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Chapter VIII

Sourcing Theories

In Chapter I, general theories of the firm and value configurations of firms were
introduced. Here we return to more theories. While theories and value configurations in
Chapter I were introduced to develop e-business strategy, more theories are introduced
here to understand the specifics of sourcing in general and outsourcing in particular. We
want to understand why companies choose IT outsourcing in the middle of the Y model.
We know that many companies choose IT outsourcing based on an analysis of core
competencies. As we shall see, there are, however, many other theories that can be
applied and that may provide both convergent and divergent answers to an outsourcing
question. An example of divergent answer would be the theory of core competencies
suggesting that non-core IT can be outsourced, while the resource-based theory
suggests that non-core IT should be kept in-house if we have strategic IT-resources
(valuable, non-imitable, non-substitutable, non-transferable, combinable, exploitable
and available).
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Theories of the Firm

Theory of Core Competencies

Based on the notion of core competency, issues of sourcing should hinge on the degree
of criticality of a specific component or business activity to an organization. An extreme
case would be for a company to strip itself down to the essentials necessary to deliver
to customers the greatest possible value from its core skills — and outsource as much
of the rest as possible. By limiting or shedding activities that provide no strategic
advantage, a company can increase the value it delivers to both customers and
shareholders and, in the process, lower its costs and investments (Ang, 1993).
Core competencies theory suggests activities should be performed either in house or by
suppliers. Activities, which are not core competencies, should be considered for
outsourcing with best-in-world suppliers. Some non-core activities may have to be
retained in house if they are part of a defensive posture to protect competitive advantage.
Although some authors indicate characteristics of core competencies, most of the
literature on this subject seems tautological — core equals key, critical, or fundamental.
Employees in non-core functions (even if not facing outsourcing) may feel excluded by
the organization because they are a non-dominant discipline. For example, information
technology employees working on Web based legal services in a law firm may feel
excluded by lawyers in the firm. In the public sector, there may be particular uncertainty
about what is core; and it has been suggested that government may aim to discover its
core competencies via a residualisation process — outsourcing until and unless the shoe
pinches, or a political backlash is triggered (Hancox & Hackney, 2000).
An organization may view IT itself as a core competence. It seems that most successful
companies have a good understanding of IT’s potential. However, some organizations
outsource IT even though they see it as core and delivering competitive advantage. This
may be because IT can be considered core at the corporate level, but some of its aspects,
at lower levels, might be commodities. Thus the complexity of IT, and its (at least in part)
core nature, may make the contracting out of IT a particularly challenging exercise. The
ability to define IT requirements and to monitor their delivery by third parties may be some
of the core IT competencies that any organization must have if it is to outsource IT
successfully. It can even be argued that the very acts of specifying and managing supply
contracts can themselves give competitive advantage (Hancox & Hackney, 2000).

Resource-Based Theory

The central tenet in resource-based theory is that unique organizational resources of
both tangible and intangible nature are the real source of competitive advantage. With
resource-based theory, organizations are viewed as a collection of resources that are
heterogeneously distributed within and across industries. Accordingly, what makes the
performance of an organization distinctive is the unique bland of the resources it
possesses. A firm’s resources include not only its physical assets such as plant and
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