and 
type of business, the affiliation and education level of 
those whom we interviewed. 
In total, 5 to 8 people from each company were 
interviewed. The locations included St. Petersburg-
Russia, Helsinki-Finland, Jyväskylä-Finland, 
Bangalore-India, and Calcutta-India. Each interview 
lasted more than 3 hours. Each person was 
interviewed 3 to 5 times and each interview was fully 
transcribed. All the interview records were 
downloaded and the transcriptions saved in an Ms. 
Access research database. In addition, documents 
such as research reports, market research reports, 
annual reports, internal company magazines, releases 
and other archival materials from both the provider 
and client companies were collected. We also 
conducted over 35 interviews with other researchers 
and practitioners.  
We maintained a consistent discipline of sharing the 
data as it was collected, holding regular meetings and 
communication through email and chat to enable a 
continuing critical assessment of the progress and to 
permit follow-ups where needed. We also assessed 
the quality of these interviews when analyzing the 
empirical findings. 
 
Data analysis 
 
Data analysis was done using the qualitative data 
analysis (QDA) software Nvivo7. The software 
program NVivo7 is a computerized tool that can 
assist a qualitative researcher for an effective 
management of large amounts of qualitative data [78, 

79], 62]. The QDA software facilitates the analysis 
process [80]. In this study, we used this software for 
coding, linking codes and text segments, 
documenting variability in codes, creating memos, 
searching, editing and reorganizing, visualizing 
representation of the data, seeing patterns (e.g. in 
matrices, modeling networks or associations) and 
organizing findings [77, 78].  
Miles and Huberman [77], (p.56) assert that “Coding 
is analysis”. The systematic coding of text for data 
analysis is one of the essential parts of qualitative 
research [77, 78, 81]. This involves how to 
differentiate and combine the data one has retrieved 
and the reflections one makes about the information 
[77]. Codes enable one to organize the text of the 
transcripts and discover patterns within that 
organizational structure [82].  MacQueen  et al [83] 
describe codes as building blocks for theory or model 
building and the foundation on which the analyst’s 
arguments rest. Our analysis process was divided into 
several steps. 
Firstly, the research framework and an interview 
guide were used to maintain the focus on data 
collection and to reduce the amount of material to be 
processed. In order to make data analysis both 
rigorous and effective, this study systematically 
deployed several strategies suggested by Nahar [84], 
Richards [78]The first step was informal data 
analysis that was performed during and immediately 
after each interview: (a) during each interview, ideas 
and references to the theory were written down as 
they occurred; (b) summarizing of interviews was 
done immediately after each interview; and (c) 
preliminary findings were identified from each 
summary. 
Secondly, the interview summary and identification 
of each preliminary finding were useful for data 
reduction and conducting preliminary analysis. The 
second step was transcribing the tape-recorded 
interviews. This step was a more formal process 
compared with the first step. During this step, tape-
recorded interviews were thoroughly listened to and 
transcribed verbatim following a second listening. A 
third listening, where the transcribed texts were 
compared to the tapes, was also conducted. 
Thirdly, a narrative from each interview was 
developed, and they were organized thematically. 
The themes included the phases of the IT-supported 
offshore outsourcing process, software production, 
project management and IT. The data was sorted 
according to the set themes, which allowed us to 
reduce the data. Each theme for all the narratives has 
been compared extensively. Similarities emerged 
from each interview. 
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Codebook Development 
 
Our codebook creation followed the step proposed by 
MacQueen et al [83]to ensure inter-coder reliability. 
We developed codes as a tree structure based on the 
literature review, the main research questions, and the 
conceptual model. Codes were selected to mark the 
existence of an item. 
 
Validity and Reliability 
 
To improve the reliability and validity of this 
research a number of measures were applied. First, 
the background theory and a questionnaire guide 
were used in order to deal with detailed 
documentation of the data and minimize errors and 
biases. The questionnaire guide was reviewed by our 
case companies, researchers, and practitioners. 
Second, interviewees selected were involved in the 
outsourcing process and possessed a vast knowledge 
of the phenomenon under investigation. Third, the 
concepts of this research were delineated to 
interviewees before conducting the interviews. 
Fourth, multiple data sources were included in this 
study in order to increase the validity of the research. 
The same questions were asked to all interviewees 
and the results were compared. The data was read 
several times to ensure familiarization. Multiple data 
sources were utilized in order to increase the 
reliability and validity of the research. Fifth, research 
results were compared with prior research in the 
international outsourcing field. Comparison was 
further made with available published materials of 
the case companies. These measures increase the 
external validity of the research and overcome the 
specific criticism that case studies are not easily open 
to generalization. Sixth, each case report was 
carefully edited and forwarded to interviewees to 
check for possible errors and omissions and to 
evaluate the validity of our interpretation of their 
‘story’ [76, 85]. All the errors and omission were 
corrected and some statements were modified to 
reflect the true opinions and perceptions of the 
interviewees. Data and interpretations have been 
checked by the interviewees through a formal 
presentation, the checking of case reports, and 
through our senior collaborators and researchers in 
the outsourcing field. In addition, the original raw 
data were presented for the readers to see, which 
improves the internal validity of the study [86]. 
Finally, the research path for the case study method 
has been consistently documented to ensure 
reproducibility [76].To support the analysis, a 
number of quotations from the interviewees were 
included in the case analysis sections. 
 

Case descriptions: The organizations 
 
We used three case companies for this study and have 
referred to them as Company X-FIN, Company Z-
FIN and Company Y-IND in order to protect the 
confidentiality of the parties, as requested by the 
participants. Their profiles are presented thus: 
 
Company X-FIN 
 
This is a 4-year old Finnish company with its head 
office Helsinki. It was founded by venture capital 
funds. Basically, it does systems development locally 
and also acts as an offshore outsourcing broker house 
that assists local firms to select foreign offshore 
partners. Upon selecting foreign partners, it also 
provides cultural and communication training for 
employees of the foreign company. It helps to 
procure visas and work permits for foreign clients. 
The company, as part of its duties, evaluates the 
performances of all parties using agreed deliverables 
and milestones. Further, it handles payments and 
contracting between the foreign suppliers and local 
businesses. It has executed many international 
outsourcing projects and possesses experience in its 
field of business. It engages in offshore outsourcing 
in embedded systems, image processing and 
systems/applications development. 
 
Company Y-IND 
 
This 6-year old Indian software development house 
was formed by venture capital funds. It is has 
branches in the US and the UK. It possesses SEI 
CMM 4 and ISO standards; its CAGR is more than 
30%. It has expertise in IT applications consulting, 
systems integration and development, and application 
development. It is a medium-sized company and 
prides itself as a strategic partner capable of 
guaranteeing appreciable cost reduction, high quality 
products and innovation. 
 
Company Z-FIN 
 
Company Z-FIN is a 5-year old local business in 
Finland. It develops hi-tech software products for the 
local market. It has an in-house systems development 
unit, but outsources some functions to other local 
companies. Its business areas include the 
development of image processing equipment, 
audio/video systems development and other allied 
products. 
 
Strategic reasons for engaging in offshore 
outsourcing and obstacles 
 
In order to make an outsourcing decision, many 
organizations often advance a variety of reasons. 
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When the participants were asked to comment on 
why they resorted to the option, they gave the 
following responses: 

“…..The shortage of talented software 
professionals in the Western countries 
including Finland was the main reason why 
our local customers wanted to hire foreign 
professionals from India and Russia in 
order to block the gaps created by such 
shortages in skilled IT professionals. … 
Finding all the talents from within a small 
country like ours is almost impossible.” 
(Project coordinator, Company X-FIN) 
 
“We are a medium-sized company. Our 
employees number hundreds all over the 
world, where we operate more than 10 
development centres. Our strategic intent is 
built on working with our clients to 
primarily reduce costs and providing fast 
turnaround time in systems development.” 
(Onsite Manager, Company Y-IND) 
 
“…We have a need for specific talents and 
we contacted our local partners who in turn 
found such skills for us from India.” 
(Business Manager, Company Z-Fin) 
 

Several IS and other trade literature often report cost-
reductions imperative for offshore outsourcing.  An 
interviewee from Company X-FIN elaborated on cost 
advantages vis-à-vis IT skills requirement with these 
comments: 

“Our main objective is not about cost 
advantage; rather, we place more 
importance on skills.” (Head, Business 
Development; Company X-FIN) 

Personnel from the offshore software house added: 
“We [Company Y-IND] do business with 
several companies from many parts of the 
world; some of the clients include large 
multinationals. Providing high quality 
product at a reduced cost is our mission. .... 
Customer satisfaction is our mantra.” 
(Onsite Manager, Company Y-IND) 
“Our company is flexible. It is our 
ultimate passion to continuously adapt 
our expertise in the changing IT 
landscape. We regularly update the 
skill level of our employees in cutting-
edge technologies on the major OS 
platforms. Our flexibility extends to 
seamless innovation with our partners. 
(Project Manager; Company Y-IND) 

This is consistent with the earlier findings as to why 
Finnish firms engage in global IS/IT outsourcing. In 
comparison with the USA, Japan or other developed 
nations, organizations in Finland tend to attach less 
significance to cost-saving benefit [34]. On the other 
hand, India seems to have built its systems 
development industry on cost reduction advantages 
[5, 13, 14, 37, 65]. However, the overriding effect of 

required IT skills facilitates this particular 
arrangement, as illustrated by the commentary below: 

“Our expertise in cutting-edge technologies 
is superb, and we possess up-to-date 
management skills in IT/IS project 
development and management; which is in 
high demand everywhere.” (Project 
Manager, Company Y-IND) 

With regard to the prevailing obstacles facing the 
participants, excerpts from their responses are 
provided below: 

“The main obstacle that we face is found in 
cultural differences. Though our own 
people speak English and our Indian 
partners do also; more often than not we 
find ourselves spending time trying to iron 
out minor issues.” (General Manager; 
Company X-FIN) 
 
“From time to time, we’ve noticed that 
though we all communicate in English with 
our Indian programmers, communicating is 
often not easy because of the way words are 
pronounced.” (Project Manager, Company 
Z-FIN) 
 
“….At the outset of a new project 
especially, when we have new foreign 
houses, the tension is usually high because 
we are not familiar with their styles nor are 
they with ours. It takes time for confidence 
to develop.… Patience and flexibility helps 
us to overcome this period.” (General 
Manager; Company X-FIN) 
 
“….Occasionally, we encounter difficulties 
in getting out our staff over to Finland 
because of visa problems. Such does cause 
unnecessary delays in the project. Also, at 
the individual level, our workers find 
adapting to the new culture hectic” (Onsite 
Manager, Company Y-IND) 

The companies did not mention telecommunication 
problems as the different entities in the arrangement 
use telecommunication including satellite, and the 
Internet for communication purposes. 
 
The Selection Process 
 
The selection process starts with the local firm 
contacting the broker firm to help it contract an 
offshore development house. The goals and needs of 
the local firm(s) are assessed, and the local firm is 
asked to fill-in a Request for Proposal (RFP). Formal 
meeting are made between the two local parties. 
Thereafter, the broker house searches its databases 
for suitable offshore developers. After a short period, 
suitable foreign partners are found and contacted, and 
the foreign software houses are asked to fill in their 
own RFP. The broker house carries out further 
analyses and when a perfect match is achieved; then 
the two companies – the local Finnish company and 
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the offshore software house are linked up and 
contracts signed. Payment for the job done usually 
goes through the broker house, which also monitors 
the progress of the deliverables. Interestingly, the 
founders of Company X-FIN have personal and 
working experiences in India. The company also has 
offices in Russia. First of all, the company rates the 
countries from which the offshore software houses 
are based on several factors; namely, socio-political 
considerations, the pool of skilled software 
professionals, relative costs, availability of 
telecommunication infrastructure and IT skills. The 
importance of political stability in the selection of 
providers’ countries is illustrated by the comments 
made by one participant. 

“We once negotiated an offshore 
outsourcing business deal with a local 
firm’s CTO, but it was stopped by the CEO 
of the firm, who offered the conflict 
between Pakistan and India as his reason.” 
(Head, Business Development; Company 
X-FIN) 

The viewpoints of the other participating companies 
are presented thus: 

 “We tend to use vendors that can guarantee 
us or our local clients a good strategic 
alliance or partnership. A stable 
relationship with our domestic companies is 
an added advantage.” (Head, Business 
Development; Company X-FIN) 
 
“Our objective is aimed at providing both 
technological and cost advantages to our 
global clients …. In fact, our success 
achievement with our past clients set us 
apart, which we pride ourselves on, because 
we make the extra mile in creating lifelong 
partners.” (Onsite Manager; Company Y-
IND) 
 
“We look for customers that won’t cheat us; 
will pay us handsomely and will engage 
with repeat business with us.” (Project 
Manager; Company Y-IND) 
 

Organizational-specificity factors 
 
The firm-specific comparisons are then made during 
the next stage, using factors such as software 
technological level, software methodology and 
standards used; the size of the company, labor costs, 
turnover or attrition of employees, reputation, 
relationships with major international players, 
location of key offices (image), and financial 
resources. The process of selecting partners in an 
offshore outsourcing arrangement is critical because 
getting the process right is of vital importance The 
management of Company X-FIN said that very often 
they thoroughly review the process both for local 
firms and foreign vendors. For instance, they said 

size plays a role in selecting partners because large 
companies tend to be saddled with bureaucracies. On 
the other hand, Company X-FIN places emphasis on 
knowing its partners. It believes that by doing so they 
will be in a position to know and eventually 
guarantee the quality of the job done. Above all, 
communication is important to Company X-FIN. The 
approach towards communication by the offshore 
house is illustrated by the claim below: 

“There is daily communications between us 
and all the parties in the arrangement. We 
connect all the ends via leased line or VPN. 
Moreover, no email goes unanswered by 
our staff. ” (Project Manager, Company Y-
IND) 
 

The place and role of contract  
 
The relevance of contract in software development 
and outsourcing has been widely discussed (see for 
example [87, 88]. Company X-FIN nevertheless 
believes that contract is no panacea to good 
partnership, though it may be useful in resolving any 
misunderstandings and conflicts, if they arise in the 
future. At times its management travel to the 
destination of the systems developers, say in India, or 
the representatives of the foreign company came to 
Finland. Usually, the contract is broken down into 
segments, which include profit-sharing and working 
conditions. There are clauses in the contract enabling 
changes to be made to it in the future. One 
interviewee offered further insights by commenting: 

“The contract borders on how we work, 
share profits and handle bills. Then there is 
another agreement specific to the client’s 
project, which we have a template for. 
Though we accommodate and introduce 
changes based on customers [foreign] 
suggestions” (Head, Business 
Development; Company X-FIN). 

Besides its use of contract, Company X-FIN 
commented that they look for ways of building trust 
between their partners, both local and foreign, 
although it was said to be much easier with their local 
clients. Nonetheless, the role of trust [89] was 
stressed and taken to be of a higher order of 
importance than the contract itself. Company X-FIN 
believes that once trust is built, the relationship 
strengthens and the contract is almost forgotten. 
When asked about how Company X-FIN fares with 
both Finnish laws and the foreign ones, e.g. Indian, 
one participant responded: 

“Our contract is largely drawn up using 
Finnish law. However, we employed a 
technology-savvy lawyer who helps us 
navigate some intricate details relating to 
law. Moreover, our foreign partners bring 
their own contracts and agreements about 
how they want work with us; we abstract 
relevant information from theirs and we 
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marry it with our contract to produce a new 
agreement acceptable to both parties. We 
believe in partnership. We know also that 
there will be threats and sanctions, but on 
the whole, partnership means a win-win 
relationship.” (Head, Business 
Development; Company X-FIN) 

This finding is consistent with views that outsourcing 
is embedded in social relations, though it is driven by 
several reasons, one of which is economic [30, 90]. 
Importantly, the test of the contractual relationships 
is assessed from the delivered products and services. 
If this is successful, more projects are added; 
otherwise, alternatives, by switching providers, are 
sought [9]. The delivered products may be sent via 
telecommunications transmission or delivered on site. 
The payment is made by Company X-FIN to the 
foreign partner at the end of the month for completed 
jobs. The Head of Business Development commented 
that: 

 “A third-of the payment is made at the 
outset of the project involving the design 
phase; another third is made out for the 
coding and the last third upon successful 
user acceptance testing” (Head, Business 
Development; Company X-FIN).  

Nevertheless, when an offshore systems developer 
house presents a different payment regime, Company 
X-FIN is flexible with its procedures. 
 
Managing relationships in offshore outsourcing 
 
The issue of managing relationships in offshore 
outsourcing systems development is paramount to all 
the parties involved, both local and foreign. A well-
oiled partnership is the key to a successful 
outsourcing arrangement [13, 31, 90]. Various 
models in managing information technology are 
discussed widely in IS literature (see for example 
[30]). Relationship management, as the Finnish party 
indicated, goes beyond the contract. It is essential for 
both the local firms and the foreign software house to 
have control and management structures for 
managing processes, people and technology. The 
management capability of Company X-FIN is the 
major factor that guaranteed its success as a broker 
house between Indian software houses and Finnish 
clients. Company X-FIN demonstrates its ability to 
manage the relationships between the offshore 
systems development and its local clients as follows: 
(1) Management structure: The organization manages 
working relationships with the foreign client and the 
local business separately. As the structure consists of 
parties with differing philosophies and cultures, it 
became imperative for Company X-FIN to 
profoundly understand this fundamental difference. 
The organization always sends a Project Coordinator 
to the sites – local and/or foreign, for long periods to 
facilitate deeper understanding of the business and 
culture of their partners. Moreover, such relationships 

engender trust between partners [89, 91]. (2) 
Effective Communication: This was seen by the 
interviewees as the most important ingredient to a 
successful partnership in offshore system 
development. One interviewee remarked: 

“Through effectively managed 
communication we ensure that all parties’ 
requirements are understood by all. We 
initiate video conferencing when issues on 
certain requirements appear unclear.” 
(Project coordinator, Company X-FIN) 

Information is freely shared between all the 
companies regarding the progress of the work. The 
management of Company X-FIN pays visits to the 
offshore software houses in order to assess the 
organizational cultures of the potential supplier. One 
interviewee said: 

“We like dealing with people with 
international exposure, when we saw that 
key management personnel of our potential 
partners had worked in the US and Japan, 
we felt more at ease in dealing with them.” 
(Head, Business Development; Company 
X-FIN) 

(3) Learning: Company X-FIN acquires and 
accumulates knowledge over time by evaluating 
projects and listening to comments made by its local 
clients. This enables the company to gain useful 
experience in selecting future partners as well as 
avoiding negative occurrences. One interviewee said:  

“Our learning curve for the projects we’ve 
been involved in is quite high. We usually 
look back at our previous projects and see 
what we got right and where we made 
mistakes. By doing so, we learn useful 
lessons that we bring to our future deals.” 
(Head, Business Development; Company 
X-FIN). 
 

The systems development project 
 
The project implementation is such that a joint team 
is developed.  Company X-FIN has its own project 
manager who is skilled in project management. 
Company Y-IND has it own onsite manager, who is 
responsible for administration and a project manager, 
who is a skilled systems developer who liaises with 
colleagues; namely, the project coordinator in India, 
on technical issues. Company Z-FIN has its own 
project manger, who oversees the activities of the 
onshore software developers, both local and foreign, 
for example, on project A. Company X-FIN controls 
the processes, manages the risks in the partnership 
and the arrangement, and makes sure that 
communication functions as well as it should. The 
project coordinator from Company X-FIN is 
responsible for this. Figure 1 illustrates the 
arrangement. The complexity of the project, the 
strategic nature of the systems and the level of in-
house expertise determine what project goes offshore 
or which ones are developed at onsite. The part that 
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goes offshore we called project B; which is solely 
handled by the offshore developers. The progress of 
the job is shared by the two project coordinators. All 
parties seem to agree with the success of the 
outsourcing arrangements. The onsite manager of the 
Indian software house commented on the nature of 
the development environment by saying: 

“We believe in leveraging collaborative 
Onsite-Offshore development for the 
benefit of our clients who are responsible 
for providing the appropriate development 
environment. Our own team works with the 
clients on aspects that are localized and 
some other parts are sent to our colleagues 
back at home” (Onsite Manager, Company 
Y-IND). 
 
“In terms of the set tasks in our contract 
with the Indians, we’ve found no problems, 
as our milestones have been met and the 
quality of the job as we expected.”  (Project 
Manager, Company Y-IND) 

Figure1. The Onshore-Offshore arrangement in SD 
between Indian and Finnish Partners 
 
Figure1. The Onshore-Offshore arrangement in SD 

between Indian and Finnish Partners 
 

DISCUSSIONS AND CONCLUSION 
 
Our multiple case study of offshore outsourcing of 
systems development, using Finnish and Indian 
companies, revealed that the strategic intentions and 
driving forces for the practice with the selected 
participants encapsulate many of the reasons given in 
IS literature and other trade literature for embarking 
on the offshore outscoring (see summary in Table 1). 
Similarly, the uncovered inhibitors or obstacles 
appear not to depart from findings in the area. 
Nonetheless, this particular study was able to shed 
some light on the practice of offshore outsourcing, 
whereby a Finnish software house (broker) helps 
local clients with little or no experience to source for 
foreign vendors. Some of the considerations used by 

the Finnish software house include political stability 
in the offshore site; technical skills which rate higher 
than costs; and existing infrastructural facilities in the 
offshore country. In the same vein, the image of the 
company, size, financial stability, flexibility, 
management and relevant IT expertise are used in 
selecting partners for a job. The shortage of skilled IT 
professionals in a small country like Finland seems to 
be the main driver for offshore outsourcing, which 
incidentally, is different from the main reason given 
by other Western countries for engaging in offshore 
outsourcing. Cost advantages appear to be the most 
cited reasons for other Western countries, including 
the US. The Finnish companies in this study tend to 
use a single contract, in which performances or 
milestones are measured as a way of managing their 
outsourcing relationship with their foreign client. 
And, the type of project engaged in by the three 
companies in this study involves systems 
development bordering on embedded software, which 
was said to be “culture-neutral”. This, perhaps, 
explains why the respondent in this study did not 
accentuate the impacts of cultural differences 
between workers from the two countries. 
Nevertheless, the key finding of this work is that a 
company serving as a broker house was able to act as 
a buffer for local clients in the process. The 

accumulated 
expertise it gains is 
put to further use in 
sourcing potential 
partners from foreign 
lands for local 
companies with little 
or no experience in 
sourcing and dealing 
with foreign partners 
themselves. The 
company, in effect, 
was able to reduce 
the shortcomings that 
lack of experience or 

ignorance would have caused a local firm attempting 
the practice for the first time.  The organization also 
ensures that a good working relationship is 
maintained. The role of social relationships in the 
offshore outsourcing is valued more to the Finnish 
side than the contract. On the other hand, the Indian 
software house is looking for partners that are able to 
pay them handsomely, treasure their expertise and 
continue to use them in the future. To this end, the 
Indian software upgrades its skills or knowledge 
base; and at the same time does not downplay the 
need to value good and efficient communications and 
trust, which they believe will generate customer 
satisfaction. This findings is supported by the work of 
Gottschalk and Solli-Sæther [92] (p200) who stated 
that “relationships focus on economic benefits, then 
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there are concerns about access to competence, and 
finally the development of norms and alliance 
management are the main focus”.   
Additionally, the Indian software came into the 
arrangement with the Finnish partners with its 
technical expertise, which the clients apparently 
appreciated. The reasons for its involvement in 
offshore outsourcing arise from the fact that the 
software house has the required skills and expertise, 
which is in demand in Finland. Moreover, the Indian 
software house was able to secure the contract in 
Finland through its earlier contacts with the Finnish 
software broker house. The management of the 
Indian firm treasure customer satisfaction and cost 
savings for its client as well as the provision of high 
quality and innovative products. However, the 
organisation’s main problems emanates from the 
differences between the two countries. Specifically, 
the Finnish side notes misunderstandings in 
communication. Notwithstanding, this problem did 
not affect the system development project in any 
way, as the software broker house is familiar with the 
Indian way of expressing themselves, after having 
made several visits to India. Furthermore, since the 
type of project that they are engaged with is ‘culture-
neutral’, no major problems were seen. Visa 
procurement for the Indian workers was another 
glitch, which the broker house was able to attend to. 
The importance of efficient communication, enabled 
by technology, facilitated smooth relations with 
India’s Finnish clients. 
The implications of this study are twofold: First, 
practitioners can benefit from the knowledge that a 
broker house experienced in marketing, management 
and software development can bring by acting as a 
buffer between foreign vendor(s) and local firms that 
are less versed in the matters of global outsourcing or 
that are simply risk averse. The highlight from this 
study clearly shows the role of such software broker 
houses. Their ability to use contacts and past 
experience in selecting the right partners for clients is 
worthwhile. The revelation of this study is that the 
software broker house did not only act as ‘sourcer’ of 
required partners overseas, they actually partook in 
the systems development process all the way. This 
increases confidence for the local partners and the 
foreign supplier, which further engenders good 
relationships. Second, the study contributes to the 
growing body of knowledge in offshore outsourcing 
from the perspective of two players in the global 
software industry; namely Finland and India. Mainly, 
the findings of the study support other studies 
wherein the imperatives for offshore outsourcing are 
presented. For example, it was noted that offshore 
outsourcing tends to be problem-free when good 
relations are maintained, effective communication is 
kept, all parties trust one another and minor 
differences in linguistic abilities are not overblown. 

Additionally, systems development projects that are 
‘culture-neutral’ thrive and proceed smoothly despite 
cross-national or cultural differences. In the same 
vein, the single contract, in which performances and 
milestones are measured, rather than the rolling type, 
has worked well for this partnership. On the whole, 
this study extends our knowledge through empirical 
evidence about the practice of offshore outsourcing 
by the multiple case studies from two countries in the 
global software industry. 
The main limitation of the study is that the richness 
of the information received could be influenced by 
response bias, as each of the participating companies 
is aware that similar questions are being sought from 
their partners. As such, one cannot rule out the 
possibility that some responses might have appeared 
more appealing than they otherwise would have 
under differing circumstances. Moreover, as the 
study is prone to that shortcoming, generalizing from 
this case study to all offshore outsourcing of systems 
development involving the two countries cannot be 
and has not been made. Future research from the two 
countries can explore in depth the factors or 
considerations that lead to retention of offshore 
partners and which practices or behaviors may lead to 
switching to alternative sources. In addition, the role 
of inexperienced management in building confidence 
in the offshore outsourcing of systems development 
projects, especially at the earlier stages, can be 
explored. Also, as the companies used in this 
particular study are small and medium-sized, an 
investigation of offshore outsourcing between the 
two countries using large firms may present new 
findings. 
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TABLES AND FIGURES 

 

Table 1. Summary of the drivers and benefits of offshore outsourcing 

Outsourcing drivers                Benefits sought            
References 

Dearth of skilled IT professionals The urge to overcome shortage of IT professionals in the West [4, 22, 60, 93-
95] 

Proximity to the market, global 
presence and accelerated delivery 

Getting close to market and the opportunity to expand 
business operations through partnered joint-ventures and 
collaborations 

[17, 18, 22, 
96, 97] 

Core competency Outsourcing non-core business functions, thereby enabling 
firms to focus on core activities  
 

[11, 98-101] 

Technological and technical 
know-how 

The impetus to gain expertise in emerging technologies not 
currently available in-house and/or locally. Access to good 
quality jobs and project management skills. 

[31, 93, 102-
106]. 

Cost advantages 
• Economies of scale 
• Quality 

Exploiting low wages and costs of foreign software houses. 
The availability of high quality, reliable and flexible systems 
development, which above all is cheaper than home countries’ 
offers 

[99, 107-113] 

Environmental reasons • Overcoming the impact of weak economic situations, 
in the face of global competition 

• The imitative behaviour among firms to jump onto 
the bandwagon  

• Overcoming developmental constraints 

[22, 31, 35, 
93, 114-116]  
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Table 2.  Summary of the inhibitors and obstacles of offshore outsourcing 

Offshore outsourcing 
inhibitors 

 Obstacles explanations 
References 

Government restrictions Governments of (local and foreign partners) may impose 
unfavourable conditions. For example, in visa procurement 
or outright protectionism. 

[22, 35, 117-
119] 

Linguistic considerations The inability to use a common medium of communication is 
inimical. The use of English for some countries has turn out 
to be a blessing, the lack of it problematic to others. 

[13, 18, 22, 60, 
65, 111, 120, 
121] 

Legal/contractual problems Each country has its own peculiar legal systems. The 
absence of uniformity in law makes the drawing up and 
enforcing contractual agreements difficult. 

[22, 87, 96, 102, 
122-124]

IT infrastructure and 
telecommunications 
problems 

The availability of IT infrastructure is advantageous 
facilities available. The lack of it is inimical. 

[18, 34, 65, 68, 
125] 

The influence of national culture The differing nature of culture may impact upon operations 
in offshore outsourcing negatively. 

[21, 22] [34, 69] 

Intellectual Property Right (IPR) 
violations, security and trust 
issues 

Adherence to IPR rules vary across the globe. This is a 
source of conflict in offshore outsourcing. When 
confidentiality is breached, organisations (customers) may 
loose mission critical information. 

[22, 34, 126] 

Time-zone differences, time 
differences in working hours and 
distance 

Differences in time zones and working hours could be an 
advantage and, at the same time a limitation. 

[21, 34, 127] 

The danger of opportunism Offshore outsourcing faces imminent threats when partners 
take advantage of clients or fail to provide cost reduction 
advantages, quality improvement. Or  hidden cost is not 
controlled etc. 

[13, 73, 93, 96, 
128] 

Geo-political risks Offshore outsourcing may be stalled, if conflicts break out in 
a partners’ site 

[65, 73, 96] 

Lack of specific technological 
skills 

A foreign partner may lack expertise in certain cutting-edge 
technologies that may not be disclosed.  

[21, 96, 128] 

Loss of organisational 
competencies and control over 
projects 

As firms seamlessly outsource non-core functions to 
offshore sites, they gradually reduce their expertise in such 
areas. Moreover, the loss of control over development 
projects also ensues. 

[73, 96, 129-
131] 

Managerial considerations 
• Financial stability
• Project management

skills
• Company size and other

facilities

Offshore partners are often evaluated on the basis of their 
project management skills, achievements, reputation and 
other available resources in order to assess the obstacles. 
Conflict may ensue when deviations are noticed.  

[13, 19, 21, 22, 
29, 31, 37, 67, 
132]


