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ABSTRACT 
 
Many IT offshore outsourcing projects fall short of being successful due to cultural issues. Using 
the Global Outsourcing Index (GOI) data prepared by CIOInsight.com in 2005 which appears to 
include factors such as cost and culture, this paper analyzes the following questions: 1) What 
treatment yields the lowest GOI (i.e. best for outsourcing)? 2) Is cost significantly important in 
determining the GOI? 3) Is the best treatment significantly better than the second best 
treatment? This paper surprisingly found that in determining the GOI, the best treatment for 
outsourcing is low cost and high cultural risk, that cost is significantly important, and that the 
best treatment of high cultural risk is even significantly better than the second best treatment of 
low cultural risk when cost is equally low. These findings suggest that rather than culture, cost 
alone ought to significantly influence the decision to outsource given the GOI. Perhaps, this type 
of cost-driven recommendations partly contributes to how IT offshore outsourcing phenomenon 
has become troubling. This paper encourages managers to be cautious when seeking out advice 
from consulting firms and making a decision to offshore outsource IT by considering culture 
factors more seriously. 
 
 

INTRODUCTION 
 
Many information technology (IT) offshore outsourcing projects fall short of being successful 
(Davis et al., 2006). Some companies (e.g. infamous cases of Dell) have started to bring back 
home their outsourced projects due to the difference between the host and the home country’s 
culture. Thus, before making a decision, managers should be asking themselves whether they 
consider the role of culture in IT offshore outsourcing seriously enough. Also, when managers 
seek out advice from consulting firms, do managers know if or how well such firms consider the 
role of culture in IT offshore outsourcing? In short, do people in IT offshore outsourcing 
consider the role of culture enough? 

This study uses the Global Outsourcing Index (GOI) data prepared by CIOInsight.com (by 
Minevich and Richter, 2005), in which information such as cost and risks of best countries 
recommended for IT outsourcing in 2005 was analyzed and used to rank the countries. However, 
the risk analyzed was broken into subcategories such as geopolitical, human capital, and cultural 
risk. Unfortunately, in generating the GOI, only 6% emphasis was given to cultural risk (and no 
more than 10% for each subset of risks), while 30% emphasis was solely to cost. While that 
method sounds reasonable, recent academic literature seems to stress that culture is not just a 
problem – but a leading problem in offshore outsourcing and should be considered more 

mailto:kamphol.wipawayangkool@mavs.uta.edu


seriously than previously thought (Beulen and Ribbers, 2003; Metters, 2008). This paper 
recognizes the contribution the original GOI study provides to managers by producing a 
convenient list of best twenty countries for IT offshore outsourcing. However, this paper 
encourages users of this type of reports to be vigilant and consider factors such as culture more 
seriously before making a decision to outsource IT functions or projects (Davis et al., 2006).  

Therefore, this study aims to provide an answer to the question “do we consider the role of 
culture in IT offshore outsourcing enough?” by analyzing secondary data from a well-known 
source that is likely to be used by many managers. Specifically, this paper empirically assesses 
whether cost to outsource and/or cultural risk are influential in determining which country is 
recommended best for IT outsourcing in the GOI study. In attempting to provide a more 
conclusive answer, this paper frames the following specific three research questions which will 
be simultaneously compared via analysis of variance technique: 

1. What treatment yields the lowest GOI (i.e. best for IT offshore outsourcing)? 
2. Is cost important in determining GOI?  
3. Is the best treatment significantly better than the second best treatment? 

 
The remainder of this paper is organized as follows. First, the methodology regarding the design 
and coding scheme of the study is discussed. Second, the results from the assumption check are 
discussed. Third, the analysis and result discussion are provided. Finally, the limitations and 
conclusion of the study are discussed. 
 

METHODOLOGY 
 
This paper analyzes the average of the GOI of nineteen countries by two levels of cost (high and 
low) and three levels of cultural risk (high, medium, and low) (i.e. an unbalanced ANOVA 2 x 3 
study). It is important to note that such a 2 x 3 design intends to be more sensitive to the culture 
factor yet still being regularly sensitive to the cost factor. Thus, if the cost factor were found to 
be influential, then it was not because the study was designed to be especially sensitive to the 
cost factor and not the culture factor. Note that the original GOI study included twenty countries 
around the world recommended best for IT outsourcing. Mexico was removed from the data used 
in this paper, because doing so allowed the statistical assumptions to be met, thereby increasing 
the strength of the analysis while to some extent preserving the merit of the analysis (that is, 
Mexico is low cost and medium cultural risk, making it quite neutral to the analysis). 
Nonetheless, this paper acknowledges this decision as a caveat to the findings and interpretations.  
 
The criteria to code the GOI data are as follows. Regarding cost, those countries with assigned 
score of 1 and 2 are considered Low cost, while those with score of 3, 4, and 5 are considered 
High cost. Regarding cultural risk, those with assigned score of 1 are considered Low risk, those 
with score of 2 are considered Medium risk, and those with score of 3 and 4 are considered High 
risk. The averages of the GOI are shown in Table 1, and the number of the countries in each 
treatment is in Table 2. Note that this paper follows the original GOI study in that the lower 
value of the GOI, the better the country is for IT outsourcing. For example, the country with 2.1 
GOI is a better choice than that with 2.6 GOI. 
 
 



Factor B: 
Cultural Risk 

Factor A: Cost  
Average High (H) Low (L) 

High (1) 2.66 2.18 2.42 
Medium (2) 2.35 2.45 2.40 

Low (3) 2.60 2.29 2.45 
Average 2.54 2.31 2.42 

 
Table 1. The averages of the GOI. 

 
Factor B: 

Cultural Risk 
Factor A: Cost  

Total High (H) Low (L) 
High (1) 2 2 4 

Medium (2) 5 3 8 
Low (3) 5 2 7 
Total 12 7 19 

 
Table 2. The number of countries in each treatment. 

 
Assumption Check 
 
The original data (untransformed) is coded using indicator variables for cost and cultural risk 
factor and then analyzed via multiple regression. Both all the normality tests suggest at 0.20 
significance level and the normal probability plot provide no evidence of violation of normality 
assumption. In addition, the coefficient of correlation of the model is acceptable (0.546) to 
assume approximate normality. Also, the residual against the fitted values plot does not suggest 
any strong systematic pattern; thus, there is no evidence of unequal variance. With log 
transformed response variable (transformation is due to significant and importance interaction 
effects; discussed in the next section), the normality tests, performed at 0.20 significance level, 
and normality plots also reveal no evidence of violation, and the residual plot does not suggest 
strong evidence against unequal variance. Also, the coefficient of correlation of the model is still 
virtually the same as that of the original data (0.548). Note that this paper uses the same 0.20 
significance level for assumption testing as used in the latest version of NCSS based on the 
argument that if assumptions are found to be violated (or satisfied) at 80%, then it is unnecessary 
to check at 95% any longer. On the basis of these diagnostics for ANOVA model, it is 
reasonable to proceed with inference procedures. 
 
Analysis and Result Discussion 
 
The analysis in this section follows the procedure in Kutner et al. (2005, p. 848) (see Appendix 
for the analysis of custom comparisons). The initial ANOVA analysis shows that the interactions 
between cost and cultural risk factor are significantly present (suggested by the plots and p-value 
of 0.0336 for the ordinary ANOVA F test), relatively important for some treatments (particularly, 
when cost is high and cultural risk is high, when cost is low and cultural risk is high, and when 
cost is low and cultural risk is low), and non-transformable (full output of transformed data is 
available upon request). Therefore, the evidence suggests at significance level 0.05 that the 
interaction effects are unlikely to exist by chance. Moreover, error of degree of freedom (13) is 
greater than 5, and F ratio of the interaction term (4.46 for original and 4.58 for transformed 
data) is greater than 2. Therefore, comparison models should be made among treatment means 
without pooling error and interaction sums of squares and degree of freedom.  



Incidentally, the mean GOI significantly differs by cost factor alone (statistically significant), but 
does not significantly differ by cultural risk factor alone (not statistically significant). In other 
words, the difference in mean GOI by cost factor is unlikely due to chance, but the difference in 
mean GOI by cultural risk factor is likely due to chance. Even though at this point it is found that 
the main effect of cultural risk is not significant, to analyze the three custom comparisons, the 
Bonferroni procedure has to be used, because the family of custom comparisons, or the three 
research questions, in this study is not all pairwise and not all contrast (see the Appendix). 
Nonetheless, assessing the main effects also suggests that cultural risk factor is unlikely to be 
influential. With the three custom comparisons being analyzed next, the findings of how much 
the role of cultural risk is considered in determining the GOI will be more conclusive. 

Regarding the first question, the lowest mean GOI (i.e. best for outsourcing) is the combination 
of low cost and high cultural risk (mean GOI = 2.18). The 95% simultaneous Bonferroni 
confidence interval estimate is from 1.91 to 2.49. Additionally, since, from the data, the greatest 
mean GOI (2.66) with the combination of high cost and high cultural risk is outside the range of 
simultaneous confidence intervals of the lowest mean GOI, the countries in this treatment (high 
cost, high cultural risk) should be strongly considered risky for IT outsourcing. 

Regarding the second question, to determine the cost effect, the treatment means of high cost 
with all levels of cultural risk and low cost with all levels of cultural risk are examined. The 95% 
simultaneous Bonferroni confidence intervals for those differences in geometric mean are from 
1.002 to 1.21. Thus, cost is significantly influential in determining GOI. This question in the 
family of custom comparisons confirms the main effect of cost factor also found significant in 
the initial ANOVA analysis. 

Regarding the third question, to test whether the best treatment (low cost, high cultural risk) is 
significantly better than the second best treatment (mean GOI = 2.29; low cost, low cultural risk) 
is performed with log transformed response variable. Since the simultaneous Bonferroni 
confidence intervals do not contain zero, the test suggests that the two best treatments are 
significantly different (i.e. the best treatment is significantly better than the second best 
treatment). The difference between the geometric mean of the best and second best treatment is 
estimated to be from 0.865 to 1.262. From this comparison, it reveals that if cost is low, cultural 
risk does not seem to be influential at all since the treatment of low cultural risk is not even 
better than the treatment of high cultural risk when cost is equally low. Together with the second 
comparison, it appears conclusive that cost is very influential but cultural risk is not. Table 3 
summarizes the findings: 
  

Questions Findings Implications 
What treatment yields the lowest 
GOI (i.e. best for IT outsourcing)? 

Low cost, high cultural risk. 
 

In determining the GOI, cost is 
influential, while cultural risk is not. 
Such a finding is strongly confirmed 
when the treatment of low cost, low 
cultural risk (second best) is not even 
significantly better than the treatment 
of low cost, high cultural risk (best 
treatment).  

Is cost important in determining 
GOI?  

Yes, cost is important. 

Is the best treatment significantly 
better than the second best treatment 
(low cost, low cultural risk)? 

Yes, the best treatment (low cost, 
high cultural risk) is significantly 
better than the second treatment. 

 
Table 3. Summary of the findings. 



 
LIMITATIONS 

 
First, given the limited amount of the data used in this study, any interpretations of the results 
outside this data should be used with extra prudence. Nonetheless, the nineteen countries 
represent best countries for IT offshore outsourcing as recommended by the original GOI study. 
Second, the design and coding scheme of this study are subjective and may raise issues of bias in 
the findings. Incidentally, some of the confidence intervals are in geometric base or log base, 
making it impractical to interpret. Nevertheless, the overall pattern of the findings can be 
established. Finally, although this study examines only cost and cultural risk factor and in reality 
there are many more factors to be considered, this study aims to point out that studies such as the 
GOI appear to overvalue cost factor while devaluing other important factors such as culture. 
Further analysis on this topic is strongly recommended before making IT outsourcing decisions. 
 

CONCLUSION 
 
Do we consider the role of culture in IT offshore outsourcing projects enough? Based on the 
Global Outsourcing Index (GOI) data in 2005 by CIOInsight.com that includes factors such as 
cost and cultural risk, this paper counterintuitively found that, in determining the GOI, the 
treatment found best for outsourcing is low cost and high cultural risk, that cost is significantly 
important, and that the best treatment is significantly better than the second best that is low cost 
and low cultural risk. Taken together, these findings suggest that rather than culture, cost alone 
ought to significantly influence the decision to outsource given the GOI. Perhaps, this type of 
cost-driven reports partly contributes to how IT offshore outsourcing phenomenon has become 
unsettling. This paper has showcased such an issue and encourages managers to be cautious 
when seeking out advice from consulting firms and making a decision to offshore outsource IT 
by considering culture factor more seriously. 
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APPENDIX 

 
Note: The full report of the analysis, assumption check, and transformation is available upon request. 


