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Contextualisation of the complexity in the selection of developing country outsourcees by 
developed country outsourcers 

 
Abstract 

Outsourcing research has recognised that selecting the right offshore supplier (outsourcee) 

in low-cost distant developing countries is complex, but central to outsourcing success. More 

specifically, the combination of outsourcee contextual internal factors (e.g. capabilities) with 

outsourced-to country contextual external factors (e.g. political, legal, economic, socio-

cultural) as two fundamental and inter-connected decisions firms make when outsourcing 

remains an underexplored research gap. Therefore, through a rigorous three-tier qualitative 

approach we, firstly, develop a contextual Environmental Separation Index (ESI) decision tool 

to help outsourcing firms in making more informed decisions when selecting outsourcees and 

outsourcing locations. Secondly, we operationalise the ESI as intuitive and easy to use 

decision tool, yet with a provision to deliver a truly context proof outsourcee selection 

decision. Thirdly, we adopt a complexity theory lens to explain that narrowing the contextual 

outsourcer-outsourcee gap facilitates a mind-set shift in outsourcing relationships from 

hierarchies to networks and from controlling to empowering developing country outsourcees. 

We show from a complexity theory perspective how contextual separation gaps between 

developed country outsourcers and developing country outsourcees can be an effective way 

to grasp the evolutionary path of outsourcing relationships. 

 

Keywords: Outsourcing Decisions, Outsourcing Relationships, Supplier Selection, Supply 

Chains, Complexity Theory 
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1. Introduction 

In today’s difficult economic climate, Identifying a qualified and eligible manufacturing 

partner has become more essential for reducing such costs and the evaluation and selection 

of potential outsourcees have become an important component of Supply Chain 

Management (SCM). Selecting a company to outsource to is not the same as choosing a 

regular supplier who provides raw materials or equipment. Outsourcing refers to the act of 

subcontracting some or all of a manufacturing process to an external partner and this implies 

embarking on a potentially longer term and uncertain relationship. Thus, it becomes vital to 

enlist the right outsourcing partners to create a competitive supply chain network (Dolgui and 

Proth 2013, Wiengarten, Pagell, and Fynes 2013). 

Outsourcing has often been linked to a set of anticipated benefits including improved 

financial and operational performance and enhanced business focus and flexibility (Lockamy 

and McCormack 2010, Dekkers 2011, Dolgui and Proth 2013). However, recent research 

suggests that outsourcing firms are struggling to achieve the sought benefits from their 

outsourcing strategies (Handley and Benton 2013, Westphal and Sohal 2013, Bals, Kirchoff, 

and Foerstl 2016). The reasons why outsourcing firms are falling short of realising desired 

benefits from outsourcing includes: poor selection of outsourcees and locations (Pawar and 

Rogers 2013), improper management of outsourcing relationships (Yang et al. 2016), 

underestimating the resources needed to manage outsourcing relationships (Handley and 

Benton 2013) and lack in understanding of the long term impacts that outsourcee’s 

capabilities have on the outsourcing firm’s performance (Leng, Jiang, and Ding 2014, Scherrer-

Rathje, Deflorin, and Anand 2014, Uluskan, Joines, and Godfrey 2016). Moreover, the task of 

evaluating and selecting an outsourcee becomes ever more complex when selecting suppliers 
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in developing countries due to the added risks and uncertainties from disparate institutional 

and cultural systems (Huq and Stevenson 2018).  

The outsourcing literature has studied extensively the internal factors considered 

while conducting outsourcee assessment and selection (Wadhwa and Ravindran 2007, 

Lockamy and McCormack 2010). A plethora of methods have been used. For example, 

outsourcing studies have developed frameworks for outsourcee selection applying 

traditional analytic hierarchy process (AHP) approach (Emrouznejad and Marra 2017), cost 

benefit AHPSort (Ishizaka and Lopez 2018), fuzzy set theory (Ordoobadi 2009, Kaur, Singh, 

and Majumdar 2018), group analytic hierarchy process ordering (GAHPO) (Ishizaka and 

Labib 2011), an integrated combination of both AHP and fuzzy set theory  (Chen and Hung 

2010, Che and Chiang 2012), a stochastic mixed integer programming approach (Dupont et 

al. 2018),a lean thinking outsourcee evaluation approach (Aamer 2018), and clustering 

procedures based on artificial neural network (ANN) (Medhi and Mondal 2016). Other 

studies  have expanded beyond outsourcees’ attributes and considered factors in the 

external environments including holistic cost of offshore manufacturing outsourcing to 

developing countries (Pawar and Rogers 2013), the state of “rule of law” in developing 

countries (Wiengarten, Pagell, and Fynes 2013) and the impact of national culture on 

governance effectiveness in outsourcing location decisions (Handley and Benton 2013, 

Handley and Angst 2015). The outsourcing research on external factors examined cultures 

and language (Schoenherr 2010),  business environment friendliness and infrastructure (Kedia 

and Mukherjee 2009, Lewin, Massani, and Peeters 2009, Jensen and Pedersen 2011) are 

important influences of outsourcing success. 
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While most of the supplier selection and outsourcing/offshore outsourcing decision 

models use multiple criterion decision making (MCDM) methodology to rate alternative 

suppliers based on internal performance specific criteria, they often require substantial 

efforts in accessing outsourcees’ internal performance data and deriving scores to execute 

the chosen selection model (Chen and Chen 2006, Wadhwa and Ravindran 2007). In 

addition, despite addressing a wide set of external environment factors and their potential 

impact on firms’- post-outsourcing operational and financial performance, most of 

outsourcing location research studies focused only on single or major external factors. 

Moreover, the relationship between the two sets of outsourcees’ internal factors and 

developing countries external factors remains unexplored. Therefore, combining 

outsourcee contextual internal factors with location contextual external factors as two 

fundamental and inter-connected decisions firms make when outsourcing in developing 

countries has been identified as a research gap (Hatonen and Eriksson 2009, Westphal and 

Sohal 2013).  In this study, we provide a contextualisation approach that accounts for a range 

of key internal and external environmental factors associated with outsourcing relationships 

between developed country outsourcers and developing country outsourcees. We 

specifically aim to address the above outlined research gaps due to limitations in outsouree 

and location decision models by assessing how the contextual gap between outsourcers 

and outsourcees impacts their relationship type and evolution. We argue that it is important 

to understand what internal and external contextual factors should be considered by 

outsourcing firms when preparing for offshore outsourcing and how outsourcee and location 

contexts can influence outsourcer-outsourcee relationships. Thus, the purpose of this 

research is to shed light on this issue and provide insights and examples into current practices 
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of European based manufacturing firms with active outsourcing relationships with developing 

country outsourcees.  

Against this backdrop, we ask the following two inter-related research questions:  

RQ - 1: What are the contextual internal and external environmental factors developed 

country outsourcing firms should consider while sourcing from developing country 

outsourcees? 

RQ - 2: How does the difference in these factors influence the type of relationship they should 

have with their developing country outsourcees? 

The study develops a contextualisation index – Environmental Separation Index 

(Buttol et al.) - as an outsourcing decision tool which incorporates key internal and external 

environmental factors in one decision tool. This combination highlights to decision makers in 

outsourcing firms the complex interactions between internal and external environments 

through the application of an easy to use decision tool, yet with a provision to deliver a truly 

context proof outsourcee selection decision.  

We focus on manufacturing outsourcing relationships from developed European 

countries to India. According to European trade statistics, India was the 9th largest exporting 

country to Europe in 2016, with a total of €39 billion accounting to 2.3% of the total European 

imports in 2016 (Eurostat 2016). In addition, Europe is India’s number one trade partner, 

accounting to 13.5% of India's overall trade with the world in 2015-16 (European Commission 

2016).  

The study makes three novel contributions to the field. First, we design and introduce 

the contextual Environmental Separation Index (Buttol et al.) to help outsourcing firms in 

making more informed decisions when selecting outsourcees and outsourcing locations. The 
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ESI is an intuitive and consistent indicator assessing contextual factors of potential outsourcee 

and outsourcing locations. The ESI emphasises that outsourcing relationships and success are 

often context dependent, therefore as a contextualisation tool, the ESI complement other 

outsourcee quantitative selection models by capturing subjective issues in relation with the 

evolution of outsourcees’ firm performance, government policies and infrastructure 

development in developing countries. Second, we operationalise the ESI, utilising a 

benchmark assessment of the differences between the internal and external operations 

environments of an outsourcer and a potential outsourcee. Third, we adopt a complexity 

theory lens to explain that narrowing the contextual outsourcer-outsourcee gap facilitates a 

mind-set shift in outsourcing relationships from hierarchies to networks and from controlling 

to empowering. Accordingly, outsourcing relationships should not be just about assigning 

tasks and monitoring performance, but to empower and to nurture various supply chain 

actors.   

2. Literature Review 

2.1 Outsourcee selection models 

Outsourcing arrangements are versions of buyer-supplier relationships. They are 

differentiated from standard buyer-supplier relationships by two main characteristics: (1) the 

transfer of operations from the outsourcer to the outsourcee (Dekkers 2011); and (2) the 

continuation of supply of the outsourced products or services at reduced cost, improved 

quality, shorter lead time and minimum disruption to customers (Goffin, Lemke, and 

Szwejczewski 2006, Bals, Kirchoff, and Foerstl 2016). Therefore, the effective selection and 

management of outsourcees is crucial for the outsourcing firm performance and its ability to 
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achieve and sustain competitive advantage from the outsourcing strategy (Medhi and Mondal 

2016).  

Given the pivotal importance of building and developing highly cooperative outsourcing 

relationships for outsourcing success, previous research investigated factors underpinning 

successful selection of outsourcing partners. For example, Chen and Chen (2006)  applied 

process incapability index to develop a supplier evaluation model to assess potential 

suppliers’ product quality performance as the main selection criteria. Sucky (2007) developed 

a dynamic and generic vendor selection model suitable for strategic supplier selection. To  

incorporate a more subjective supplier selection approach, Ordoobadi (2009) applied fuzzy 

set theory to capture decision maker’s preferences as expressed in linguistic terms or fuzzy 

logic. Similarly, Chen and Hung (2010) applied an integrated approach of fuzzy logic and AHP 

to develop an outsourcee evaluation and selection model to select outsourcing 

manufacturing partners based on multiple performance criterions (e.g. financial, quality, 

product, service). In another study Ishizaka and Labib (2011) developed the group analytic 

hierarchy process ordering (GAHPO) method as an improved AHP process that can be easily 

applied to strategic supplier selection problems. The new GAHPO method is adapted for 

group decisions with many stakeholders through assigning different weights to different 

decision-makers of the group, hence it is suitable for outsourcee selection decisions where 

more than one decision maker is usually involved (e.g. quality manager, supply chain manager 

, finance manager)(Ishizaka and Labib 2011).Using another AHP process, Che and Chiang 

(2012) applied an integrated approach of genetic algorithm and AHP to construct a 

collaborative supplier selection model optimising cycle time estimation procedure with 

production and distribution plans.  
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The most recent production studies on supplier and outsourcing decision models 

contributed to this line of research. For example Medhi and Mondal (2016) proposed a 

clustering procedure based on artificial neural network (ANN) using a non-expert decision 

making approach that evaluates different suppliers based on information about their past 

performance, collected from indirect sources (e.g. previous employees, government 

agencies, competitors and other customers). Furthermore, in a recent study  Arampantzi, 

Minis, and Dikas (2018) proposed a comprehensive model for supply chain network (SCN) 

design in global manufacturing. The authors argued that in order for global manufacturers to 

minimise investment and operational supply chain costs, they should incorporate all-

important characteristics of their multiple suppliers including procurement, production, 

inventory, warehousing, and transportation over the SCN design horizon (Arampantzi, Minis, 

and Dikas 2018). Ishizaka and Lopez (2018) adapted Cost-Benefit AHPSort to facilitate 

performance evaluation of offshore providers. Their method used multiple cost and benefit 

criteria to provide benchmarking of provider performance in the outsourced process 

relevant to the same provider previous period performance as well as in comparison with 

other providers performance (Ishizaka and Lopez 2018). Kaur, Singh, and Majumdar (2018) 

presented a joint model for optimising decisions of outsourcing and offshoring in a 

manufacturing supply chain. The proposed model involves selection of suppliers for 

different factories of the firm considering both qualitative and quantitative parameters 

(Kaur, Singh, and Majumdar 2018). Dupont et al. (2018) purposed to use a stochastic mixed 

integer programming approach to build a decision-support for supplier selection under the 

risk of delivery failures. Finally, Aamer (2018) applied an extended supplier evaluation 

method by considering supplier production/operations processes. His study used the lean 
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value stream concept to identify operational-level criteria and their impact on supplier 

performance (Aamer 2018).  

While most of the supplier selection models, including the ones we mentioned here, use 

a multiple criterion decision making (MCDM) methodology to rate alternative suppliers 

based on performance specific criteria including price, quality, lead-time, delivery 

reliability, information sharing, corporate culture alignment and technical capabilities, they 

often involve extensive efforts and a comparatively complex computation (Chen and Chen 

2006, Wadhwa and Ravindran 2007, Kaur, Singh, and Majumdar 2018). In addition, these 

models have limited applicability as holistic and higher management outsourcing decision 

tools due to their limited perspective to only the supplier selection phase (Westphal and Sohal 

2013). Thus it becomes important to also captrure the subjective internal factors, which 

complements quantitative outsourcee selection models.    

Additionally, outsourcees are embedded in their institutional and national cultural 

environments, hence their operating practices are unavoidably influenced by the contextual 

factors of these environments (Lahiri and Kedia 2011). Several studies have examined the role 

of the external environment contextual factors in the selection of outsourcees. For example 

Kedia and Mukherjee (2009) argued that by joining the World Trade Organisation (WTO) some 

developing countries such as India and China have become more attractive for offshore 

outsourcing activities given reduced tariff levels and friendly foreign investment 

environments. In another study Jensen and Pedersen (2011) investigated the contexts of 

outsourcing locations (e.g. cost, human capital, business environment and interaction 

distance), arguing that outsourcing firms usually choose outsourcing locations that create the 
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best fit between the nature of the outsourced task and the advantages offered by alternative 

locations.  

Other studies devoted attention to studying specific factors in external environments. 

For example Wiengarten, Pagell, and Fynes (2013) hypothesised that countries’ rule of law is 

a strong contextual determinant of outsourcing location decisions since it acts as a proxy of 

legal and regulatory system risk level.  Moreover, Handley and Benton (2013) and Handley 

and Angst (2015) operationalised Hofstede’s five cultural dimensions (uncertainty avoidance, 

individualism versus collectivism, power distance, masculinity versus femininity, and long-

term versus short-term orientation) to study the impact of national culture on governance 

effectiveness in outsourcing location decisions. In similar vein, Caniato et al. (2015) concluded 

that outsourcing location drivers such as low cost, resource availability, cultural proximity, 

and local network can have significant impact on the outsourcing strategic and operational 

performance. Despite addressing a wide set of external environment factors and their 

potential impact on the outsourcing firm operational and financial performance post 

outsourcing, most of these studies focused only on single or major external factors.  

Our proposed ESI tool incorporates all key external environment factors including 

government, national culture, infrastructure and national human resources in one decision 

tool. In addition, the ESI tool uses the two sets of key internal outsourcee and external 

location factors within the same outsourcing decision tool. The underlying process of building 

and applying the ESI tool recognises the complex task of finding and choosing the right 

manufacturing supplier in developing countries and therefore attempts to capture this 

complexity through the contextualisation of all key internal (outsourcee) and external 

(location) factors.  
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2.2 Contextual Internal Environmental Factors  

Cost, quality and reliability (see Table 1), have been popularly recognised in the outsourcing 

literature as key performance indicators (KPIs) of potential outsourcees’ abilities to fulfil their 

supply obligations and satisfy the operational efficiency goals for buyers’ outsourcing 

strategies (Leng, Jiang, and Ding 2014, Medhi and Mondal 2016). Additionally, due to their 

quantitative dimension, cost, quality and reliability have been extensively used to measure 

outsourcing success and monitor outsourcees’ performance (Uluskan, Joines, and Godfrey 

2016, Kenyon, Meixell, and Westfall 2016). However, SCM scholars are increasingly calling for 

the application of holistic and integrative models for defining cost, quality and reliability 

constructs to capture their qualitative, hidden and difficult to measure attributes which are 

proven to be very crucial for the outsourcing success (Pawar and Rogers 2013, Yang et al. 

2016).  

[Insert Table1] 

The second set of contextual internal factors include: human resources (e.g. current 

labour skills level), internal culture (e.g. outsourcee’s organisational values) and outsourcee 

integration (e.g. IT alignment) (see Table 1). It has been found that alignment of these factors 

leads to a higher level of inter-firm collaboration and partnering with a particular outsourcee 

(Pawar and Rogers 2013, Handley and Angst 2015, Kenyon, Meixell, and Westfall 2016). The 

human resources factor refers to the outsourcer evaluation of the outsourcee’s tangible 

human assets prior to an outsourcing decision is made (Pawar and Rogers 2013). The 

evaluation process should address not only outsourcee human resources availability and skill 

levels to perform the outsourcing tasks but also the outsourcee’s committed human 

resources to meet the outsourcing project specific needs as well as the  human resources 
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management capability of outsourcee (Goffin, Lemke, and Szwejczewski 2006, Plugge, 

Borman, and Janssen 2016). Therefore, the outsourcing research is increasingly linking 

cooperative outsourcing relationships with close attention to human resources management 

(Yang et al. 2016). 

The internal culture factor in inter-firm relationships context refers to organisational 

similarities and dissimilarities between outsourcing partners, including management style, 

work place norms and values (Gulati and Sytch 2008, Paulraj, Lado, and Chen 2008).  

Accordingly, differences between outsourcing partners organisational styles, norms and 

beliefs can be detrimental to outsourcing relationships (Schoenherr, Narayanan, and 

Narasimhan 2015). Therefore, it is crucial that outsourcing partners establish a clear 

understanding of each other’s internal culture earlier in the outsourcing relationship, as such 

understanding assist in building a trusting working environment between partners 

(Schoenherr, Narayanan, and Narasimhan 2015). Additionally, mutual goals and shared norms 

and values between outsourcing partners are known to generate trust and foster cooperative 

relationships (Handley and Angst 2015). 

Finally, outsourcee integration, which refers to the level of outsourcing partners 

understanding of each other’s internal process, is identified as key characteristic of successful 

outsourcing relationships (Westphal and Sohal 2013, Schoenherr, Narayanan, and 

Narasimhan 2015). Furthermore, recent outsourcing research concluded that outsourcee 

integration facilitated through information technology (IT) alignment and electronic data 

exchange, increases outsourcing success as it fosters trust formation, and reduces control and  

coordination costs (Kenyon, Meixell, and Westfall 2016).   
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2.3 Contextual External Environmental Factors  

Outsourcing relationships and performance are equally influenced by contextual external 

environmental factors. We identify government policy, national human resources, 

infrastructure and transport and national culture as key contextual external environmental 

factors (see Table 1). The outsourcing research widely demonstrated through comparative 

studies for different countries that government policies such as free trade policies, foreign 

investment regulations and the strength of legal system are strong indicators of how 

attractive or risky a country is as an outsourcing destination (Wiengarten, Pagell, and Fynes 

2013, Bals, Kirchoff, and Foerstl 2016). Additionally, availability of highly skilled and educated 

human resources and transport and communication infrastructures are proven to be among 

strong determinants of manufacturing outsourcing location decisions (Kedia and Mukherjee 

2009, Lewin, Massani, and Peeters 2009, Huq, Pawar, and Rogers 2016). Lastly, the 

outsourcing research exhibits that divergence of national cultures poses major challenges to 

the outsourcing performance through low familiarity and high outsourcees behavioural 

uncertainty (Tjader, Shang, and Vargas 2010, Handley and Angst 2015).   

2.4 Differences in contextual factors affecting outsourcing relationships: A Complexity 

Theory Perspective 

Carter, Rogers, and Choi (2015) have called for research into the application of complexity 

theory principles in the conceptualisation, understanding and management of supply chains. 

This includes the evolution of supply chains, in particular exploring why some supply chains 

grow, and why other supply chains expire. In this study we extend this body of work and 

conceptualise developed country outsourcer-developing country outsourcee supply chain 

relationships as complex adaptive systems (CAS) (Pathak et al. 2007, Day 2014, Carter, Rogers, 

and Choi 2015). Our goal from this approach is to study the impact of the outsourcer-
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outsourcee contextual separation gap on the type of outsourcing relationship (RQ2), using 

the complexity theory lens.  

Viewing outsourcing relationships as CAS elevates outsourcee and location selection 

decisions from an individual outsourcer decision affecting a dyadic level only to a supply chain 

network level (Choi, Dooley, and Rungtusanatham 2001). CAS has been defined as a system 

of interconnected autonomous entities (e.g. outsourcers and outsourcees) that follow certain 

schema (values, norms and beliefs) and emerges overtime through adaptation and self-

organising (emergence of new patterns and structures, e.g. alliance dynamics) without a 

single entity (e.g. focal firm) control (Pathak et al. 2007, Choi, Dooley, and Rungtusanatham 

2001). Therefore, a CAS consists of the following elements: (1) organisational entities (2) an 

internal structure of interconnectedness between entities (chains of interrelationships 

between entities in a CAS), (3) an external environment (e.g. institutional and national culture 

systems) and (4) self-organising and emergent system performance (Pathak et al. 2007).  

 The central premise of CAS is that complexity is defined by relationships and 

interactions within entities, between entities and between entities and their surrounding 

external environments rather than by the attributes of individual entities (Manson 2001). 

Thus outsourcer-outsourcee relationships can be conceptualised as CAS that includes various 

suppliers from physical (product) and support supply chains of both entities (Carter, Rogers, 

and Choi 2015), customers networks of both entities, and the institutional and national 

culture environment of both entities. Consequently, understanding how CAS changes and 

evolves over time as a result of this vast scope of relationships and interactions is not a 

straightforward systemic process (Choi, Dooley, and Rungtusanatham 2001). Change in a CAS 

such as an outsourcer-outsourcee relationship,  is continuous and characterised with 
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dynamism and therefore is difficult to predict or control. However, through co-evolution and 

adaptability, entities in a CAS develop emergent patterns of behavior to deal with changes 

and improve their fitness (goodness) of performance according to a typical criteria (e.g. 

relationship type) (Choi, Dooley, and Rungtusanatham 2001). Therefore, an outsourcer 

decision to adopt an outsourcing strategy alters flows of material, information and services 

of the outsourced task(s), adds the entities of the selected outsourcee suppliers and 

customers’ networks, as well as its external environment (i.e. government, human resources, 

infrastructure and national culture). As a result of this complex web of relationships and 

interactions in the outsourcing relationship, new control and coordination patterns emerge 

and impact the type of outsourcing relationships and outsourcing performance.  

 Against this backdrop, we argue that the conceptualisation of the outsourcing 

relationship as a CAS, along with the application of the proposed ESI decision tool, will help 

us understand how differences in internal and external contextual factors can influence the 

type of relationship developed country outsourcers should have with developing country 

outsourcees. 

3. Methodology  

We adopted a three tier qualitative approach for our investigation of the contextual factors 

of outsourcing. This included an extensive literature review (Section 2), an expert workshop 

(Section 3.1) and a multiple case study of four European based outsourcing firms with existing 

manufacturing outsourcing activities in India (Section 3.2). Although the study was largely 

exploratory in nature, it had the following specific objectives: 

 Identify a list of key contextual factors from the literature. 
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 Verify the factors by utilising an expert workshop and a number of case studies to 

develop a deeper understanding of the contextual internal and external 

environmental factors and their influence on outsourcing relationships types. 

 Develop the proposed Environmental Separation Index (Buttol et al.) as a 

contextualisation decision tool through operationalisation of identified key 

contextual factors from the case studies.  

 Use the same case studies as an illustrative example to validate the assumptions and 

application of the proposed ESI tool. 

 Apply complexity theory lens to explain outsourcing relationship types as a result of 

low/medium/high outsourcer-outsourcee contextual separation gap at each key 

factor level.              

3.1 Expert Workshop - India 

To verify the ESI contextual factors identified during the literature, we first utilised an expert 

workshop to capture research and practice insights about contextual factors in offshore 

outsourcing through open-ended questions. A panel of 39 expert academics and industry 

practitioners participated in a workshop during an International Logistics conference hosted 

in Bangalore, India. The location of the conference ensured a strong local representation, in 

addition to travelling delegates from Europe and the rest of the World. The academics group 

included 18 participants, 10 from India and 8 from Europe. Majority of our academics were 

professors from fields of production, information systems, operations and supply chain 

management with vast experience of research and publications in their disciplines. The 

practitioners group included 21 participants from India, Europe and around the world. Our 



17 
 

industry experts represented several industry sectors and global organisations including; 1) 

Multinational manufacturing enterprises of food, leather and shoes, luxury goods, mining and 

constructions equipment, personal computers and precision machinery and electronics, 2) 

Global corporations of information system software and applications, and 3) Global logistics 

services providers. All practitioner participants held top senior management positions in their 

organisations. The workshop interactions and synergies between the accumulated knowledge 

held in the group of expert participants brought out various insights about the context of 

transferability of manufacturing supply chain activities from Europe to India. 

The workshop was structured around three tasks:  

Task One – participants were asked to identify one external (macro) level issue to be 

considered in the transfer of operations from Europe to India, along with three internal 

(micro) level issues. Subsequently, participants collectively reviewed and clustered the issues 

to identify themes. 

Task Two – in small groups, the participants discussed the impact of these issues and 

proposed means of overcoming them.  

Task Three – participants provided examples of successful and unsuccessful outsourcing 

experiences, to illustrate the impact of contextual factors and add substance to the identified 

issues.  

3.2 Multiple Case studies- European Outsourcers 

To further validate the contextual factors of the proposed ESI tool, a multiple case study 

research was conducted to capture the perspectives of European outsourcing firms about 

their outsourcing experiences in India. The four cases included three original equipment 
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manufacturers (OEMs) from UK and one from Sweden. All selected companies were large 

firms with extensive global presence and relatively long history of outsourcing to India (more 

than 10 years). The case companies also, have outsourcing experiences in other developed 

and developing countries as well. The use of purposive sampling strategy was chosen 

specifically to provide insightful, comprehensive and information rich account of the 

developed ESI tool (Robinson 2014). We reduced variation by selecting only European 

manufacturing firms having outsourcing relationships in India, which enabled us to do cross-

comparison, thus ensuring validity. 

Here multiple case studies are considered an appropriate method of inductive 

qualitative study as it allows direct observations and provides first-hand understanding of 

real-life circumstances (Yin 2009). Moreover, it is suitable for answering “what” and “how” 

questions and enables in-depth analysis (Saunders, Lewis, and Thornhill 2009, Eisenhardt 

1989) and inductive theory building (Yin 2009). Through our case study research, we managed 

to unpack the complexity of the outsourcing firm task in evaluating and selecting developing 

country outsourcees.  

We conducted nine (9) face to face detailed semi-structured interviews with relevant 

managers (see Table 2), to discuss the issues related to key contextual factors in their 

outsourcing decisions and relationships in India. Detailed notes were taken during each 

interview. Interviews were followed by factory tours, where interviewers were allowed to 

record further notes supplementing the collected data from the interviews (Miles and 

Huberman 1994). As a result, the triangulation logic could be achieved by using multiple 

sources of evidence (Yin 2009). Data collection ended when theoretical saturation was 

reached i.e. no new information was produced from subsequent cases (Eisenhardt 1989).  
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We developed theory from the data through a theory building multiple case study 

approach (Eisenhardt, Graebner, and Sonenshein 2016). We analysed the firms individually 

to identify patterns in each case, before conducting cross-case analysis. We searched for the 

similarities and differences across the data by constant comparison, which helped strengthen 

the research findings and ensure validity (Yin 2009). Therefore, using a structured approach 

to data collection and analysis enabled us to enhance the analytical rigour of our research 

(Lincoln and Guba 1985). Through this multipronged qualitative approach, we were able to 

operationalise our proposed ESI outsourcing decision tool.  

Lastly, we use complexity theory to suggest explanations for our empirical findings 

from this inductive qualitative research. The relevance of a theory can emerge after data has 

been collected, especially if it can make a powerful contribution in aiding understanding of 

the phenomenon (Zorzini et al. 2015). We contribute towards theory expansion by 

broadening the complexity theory perspective to a new empirical context and through our 

analysis offer substantive explanation, thereby enabling novel managerial implications to be 

derived (Ridder, Hoon, and McCandless Baluch 2014). 

 [Insert Table 2] 

4. Findings: Developing and Operationalising the Environmental Separation Index (Buttol 

et al.) 

First, the internal and external contextual factors’ scores were determined using measures 

published in peer reviewed academic journals (see Table 3a), widely practiced key 

performance indicators (e.g. overall equipment efficiency and on time delivery) and global 

development proxies (e.g. World Bank’s Ease of doing Business Index and Transparency 
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International’s Corruption Perception Index) – see Tables 3a and 3b. Next, the expert 

workshop confirmed cost, quality, reliability, human resources and outsourcee integration as 

key contextual internal factors, pointing out that all these factors are interconnected. The 

participants were in agreement that cost considerations in outsourcing must go beyond short-

term savings and include the impact of quality, human resources and supply chain 

uncertainties on the overall cost of outsourcing. Similarly, they were of the view that the 

outsourcee’s human resources commitments to fulfil the outsourced tasks are crucial to 

achieve smooth transfer of operations and uninterrupted flow of products and information.  

The participants in our expert workshop highlighted that a country’s human resources’ 

skill levels and availability of transport, energy and communication infrastructure are crucial 

location specific factors that often get neglected by developing country outsourcers. 

Furthermore, while expert participants discussed cultural differences as one of the contextual 

external environmental factor in offshore outsourcing, they proposed that government policy 

and availability of infrastructure play - by and large - a more dominant role than cultural 

distance in affecting outsourcing relationships and performance in the offshore context. 

Similarly, it was found that government policy and infrastructure factors are adequately 

represented in the European outsourcers’ management agenda.  

We constructed the ESI as a single estimate score summarising the identified key 

contextual internal and external environmental factors in outsourcing relationships (Foa and 

Tanner 2012), which in turn was validated through the case studies. However, a number of 

additional contextual factors (e.g. safe working conditions and green practices) emerged 

inductively through our case study analysis which was not identified in the first two stages 

(See Table 4).   



21 
 

We categorise three levels of separation gaps as low/medium/high. Internal 

separation gaps are determined by comparing outsourcee score of each factor with the 

outsourcer target. External separation gaps are determined by comparing outsourcee’s 

developing country scores with outsourcer’s developed country scores. We assumed equal 

weights for all factors, since the goal of the ESI is to serve as intuitive yet informative and easy 

to estimate decision index (Khramov and Lee Ridings 2013). For simplicity purposes, we used 

equal weights for multiple items factors (Foa and Tanner 2012). Tables 3a and 3b illustrates 

the operationalisation procedure to estimate the ESI internal and external separation gap 

respectively.  

 [Insert Tables 3a and 3b] 

4.1 Outsourcer-Outsourcee Internal Contextual Factors’ Separation Gap 

The outsourcer-outsourcee separation gap for internal factors is rated as “low=1” if the 

outsourcee meets or exceeds the target of the assessment criterion, “medium=2” if it is 33% 

or less away from the target or “high=3” if it is more than 67% away from target. The quality 

management system certification (e.g. ISO 9000) under quality factor and the three items 

measuring integration measured as “low=1” or “high=3” since there isn’t an intermediate 

scenario for these factors given their assessment nature.  

Cost: The Automaker Company established explicit cost saving targets for its developing 

country outsourcees ranging from 20-50% in comparison with production costs in-house or 

in nearshore locations. The three other cases reported that achieving cost savings was the 

primary drive of their outsourcing strategies in India. Accordingly, we measure cost saving 

separation gap by comparing cost before outsourcing with outsourcee’s cost.  
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Quality: The Heavy Trucks Company insisted that outsourcees must hold an international 

quality certification (e.g. ISO 9000). Additionally, the company followed a stringent vendor 

quality performance rating based on very tight quality targets (e.g. 80 defects per million 

parts). The Supplier Development Executive of the Heavy Trucks Company stated that: 

“…quality is of utmost importance to us, we therefore make considerable investment in 

developing capability in our Indian supply chain…”. Moreover, the Automaker Company 

issued a handbook to each outsourcee with detailed quality requirements. While in both 

cases of the Valve Actuation and the Diesel Engines companies, a rigorous audit of 

outsourcees’ quality took place before commencing the outsourcing relationship. The Diesel 

Engines Company insisted that Indian outsourcees must achieve the same quality 

performance of equivalent Western suppliers. 

Consequently, we measure quality separation gap with two items: (1) outsourcee’s 

quality management system certification e.g. ISO 9000 (Uluskan, Joines, and Godfrey 2016). 

(2) outsourcee’s quality performance by comparing outsourcee’s current customer rejection 

rate with outsourcer desired target of rejection rate (Ordoobadi 2009). Two out of our four 

cases insisted that outsourcees must hold an international quality certification (e.g. ISO 9000).  

Reliability: All four cases applied a well-structured and standard pre-assessment process 

including review of potential outsourcees’ historical track records, feedback from previous 

and current customers and physical assessment visits before commencing the outsourcing 

relationship. Additionally, our case study companies gave high attention to outsourcees’ 

delivery performance through monitoring of on-time delivery scores. For example, the Heavy 

Trucks Company instituted for outsourcees an on-time delivery target of 95% and the Diesel 

Engines Company required from each outsourcee to hold 4 weeks safety stock to ensure 
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timely delivery.  Moreover, all fours cases conducted regular audits of outsourcees as a 

mechanism to evaluate and improve outsourcees’ reliability performance. 

Therefore, to measure the reliability separation gap, we use three measures: (1) 

outsourcee’s on time delivery performance, (2) outsourcee’s order cycle time performance 

(Tan 2007), and (3) outsourcee’s overall equipment efficiency (Kenyon, Meixell, and Westfall 

2016). 

Human Resources: The case companies addressed the human resources factor at the 

outsourcee level as part of the pre-outsourcing capability assessment procedure with focus 

on its ability to access the required volume and skill levels of human resources and the time 

required to recruit and train skilled personnel to perform the outsourcing tasks. For example, 

the Automaker Company selected outsourcees who have access to design and development 

skilled employees. Accordingly, to operationalise human resources separation gap, we use 

two human resources management indicators (1) outsourcee's employee turnover, and (2) 

outsourcee’s employee tenure (Pawar and Rogers 2013, Kenyon, Meixell, and Westfall 2016), 

both measured in comparison with the outsourcer set targets. 

Internal Culture:  All four cases focused on working with less number of outsourcees given 

the resource and the managerial attention required in transferring operations through 

outsourcing. Additionally, they preferred to partner with outsourcees, who exhibited top 

management commitment, long term orientation and willingness to invest financially and 

socially in building strategic relationships rather than transactional buyer-supplier 

relationships. One of the interviewees from the Heavy Trucks Company noted that, ‘whilst, 

the outsourcer might make a decision as to what element of the value chain the company 

wants to outsource; but quintessentially the outsourcee thereof might want to move up the 
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value chain transaction. Therefore, one should attempt to better understand outsourcee 

perspective in order to develop a long term sustainable relationship…’.  

Accordingly, For internal culture separation gap, we rate the following three items 

using five point Likert scale (1 – strongly disagree  to 5 strongly agree): (1) outsourcee’s 

organisation long term orientation (Gulati and Sytch 2008), (2) outsourcee’s centralisation of 

decision making process (Paulraj, Lado, and Chen 2008), and (3) outsourcee’s bureaucracy 

(Paulraj, Lado, and Chen 2008).  

Integration: The European outsourcers in our case studies stressed that potential and 

selected outsourcees must understand the requirements of the outsourced jobs and have 

documented production and quality procedures in place to make sure that they meet these 

requirements. For example, in the case of the Valve Actuation and the Heavy Trucks 

companies, specialised and complementary skills of potential outsourcees or their close 

proximity to large customer base guided the selection decision of these particular 

outsourcees and locations respectively. In addition, in the case of the Diesel Engines Company 

the use of common computerised planning software led to higher accuracy of material 

planning and ordering processes, ensuring better integration. 

Therefore, to measure outsourcer-outsourcee integration separation gap we apply 

three items from Flynn, Hou, and Zhao (2010): (1) outsourcee’s application of enterprise 

resource planning application (ERP) for data integration among internal functions (e.g. 

material requirements planning MRP), (2) outsourcee real-time inventory and logistics data 

availability, and (3) if the outsourcee has a computerised  customer ordering system in place.  
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Finally, our case study companies have paid special attention to social and 

environmental sustainability practices as part of their outsourcee selection process. 

Interviewees from the four cases stated that meeting minimum international safety 

requirements is a determining factor in outsourcee selection decisions. Moreover, the 

Automaker Company included a critical safety check list in their pre-assessment and re-

evaluation outsourcee audit visits. The Heavy Trucks Company selection process favoured 

outsourcees who were ISO14000 certified (international environmental management system 

certificate). Furthermore, the company issued to all existing and potential outsourcees an 

auditable black list and grey list of banned from use and phased out chemicals respectively. 

Table 4 illustrates the frequency of application of the ESI internal separation factors in our 

case study companies.  

   

 [Insert Table 4] 

4.2 Outsourcer-Outsourcee External Contextual Factors’ Separation Gap 

The first three external factors (government policy, national human resources and 

infrastructure and transport) are measured using international proxies, where developed 

countries usually achieve positive scores and developing countries score negative. 

Additionally to measure the national culture separation gap, we use Hofstede’s five 

dimensions: (1) power distance (e.g. UK 35, India 77), (2) individualism-collectivism (3) 

masculinity-Femininity (4) uncertainty avoidance, and (5) short/long-term orientation 

(Hofstede 1980, Hofstede and Minkov 2010).  

To estimate the outsourcer-outsourcee separation gap for each external factor of the 

ESI tool we propose three ranges for each measure - A, B and C, which are assigned relative 



26 
 

to developed country scores in the selected international indices and globally recognised 

development measures (See Table 3b). Thereafter, the outsourcer-outsourcee external 

separation gap is ranked “low=1” in case both countries are located in the same range (e.g. A 

& A), “medium=2” if the two countries are located in two consecutive ranges (e.g. A & B), and 

“high=3” for otherwise (e.g. A & C).  

We now illustrate with an example the step by step procedure to calculate the 

external separation gap using the UK as the developed outsourcer country and India as the 

developing outsourcee country (See Table 5). For ease of access, we also provide the details 

of the measures and corresponding data source/link for each of the proxies of the factors in 

Table 5. 

[Insert Table 5] 

Government Policy: The case study companies recognised that countries’ efforts in attracting 

foreign investments to enhance local industries and improve their technological and human 

talent competencies usually influence outsourcing location decisions. The Automaker, the 

Heavy Trucks and the Diesel Engines companies in our study were attracted to India in part 

due to the Indian government policy, which promoted for decades the auto and power parts 

industrial development. The Automaker Company stated that they were not satisfied with 

outsourcing experiences in Southeast Asia compared to India as suppliers were linked to state 

owned companies and this made it difficult to control and coordinate business with 

outsourcees. On a different government policy dimension, our case companies shared 

explicitly their concerns over weak intellectual property rights (IP) records in developing 

countries. For example, the Value Actuation Company stated that Outsourcing in China was 

perceived risky due weak intellectual property rights record. 
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To estimate government policy outsourcer-outsourcee separation gap we used: (1) the 

outsourcee’s country free trade policy measured in terms of membership in the World Trade 

Organisation (WTO). Both UK and India are both members of the WTO, therefore they fall in 

the same range “A=yes” and their ESI external separation gap for this factor is “1=low” (Table 

5).  (2) Ease of doing Business Index (Jayasuriya 2011) - 190 countries ranked from 1-190 with 

the world average score of 96 in 2017.  Since developed countries usually score within the 

first 30% percentile for ease of doing business, we propose range A (1-64), range B (65-125) 

and range C (126-190). As shown in Table 5, the ease of doing business index for the UK is 7 

and for India is 100, therefore the two countries fall in ranges A and B respectively, which 

leads to “2=Medium” ESI external separation gap for this factor.  

(3) Rule of Law Index (Wiengarten, Pagell, and Fynes 2013), which ranges from -2.5 to 

2.5, and 2.5 as best result (World Bank 2015). Since developed countries’ rule of law scores 

are usually within the best 30% percentile of this scale, we propose range A (0.85 to 2.5), 

range B (less than 0.85 to -0.85) and range C (less than -0.85 to -2.5). As shown in Table 5, rule 

of law index for the UK is 1.8 and for India is 0, therefore the two countries fall in ranges A 

and B respectively, which leads to “2=Medium” ESI external separation gap for this factor. (4) 

The Corruption (Freel and Robson) Perception Index (Pawar and Rogers 2013) ranges from 0 

(corrupted) to 100% (free of corruption). Since developed countries corruption (Freel and 

Robson) scores are usually in the 30% most corruption free countries, we propose range A 

(67-100%), range B (34-66%) and range C (1-33%) (Transparency International 2016). As 

shown in Table 5, the Corruption (Freel and Robson) Perception Index for the UK is 81% and 

for India is 40%, therefore the two countries fall in ranges A and B respectively, which leads 

to “2=Medium” ESI external separation gap for this factor. 
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National Human Resources: The Automaker and the Heavy Trucks companies told us that 

India was favoured as an outsourcing destination in comparison with other Asian destinations 

due to its well-built human resources’ skills and competencies in the auto parts industries. 

For the Diesel Engines Company, manpower availability in India was a fundamental motive 

for choosing it as an outsourcing destination. Accordingly, to estimate national human 

resources separation gap, we used a World Bank Education Index, which measures the 

percentage of population with tertiary education for age group 25-34 years, ranging from 1-

100% (OECD 2016). Since developed countries scores for this index are usually more than 

50%, we propose for range A (more than 50%), range B (25-49%) and range C (1-24%). As 

shown in Table 5, tertiary education index for the UK is 52% and for India is 13.9%, therefore 

the two countries fall in ranges A and C respectively, which leads to “3=High” external 

separation gap for this factor.  

Additionally, we used the world’s average Productivity Index (PI) from the 

International Labour Organisation (ILO). The PI index  estimates country labour productivity 

as Gross Domestic Product (GDP) in US$ per number of population employed, with the world 

average of US$ 35,084 (International Labour Organization 2017). We suggest the following 

three ranges for the PI index; A (more than the world average PI) or B (equal to the world 

average PI), and C (less than the world average PI). As shown in Table 5, the UK PI is US$ 79,331 

and for India is US$ 17,150, therefore the two countries fall in ranges A and C respectively, 

which leads to “3=High” ESI external separation gap for this factor. 

Infrastructure and Transport: For the Automaker, the Valve Actuation and the Heavy 

Trucks companies, regional location selection of their outsourcees in India was largely driven 

by ease of transportation, ports and logistics services proximity. For example, the Heavy 
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Trucks Company selected outsourcees’ locations within India based on availability of 

alternative routes to sea ports. Therefore, to estimate infrastructure and transport separation 

gap, we use three popular World Bank infrastructure development and enterprise indices: (1) 

rural access to all season’s roads (0-100% - higher percentage is better). Since developed 

countries scores are usually within the highest 15% percentile of this scale, we propose three 

ranges A (87-100%), B (50-70%) and C (5-49%) (World Bank 2016). As shown in Table 5, the 

UK ccountry’s rural access to all seasons roads is (87-100%) and for India is (50-70%), 

therefore the two countries fall in ranges A and B respectively, which leads to “2=Medium” 

ESI external separation gap for this factor. 

(2) Enterprise percentage of losses of annual sales due to electrical outage. Since 

developed countries scores are usually 0% on this scale, we propose for range A (0% sales 

losses), range B (0-1%) and range C (more than 1% sales losses) due to electrical outage 

(World Bank 2017). As shown in Table 5, the UK enterprise losses in sales due to Electrical 

Outage is 0% and for India is 2%, therefore the two countries fall in ranges A and C 

respectively, which leads to “3=High” ESI external separation gap for this factor. 

(3) Days to clear export container through customs. Since best scores for developed 

countries in this scale are between 0-1 days, we suggest three ranges A (0-1 day), B (2-3 days) 

and C (more than 5 days) (World Bank 2017). As shown in Table 5, the UK Days to Clear Export 

Container Through Customs is 2 days and for India is 5.8 days, therefore the two countries fall 

in ranges B and C respectively, which leads to “2=Medium” ESI external separation gap for 

this factor.   

 National Culture: Interviewees from four cases identified cultural differences between 

Europe and India as important contextual external factor. For example, the Director of 
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Sourcing from the Diesel Engines Company stated that: “…there are huge disparities in Indian 

and European culture such as Indian suppliers never say, ‘no’, yet often fail to deliver to 

promises. Therefore, the role of my team is to carefully evaluate supplier capability and then 

set realist targets…”. Moreover, the Heavy Trucks Company employed qualified professional 

Indians in managing outsourcees an effective mechanism to bridge cultural distance between 

Europe and India.   

We propose for each of Hofstede’s national culture dimensions three ranges A (0-

33%), B (34-66%) and C (67-100%). In Table 5 UK scores for power distance 35% and India 

scores 77%, therefore the two countries fall in ranges B and C respectively, which leads to 

“2=Medium” ESI external separation gap for this national culture dimension. UK scores for 

individualism-collectivism 89% and for India is 48%, therefore the two countries fall in ranges 

C and B respectively, which leads to “2=Medium” ESI external separation gap for this 

dimension. UK scores for masculinity-femininity 66% and India scores 56%, therefore the two 

countries fall in range B, which leads to “1=Low” ESI external separation gap for this 

dimension. UK scores for uncertainty avoidance 35% and India scores 40%, therefore the two 

countries fall in ranges B which leads to “1=Low” ESI external separation gap for this 

dimension. Both UK and India scores 51% for short/long-term, therefore the two countries 

fall in range B which leads to “1=Low” ESI external separation gap for this dimension.  

Finally, the overall ESI rank is estimated by calculating the average of the difference of 

all internal and external factors i.e. the separation gap. We propose the following range: 

(0<Low≤1), (1<Medium≤2) and (2<High≤3). In our worked example, the external separation 

gap was 1.92 (See Table 5), which indicates that the difference in external contextual factors 

between UK and India is medium. Understandably, as no one case company was willing to 
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share all information in regard to its internal contextual factor targets and related 

outsourcees’ performance, we were not able to carry out the same exercise for the calculating 

the internal separation gap. However, we showed through our cross case analysis how these 

firms considered the internal factors and provided pertinent examples where possible (see 

Tables 3a and 4). This should facilitate outsourcers who have access or can gain access to 

internal measures and targets in calculating the internal separation gap. 

5. Discussion: Theorizing how differences in Internal and External Contextual Factors 

influence Outsourcer- Outsourcee Relationship using the Complexity Theory Lens   

We use the complexity theory lens to understand the phenomenon of how the differences in 

internal and external contextual factors influence the type of relationship developed country 

outsourcers should have with their developing country outsourcees. Since “complexity is 

characterised by contextuality” (Manson 2001, p408), we developed a contextualisation 

decision tool – the ESI, in order to capture this complexity. The ESI tool highlights for 

outsourcers the need to consider both the context in which their outsourcees operate and 

how they build and develop a relationship in the long run. By evaluating and examining the 

two levels of contextual environmental factors, outsourcers can decide the degree of their 

involvement in control and coordination of the outsourcing relationship. Furthermore, they 

can assess risks of external environments, monitor and mitigate these risks throughout the 

outsourcing relationship (Hansen, Mena, and Skipworth 2017, Zorzini et al. 2015). The ESI 

score can be beneficial since it starts from the same reference point to evaluate all potential 

outsourcees and locations. More importantly, the ESI score sets the outsourcer expectations 

of how might the selected outsourcee perform and determines chances of the outsourcing 

relationship evolution and success. 
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We argue that the ESI separation level signals differentiated level of cooperation and 

therefore suggests different relationship types, where each has different capacity for 

achieving outsourcers’ goals throughout the outsourcing engagement. The supply chain and 

outsourcing literature recognised that different types of relationships between outsourcers 

and outsourcees could be placed on a spectrum ranging from “out-tasking “to “partnership” 

(Beaumont and Sohal 2004), “ tightly” or “ loosely” controlled (Handley and Benton 2013), or 

“short term “to “long term” or “long term with no end” relationships (Kenyon, Meixell, and 

Westfall 2016). The task based outsourcing relationships are usually consistent with 

transaction cost economies (TCE) framework, where the outsourcer controls the outsourced 

tasks, specifies how they should be performed and applies formal and legal governance 

mechanisms in managing the relationship (Wiengarten, Pagell, and Fynes 2013, Scherrer-

Rathje, Deflorin, and Anand 2014, Kenyon, Meixell, and Westfall 2016, Yang et al. 2016). In 

contrast, long term or partnership-like outsourcing relationships are characterised with 

higher levels of trust and commitment and hence allow the outsourcee greater degree of 

autonomy and control over its processes (Schoenherr, Narayanan, and Narasimhan 2015, 

Brahm and Tarzijan 2016). Additionally, recent outsourcing research concluded that long term 

outsourcing success is associated with developing close and long term outsourcing 

relationships fostered by mutual trust, effective communication and win-win mentality 

(Pawar and Rogers 2013, Medhi and Mondal 2016).  

In line with this argument and based on our empirical exploration, we rank the overall 

outsourcer-outsourcee separation gap into three levels of separation - (0<Low≤1), (1< 

Medium ≤2) and (2< High ≤3). These ranges indicate that outsourcers may experience 

different types of outsourcing relationships with different outsourcees in developing 
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countries given how far business environments in both contexts are distant.  Based on the ESI 

internal and external separation ranking we label three types of outsourcing relationships 

(see Figure 1): (1) “master-servant” for overall high ESI scores (2<ESI≤3) and, (2) “consultant-

client” for overall medium ESI scores (1<ESI≤2), and (3) “peer to peer” for overall low ESI 

scores (0<ESI≤1). A “master-servant” type indicates a tasking or transactional outsourcing 

relationship dominated by outsourcers’ control. A “client –consultant” type refers to an 

outsourcing relationship that focuses on providing expertise and goods in an efficient manner. 

A “peer to peer” suggests a close and collaborative partnership type outsourcing relationship.   

[Insert Figure 1] 

Applying complexity theory lens, a high internal ESI indicates a lower level of 

outsourcer-outsourcee fitness and therefore motivates excessive control from the outsourcer 

(Choi, Dooley, and Rungtusanatham 2001). Here the outsourcer has low confidence in the 

outsourcee’s capability to perform the outsourced tasks due to different practices and 

processes.  Accordingly, the outsourcer uses detailed control and supervision or a” master-

servant” relationship type. Conversely, with higher level of shared practices and processes, a 

low or medium internal ESI is achieved suggesting better outsourcer-outsourcee fitness. 

Therefore, a more collaborative outsourcing relationship type emerges as “client-consultant” 

when outsourcers for example reward outsourcees’ improved on time delivery performance 

with extended future orders (Brahm and Tarzijan 2016). Moreover, a sustained collaborative 

or “peer to peer” outsourcing relationship is achieved when for example outsourcee reduces 

price as a result of cost savings from enhanced collaboration with the outsourcer (Liker and 

Choi 2004). Consistent with the features of CAS, a “peer to peer” outsourcing relationship has 

higher capacity to deal with change and is more dynamic compared to “master-servant” and 
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“client-consultant” relationships. First, “peer to peer” relationships appreciate goal 

compatibility of outsourcing partners and therefore allow outsourcees to co-evolve and 

improve their fitness in the outsourcing relationship, while adapting to changes in their local 

networks and institutional environment (Manson 2001). Second, “peer to peer” relationships 

allow outsourcers to benefit from emergent behaviour of outsourcees as a more effective 

way of managing the outsourcing relationship (Choi, Dooley, and Rungtusanatham 2001). 

Third, increased outsourcees’ autonomy in “peer to peer” relationships, can increase levels 

of outsourcee driven innovation in the outsourcing relationship (Choi, Dooley, and 

Rungtusanatham 2001), since sustained collaboration allow open knowledge flow and 

synergetic value creation under conditions of power balance and fair shares of risks and gains 

(Dyer and Singh 1998). Despite the advantages of “peer to peer” outsourcing relationships, 

not all outsourcers are necessarily aiming to achieve a “peer to peer” type in their outsourcing 

relationships. Nonetheless, “peer to peer” relationships are more resilient and efficient since 

they accommodate the complex reality of outsourcing relationship (Pathak et al. 2007).  

 The outsourcer-outsourcee relationship can be thought of as a CAS, which posits that 

it can unavoidably be affected by the numerous interactions within and between different 

teams and individuals at both ends of the outsourcing relationship, including the density and 

longevity of these interactions (Choi, Dooley, and Rungtusanatham 2001, Pathak et al. 2007). 

For example,  there is likely to be a lack of trust and a misunderstanding of the different 

contexts in which the two sides operate (Schoenherr, Narayanan, and Narasimhan 2015). In 

time, however, the relationship evolves through repeated transactions and realised relational 

benefits (Dyer and Singh 1998, Handley and Angst 2015), which can cause the ESI to change 

from high to medium to low. Therefore, positive changes in ESI can be influenced by changes 
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in the outsourcee contextual internal environmental factors such as improvements in cost 

and quality performance, increased alignment with the outsourcer’s goals and higher degree 

of outsourcer-outsourcee integration.  

Similarly, the outsourcer-outsourcee relationship can be impacted by interactions and 

dynamism among and within the outsourcee institutional environment (Choi, Dooley, and 

Rungtusanatham 2001, Pathak et al. 2007). Therefore, positive or negative shifts can occur in 

the outsourcee’s country contextual external environmental factors causing the ESI to change 

and the relationship to experience growth in closeness or further separation. For example 

political risks such as government instability and civil war in some developing countries are 

arguably a common place of how macro shifts in external environments can impact 

outsourcing relationships (Hansen, Mena, and Skipworth 2017).  

A mind-set shift from hierarchies to networks and from controlling to empowering can 

potentially narrow the separation gap in outsourcing relationships. Thus, outsourcing 

relationships should not be just about assigning tasks and monitoring performance, but to 

empower and to nurture supply chain actors. The Supplier Development Executive in the 

Heavy Trucks Company echoed that logic through encouraging their first tier suppliers in India 

to develop their upstream Indian suppliers and consequently building a larger pool of 

compliant first and second tier local suppliers. Likewise, the rise of the Mexican aerospace 

industrial clusters is another example of how the physical presence of a large aerospace OEM 

such as Rolls-Royce has led to the boom of Mexican aerospace industry through spontaneous 

development of many small and medium sized suppliers and sub-suppliers (Selko 2012). 

Consequently, the formation of these industrial clusters have fostered a growth in the number 
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of aerospace supplier factories in Mexico from 150 in 2007 to more than 300 by end of 2016 

(Sehl 2018).  

Finally, drawing upon CAS’s dynamism propositions, ESI outsourcer-outsourcee gaps 

can also experience negative shifts from low to medium to high and that negative change 

could ultimately lead to the failure or termination of the outsourcing relationship. For 

example, outsourcee and location decisions solely driven by cost savings can possibly lead to 

disappointing results in the medium to long term due to poor productivity, low skills or lack 

of infrastructure associated predominantly with low cost outsourcees and some low cost 

countries. In these scenarios, the ESI can experience negative shifts, increasing the gap 

between outsourcing expectations and actual results and causing the relationship to stagnate 

or retreat to a “master-servant” type or even terminate (Handley and Benton 2013, Bals, 

Kirchoff, and Foerstl 2016).    

6. Conclusions  

In this study we set off to explore the key outsourcee contextual internal factors and location 

external factors that firms consider in the search and selection stage of outsourcing 

manufacturing to developing countries. Our findings revealed that combining outsourcee 

internal factors with location external factors as two fundamental and interconnected 

outsourcing decisions is a complex process.   

This paper, firstly, contributes through the development of a contextualisation 

environmental separation index as a contextualisation decision aid tool for the assessment 

and selection of developing country outsourcees, taking into account both internal and 

external environmental factors. The Environmental Separation Index assesses potential 

outsourcees’ capabilities and alternative outsourced-to country attractiveness to achieve 
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outsourcer’s goals and competitive advantage from the outsourcing strategy. Secondly, by 

adapting a simple three-rank score (low, medium and high), the ESI is operationalised. The 

ESI tool not only captures the most fundamental contextual factors of outsourcees and 

locations but also allows for measuring and comparing their relative positions from one 

outsourcee to another and from one location to another. Accordingly, we extend outsourcing 

research which finds that outsourcing relationships are context dependent (Goffin, Lemke, 

and Szwejczewski 2006); and are linked to both outsourcee operational performance 

(internal) and location (external) contextual factors (Handley and Benton 2013, Wiengarten, 

Pagell, and Fynes 2013, Huq, Stevenson, and Zorzini 2014). Thirdly, we contribute to theory 

expansion by adopting a complexity theory lens to explain that narrowing the contextual 

outsourcer-outsourcee gap facilitates a mind-set shift in outsourcing relationships from 

hierarchies to networks and from controlling to empowering.   

 Current research on supplier selection explored the impact of perceived contextual 

and risks factors of selected supplier’s capabilities and performance on the outsourcing firm 

performance (Lockamy and McCormack 2010, Koufteros, Vickery, and Dorge 2012, Kenyon, 

Meixell, and Westfall 2016, Dupont et al. 2018, Ishizaka and Lopez 2018). For example, it was 

reported that potential outsourcee’s lack of human resources management capabilities, 

mismatch in organizational culture and poor level of IT integration can be of detrimental 

effect on the future of the outsourcing relationship (Pawar and Rogers 2013, Plugge and 

Bouwman 2013, Handley and Angst 2015, Schoenherr, Narayanan, and Narasimhan 2015). 

Our study supports and extends this line of research, by identifying and validating six key 

outsourcee contextual internal factors and operationalising them. Our proposed internal ESI 

tool examines the deviations in outsourcee perceived capabilities from outsourcer’s targets 



38 
 

of cost savings, quality and reliability performance and the differences in its human resources, 

organisational culture and processes from those of the outsourcer. The internal ESI ranks the 

severity of these deviations and differences and predicts their impact on the future of 

outsourcing performance and the evolution prospects of the outsourcing relationship.  

We also construct four key location-related (external) contextual factors – 

government policy, national human resources, infrastructure and transport and national 

cultural - and operationalise it. Our findings are concurrent with the limited number of studies 

which explored partially the outsourced-to country contextual factors and concluded that 

several uncertainties of outsourcing relationships can be assigned to one or more of these 

factors and hence can cast a major shadow on the future of the outsourcing relationship 

(Tjader, Shang, and Vargas 2010, Handley and Benton 2013, Wiengarten, Pagell, and Fynes 

2013, Handley and Angst 2015, Huq, Pawar, and Rogers 2016, Kaur, Singh, and Majumdar 

2018). For example, our case study research shows that the strength of outsourced-to 

country’s legal system is very crucial for the flow of knowledge between outsourcing partners. 

In addition, the availability and status of roads, rails, ports and energy infrastructure is equally 

crucial to the smoothness of product flow. Moreover, we find that these factors are not 

mutually exclusive or independent. For example, government policy is highly interconnected 

with national human resources issues, since the availability of highly educated and talented 

human resources in a country is normally correlated with the availability and strength of 

public universities and technical training institutions (Kedia and Mukherjee 2009).     

Finally, by establishing the outsourcing relationships as a complex adaptive system, 

we highlight that narrowing of the contextual outsourcer-outsourcee gap can lead to an 

attitudinal alteration i.e. transformation of outsourcing relationships from hierarchies to 
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networks and from controlling to empowering. More specifically, outsourcing relationships 

should strike a balance between control (allocating tasks and evaluating performance) and 

emergence (empowerment of supply chain actors). Accordingly, developed country 

outsourcers can maximise the utilisation and predictability of the ESI tool by constantly 

responding and adapting to the complexity in their outsourcee internal and external contexts. 

Moreover, they can expand the use of the ESI tool for (re)evaluating the scope of their 

outsourcing relationships. For instance, by narrowing the outsourcer-outsourcee separation 

gap, the relationship can evolve to a more collaborative form; whereas if the gap widens, it 

can lead to stagnation or termination of the relationship and thus derail the execution of the 

outsourcing strategy. 

6.1 Managerial Implications, Limitations and Future Research 

To deal with fast-changing pace of current business environments is a primary challenge for 

developing country outsourcers and also an opportunity to destroy old paradigms of 

traditional tightly controlled outsourcing relationships.  The practices and formal controlling 

policies of a “master-servant” outsourcing relationship are necessary, but insufficient. Thus, 

outsourcers should be searching for unorthodox solutions as high relationship complexity 

need not be managed by an ever expanding rulebook and standard processes. In order to 

adapt to today’s competitive markets, early adopters of a post-hierarchical “peer to peer” 

outsourcing relationships are more likely to succeed. The bottom line is that managing 

hierarchical outsourcing relationships is no longer suited for the challenges of the modern 

economy. Every pillar of a traditional supply network is now in a flux. Outsourcers cannot 

afford to discount contextual awareness and therefore, need to build relationships that can 

change as fast as change itself. 



40 
 

Although, the identified contextual internal and external factors within our ESI tool 

are adequately qualified through outsourcing literature and then verified in findings from this 

research, these factors are not claimed to be comprehensive, but instead represent some of 

the more prominent issues in offshore outsourcing relationships. Even though we adopted an 

intuitive and rigorous methodology to measure the ESI, which accomplishes the goal of 

presenting managers with an easy to measure yet informative outsourcee and location 

evaluation tool, the ESI will benefit from further validation in future research.  Since we 

conducted our study from the perspective of European outsourcers, it would be interesting 

to explore how developing country outsourcees take into account internal and external 

contextual factors of their developed country partners and how they rank them in terms of 

importance in order to better understand the developing country outsourcee perspective, 

which is currently missing.  

Finally, an avenue of future research can be to study extreme cases of the outsourcer-

outsourcee relationship reversing 360 degrees i.e. the conditions under which the ‘servant’ 

becomes the ‘master’. This might happen gradually, but we envisage that the conditions are 

ripe with India and China growing at a much faster rate than the developed world and moving 

up higher in the manufacturing value chain. For example, an extraordinary $234 billion of 

overseas purchases was announced by Chinese companies in 2016 (Bloomberg 2016). The 

relatively recent sale of Jaguar and Land Rover to India-based Tata Motors by Ford Motor and 

Chinese computer maker Lenovo’s purchase of IBM’s personal computer division are 

precursors to this phenomenon. Thus, it would be valuable to investigate how narrowing of 

internal and external contextual environmental factors can lead to a ‘servant’ becoming the 

‘master’.  
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