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REVIEW OF THE IS OFFSHORING LITERATURE: THE ROLE 
OF CROSS-CULTURAL DIFFERENCES AND MANAGEMENT 

PRACTICES 

Gregory, Robert Wayne, Goethe University Frankfurt, Grüneburgplatz 1, 60323 Frankfurt am 
Main, Germany, gregory@wiwi.uni-frankfurt.de 

Abstract 

There is a world-wide trend towards global cross-cultural networks of outsourcing relationships that 

are enabled by the extensive use of information- and communication technology (ICT). While ICT 

reduces national boundaries of global collaboration, cultural differences between outsourcers and 

vendor firms in offshore locations pose unique management challenges. This literature review 

analyzes the role of cultural differences between client and vendor companies and management 

practices in the information systems (IS) offshore outsourcing context. The analysis of the existing IS 

literature reveals limitations concerning prior conceptualizations of culture and cultural differences 

and provides ideas for future research on the effect of cultural differences as well as cultural, 

relationship, knowledge, and project management techniques. In particular, the existing literature can 

be grouped into formal and informal mechanisms as well as learning issues. Future research could 

adopt a more integrated and balanced perspective, taking into account formal and informal 

mechanisms and analyzing the interplay with learning issues. 

Keywords: IS offshore outsourcing, cultural differences, management practices, literature review. 
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1 INTRODUCTION 

Knowledge-intensive work, including information systems (IS) development, is becoming 
increasingly complex as organizational and national boundaries of international collaboration are 
disappearing (Friedman 2005). IS services are being disaggregated globally and delivered from 
multiple places around the world (Apte et al. 1995, Mithas et al. 2007). In this context, global IS 
service providers from low-cost countries such as India have built up competitive advantages (i.e., 
cheap and highly educated IT professionals with proficiency in English) and are continuously 
operating with so-called ”global delivery models“, providing IS-related services from different 
geographical sites simultaneously and at lower costs than established outsourcing providers (Oshri et 
al. 2007). IS offshore outsourcing providers, including TCS, Wipro, and Infosys, are now competing 
on a global scale with established companies such as IBM, EDS, and Accenture. While the provider 
landscape is changing rapidly, clients, predominantly from high-wage countries such as USA and 
Western Europe, continue to offshore outsource IS-related tasks with the main goal to reap the benefits 
from lower labor costs in offshore locations (Sahay et al. 2003).  

IS offshore outsourcing has been defined as ”inter-country outsourcing“ or a form of outsourcing 
performed outside the client organization’s home country (King et al. 2008). Also referred to as 
”global outsourcing“, it can more precisely be defined as the migration of all or part of the 
development, maintenance and delivery of IS services to a vendor that is located in a country different 
from that of the client (Dibbern et al. 2004). A special form of offshore outsourcing is called 
”nearsourcing” or ”nearshoring“. It refers to global outsourcing from countries that are ”closer“ to the 
client’s home country in terms of geographic, temporal, historical, political, cultural, and other types 
of client-vendor distance (Carmel et al. 2002). For example, typical nearshore destinations for Western 
European countries are Hungary, Bulgaria, and other Eastern European countries (Carmel et al. 2007).  

At first sight, following this trend towards global multi-national and multi-cultural networks of 
outsourcing relationships that are enabled by the extensive use of information- and communication 
technologies, it seems as if the world is really becoming ”flat“ and boundaries are disappearing 
(Friedman 2005). However, numerous research results indicate that distance does still matter and that 
it poses unique challenges and risks to client offshore outsourcers (Balaji et al. 2006, Carmel, et al. 
2007, Ranganathan et al. 2007). IS offshore outsourcing brings with it so-called ”hidden“ or ”extra“ 
costs that can offset the expected benefits (Dibbern et al. 2008). For example, IS offshore outsourcing 
projects bear some additional cultural risks – compared to domestic IS projects – which make them 
especially susceptible to failure (Rottman et al. 2004). Thus, the intercultural dimension adds severely 
to the complexity and risk and can “make or break an offshore project” (Gupta et al. 1999, Nicholson 
et al. 2001). Accordingly, one of the major drivers of ”hidden“ transaction costs in IS offshore 
outsourcing are cultural differences between client and vendor personnel. This article provides a state-
of-the-art review of existing literature on the topic of cultural differences and management in IS 
offshore outsourcing as these are among the key research issues identified in a recent Delphi study 
(King, et al. 2008). 

The remainder of this paper is structured as follows. In the next section, the effects of cultural 
differences on IS offshore outsourcing relationships are analyzed, followed by a section on 
management practices in this context. Thereby, techniques and mechanisms for the effective 
management of IS offshore outsourcing ventures are discussed. Finally, the article closes with 
suggestions for future research. 
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2 RESEARCH METHODOLOGY 

For this state-of-the-art review article, a structured search and analysis of the existing literature on 
cultural issues and management practices in IS offshoring was carried out because these are among the 
top research issues (King, et al. 2008). Webster and Watson (2002), and Leidner and Kayworth (2006) 
served as general guidelines for conducting and writing a state-of-the-art literature review. 
Accordingly, in the first step, the following selection criteria were defined. Articles to be included in 
the analysis had to present an empirical analysis of cultural or management issues in IS offshoring, 
placing this theme at the core of the analysis. In addition, conceptual manuscripts presenting a 
theoretical model or perspective on cultural issues in cross-border relationships were included to 
broaden the author’s understanding of the phenomenon at study. In the second step, the literature 
search was carried out and the relevant works were selected for the analysis. For the search of 
empirical articles on cultural issues on IS offshoring, each issue and volume of the leading IS journals 
was screened over a time period of 10 years (1999-2009). Samples of journals included are MIS 
Quarterly, Information Systems Research, Communications of the ACM, Journal of Management 
Information Systems, European Journal of Information Systems, Information and Organization, 
Journal of Information Technology, and Information Technology and People. For the selection of 
conceptual articles, additional search was conducted in leading journals of related fields, including 
Organization Science, Administrative Science Quarterly, and Academy of Management Review. To 
finalize the literature search, the bibliographies of the selected articles were screened for additional 
references. Furthermore, the social science citation index reference search database was used to find 
more recently published articles that cite important works. In the final step of this research, the 
selected articles for analysis were sorted according to key themes that were identified by reading the 
manuscripts carefully. The structured search and selection of relevant literature laid the basis for the 
subsequent analysis regarding the state-of-the-art of cultural issues and management practices in IS 
offshoring. Regarding management issues in IS offshoring, four themes emerged from the analysis of 
the collected articles that will be presented in this paper (cultural, knowledge, relationship, and project 
management). 

 

3 CULTURAL DIFFERENCES IN IS OFFSHORE OUTSOURCING 

3.1 The Concept of Culture and its Analysis in IS Offshore Outsourcing 

One of the most frequently mentioned drivers of so-called ”hidden costs“ in IS offshore outsourcing 
are cultural differences between client and vendor (Ang et al. 2008, Dibbern, et al. 2008, Levina et al. 
2008, Nicholson, et al. 2001). But what is ”culture“? The concept of culture has been used to name 
many things, including religious beliefs, rituals, knowledge, moral values, the arts, rhetorical genres, 
and more (Kuper 1999). Because of its complexity and the difficulty to understand culture as a whole, 
it has been proposed to break up culture into its constituent parts and based on this analysis move 
forward with the notion of a particulate theory of culture (D'Andrade 1995, p. 247). On these grounds, 
culture can be conceptualized to have subjective and objective components. Subjective culture is 
defined as “an individual’s characteristic way of perceiving the man-made part of one’s environment 
and involves the perception of rules, norms, roles, and values” (Triandis 1972, p. 4). Objective culture, 
on the other hand, focuses on the legal, economic, political, religious, and educational systems (Leung 
et al. 2008). Concerning subjective culture, researchers have found that it plays a role at different 
levels, including societal, national, organizational, professional, group, and even individual identity 
level (Karahanna et al. 2005). But research on cultural issues in IS has focused primarily on cultural 
dimensions or variables at the national level of analysis (e.g., Couger 1986, Keil et al. 2000). There 
have also been attempts to take these cultural dimensions as a basis but measure them at the individual 
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level of analysis (Srite et al. 2006). However, these and other studies build upon the research 
conducted by Hofstede (1980), subsequently used and extended by other researchers (e.g., House et al. 
2004, Kogut et al. 1988). Despite their popularity and widespread use in empirical IS research, these 
classifications and generalizations have been criticized for their oversimplification of the complexities 
involved in culture (Ford et al. 2003, Jack et al. 2008, Myers et al. 2002). Accordingly, these 
conceptualizations of culture are useful for capturing central tendencies and cultural differences at an 
abstract level. However, they do not take into account within-culture variations (Hong et al. 2001), do 
not acknowledge the dynamic nature of culture (Molinsky 2007, Walsham 2002), and do not focus on 
the individual level of analysis (Weisinger et al. 2003, Weisinger et al. 2002). Therefore, more 
recently IS researchers have taken new approaches to analyze cultural differences (e.g., Gregory et al. 
2009).  

3.2 New Approaches to Analyze Cultural Differences in IS Offshore Outsourcing 

Recently, new ways of analyzing cultural differences have been developed. For example, one 
approach is to study culture from a social identity perspective, based on the assumption that people 
categorize themselves into different social groups that have a unique identity (e.g., professional group 
or family) and that shape individual behavior (Straub et al. 2002). Using a practice-theory lens 
(Bourdieu 1977), IS offshore outsourcing researchers have also made attempts to study social work 
practices directly to gain a better understanding of culture and its relationship with human behavior 
(e.g., Levina, et al. 2008). The reasoning for this analysis approach is that values, beliefs, knowledge, 
and rituals are conveyed by social practices which can be more readily observed and analyzed (Ortner 
1984). The in-depth IS offshore outsourcing case study of Levina and Vaast (2008) shows that a 
practice-theory perspective on culture can be a viable alternative for culturalist theorizing in IS 
offshore outsourcing (Bauman 1973, Reckwitz 2005). Yet other researchers studying IS offshore 
outsourcing have used structuration theory (Giddens 1984) as a lens to conceptualize culture as 
“shared symbols, norms, and values in a social collectivity such as a country”, including intra-cultural 
variety and change, implying that culture is a dynamic, rather than a static, concept (Walsham 2002, p. 
361). By analyzing culture and cross-cultural conflict in global IT offshoring relationships, Walsham 
(2002) finds the possibility to negotiate culture over time through intense interaction and 
collaboration.  

The above presented conceptualizations of cultural differences show certain similarities and trends. 
Particularly, they are in line with recent calls for alternative approaches to analyze culture no longer 
based on sets of values but rather in relation to action (Earley 2006). Accordingly, the 
conceptualizations emphasize reciprocal action as their key respective underlying concept, also for 
reflecting the dynamic and situational nature of culture. This is also consistent with recent suggestions 
from anthropologists to search for a new way of understanding culture by analyzing its relationship to 
action, or human practice (Kuper 1999, Ortner 1984). In summary, while we are still seeing studies in 
IS offshore outsourcing using a national-level and static conceptualization of culture (e.g., Dibbern, et 
al. 2008), IS researchers in this domain are continuously looking for new and innovative forms of 
conceptualizing and analyzing cultural differences, which can be a guide for future researchers (e.g., 
Levina, et al. 2008, Walsham 2002). In the following, we analyze the role of cultural differences in IS 
offshore outsourcing relationships. 

3.3 The Role of Cultural Differences in IS Offshore Outsourcing Relationships 

Cultural differences between client and vendor have effects on various dimensions of the IS offshore 
outsourcing relationship, including trust, conflict, communication, coordination, and cooperation 
(King, et al. 2008). In an in-depth case study, Nicholson and Sahay (2001) showed how sub-culture 
dynamics and conflicts eroded the relationship between client employees who had developed the 
original system, client management staff, and the Indian programmers. These findings are supported 
by a further case study of cross-cultural conflicts involving the offshore outsourcing of software 

Page 4 of 1218th European Conference on Information Systems



development work to India (Walsham 2002). Conflicts in this context evolve due to cultural 
differences. For example, Indians are said to prefer accommodation rather than conflict and focus on 
face-saving (Dibbern, et al. 2008, Nicholson, et al. 2001). This results in „yes“ saying behavior and the 
tendency of Indians to avoid disagreement. However, the reason for this behavior is interpreted 
differently, leading to inconsistencies in the literature. Nicholson and Sahay (2001) deliver two 
possible reasons, one being the Indian caste system and the other being a strong willingness of Indian 
programmers to deliver results whatever the time and effort is required. Dibbern et al. (2008) on the 
other hand interpret this behavior mainly as a result of hierarchy issues and power distance in the 
Indian culture. This means that Indians are more willing to accept direction from superiors, as well as 
onshore staff and give importance to hierarchical authority (Dibbern, et al. 2008, Krishna et al. 2004, 
Levina, et al. 2008). 

Besides the above mentioned differences in subjective culture that can create communication problems 
and conflicts, there are also differences in objective culture that have an effect on IS offshore 
outsourcing relationships, including economic differences between Western world client countries and 
offshore countries such as India and China (Levina, et al. 2008, Metiu 2006, Nakatsu et al. 2009). The 
study conducted by Levina and Vaast (2008) shows that differences in access to economic resources 
such as staff, salaries and money, and basic infrastructure, can create social boundaries and status 
differences, inhibiting collaboration effectiveness. Cultural differences not only have a direct effect on 
the client-vendor relationship by creating conflicts and hindering smooth collaboration, they also have 
a negative effect on the transfer of information and knowledge between client and vendor. For 
successful IS offshore outsourcing, clients need to transfer knowledge, including business, functional, 
and client-specific knowledge to the offshore vendor (Dibbern, et al. 2008). However, cultural 
differences hinder the effective transfer and sharing of knowledge. A lack of knowledge transfer and 
sharing has been found to be a major obstacle for successful IS offshore outsourcing (David et al. 
2008, Dibbern, et al. 2008, Gupta, et al. 1999, Kliem 2004, Leonardi et al. 2008).  

In summary, the literature shows that subjective and objective cultural differences between client and 
vendor have mostly a negative impact on IS offshore outsourcing relationships. However, prior 
research has not dealt with the interplay between different subjective and objective cultural elements, 
as well as non-cultural aspects (including geographic distance) and assessed the relative importance of 
each dimension. 

 

4 MANAGEMENT PRACTICES FOR IS OFFSHORE OUTSOURCING 

4.1 Cultural Management 

Regarding the managing or negotiating of cultural differences, several studies provide empirical 
evidence that cross-cultural learning and adaptation from both client and vendor staff can lead to some 
form of ”negotiated“ culture in IS offshore outsourcing project teams (Brannen et al. 2000). 
Negotiated culture can be defined as the sum of compromises and innovations that are negotiated 
around those differences in behaviors and expectations that are problematic in a given cross-cultural 
setting (Brannen, et al. 2000, p. 478). This has also been referred to as ”managed“ culture (Krishna, et 
al. 2004) or ”workplace culture“ (David, et al. 2008) and the findings are consistent with further 
empirical studies on this issue (Nicholson et al. 2004, Walsham 2002). Accordingly, adaptation and 
learning can lead to improved cross-cultural understanding and help mitigate the risks of cultural 
differences. Further studies in this context talk about achieving common values and creating common 
understanding and support the above mentioned findings regarding the emergence of negotiated 
culture. Vlaar et al. (2008) talk about acts of sense-giving, sense-demanding, and sense-breaking to 
create “common ground” (i.e., a shared understanding) among client and vendor project members. The 
authors go even further with their analysis and suggest that additional value is co-created, leading to 
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superior performance of distributed workers. In a similar direction, Levina and Vaast (2008) report 
from their offshoring case study that status boundaries resulting from economic, socio-cultural, and 
other types of differences may be renegotiated and that common understanding is thereby created. 
Another IS study supporting this stream of research findings adopts a structuration theory perspective 
and suggests that culture is dynamic in nature and is constantly changed through processes of 
structuration and human agency (Walsham 2002). Accordingly, socio-cultural differences can be 
overcome through individuals that learn and engage in adaptation behaviors (or develop cultural 
intelligence), thereby shaping and changing the common cultural structures that surround and 
influence the involved project members’ behavior. While prior research on this topic has produced 
interesting and mostly consistent results, there is a lack of studies at the individual level of analysis, 
including the learning and adaptation processes needed to develop some kind of “negotiated culture” 
(Weisinger, et al. 2003, Weisinger, et al. 2002). 

Besides stimulating cross-cultural learning and adaptation (e.g., through cultural training workshops), 
managers can also use relational or trust-based mechanisms to facilitate communication, coordination, 
and cooperation in the client-vendor relationship. Cultural management mechanisms (e.g., cultural 
workshops) and relationship or project management mechanisms (e.g., joint meetings, boundary 
spanning) complement each other and must be given equal emphasis for the effective management of 
IS offshore outsourcing operations. 

4.2 Relationship Management 

There is an increasing body of knowledge on the effective management of IS offshore outsourcing 
relationships that goes beyond the direct management of cultural differences. For example, some 
studies report about the use of common systems, processes, and technology to achieve some stability 
and control in client-vendor work coordination, thereby mitigating the risks of failed knowledge 
transfer and communication due to cultural differences (Heeks et al. 2001, Imsland et al. 2005, 
Kotlarsky et al. 2008, Krishna, et al. 2004, Mao et al. 2008). Other studies report about the importance 
of managing expectations and trust, trying to avoid unrealistic expectations and communicating clearly 
requirements and obligations (Gupta, et al. 1999, Heeks, et al. 2001, Levina, et al. 2008, Mao, et al. 
2008, Sabherwal 1999, Vlaar, et al. 2008). A more frequently mentioned issue is that of enabling 
communication by organizing regular face-to-face meetings and offshore site visits (Kotlarsky et al. 
2005, Kotlarsky, et al. 2008, Rottman 2008). Thereby, offshore site visits can be seen as an active 
cultural training mechanism to develop cultural intelligence (Earley et al. 2003). On the other hand, it 
also stimulates the transfer of information and creates transparency for the effective control of offshore 
implementation activities. A key success factor in this context is the use of so-called boundary 
spanning capabilities. For example, Levina and Vaast (2008) find empirical evidence in their study 
that client program managers frequently acted as ”straddlers“ and helped renegotiate status boundaries 
between client onshore and vendor offshore staff. These ”straddlers“ have also been named ”liason“, 
”offshore middlemen“, and ”brokers“ in the past literature, but the findings across these studies are 
consistent (Carmel et al. 2001, Gupta, et al. 1999, Heeks, et al. 2001, Kelly et al. 2007, Kotlarsky, et 
al. 2008, Krishna, et al. 2004, Levina, et al. 2008, Mahnke et al. 2008, Nicholson, et al. 2004, Rottman 
et al. 2004). Accordingly, these boundary spanners are key to successfully ”building a bridge“ 
between dispersed client and vendor project team members, helping to overcome the risks of client-
vendor distance (cultural differences, geographic distance, etc.) and building up stable and long-term 
client-vendor relationships. A question that arises from this literature review is to what extent cultural 
management (e.g., developing cultural intelligence) and relationship management (e.g., boundary 
spanning) in the context of IS offshore outsourcing are similar or different from one another. Clearly, 
”bridging“ the boundaries between client and vendor teams via communication techniques is similar to 
the notion of ”renegotiating“ status differences and overcoming cultural differences. On the other 
hand, boundary spanning goes beyond cross-cultural learning and adaptation and also includes 
bridging the boundaries that result from other types of client-vendor distance, including for example 
geographic distance. 
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4.3 Knowledge Management 

As mentioned above, cultural differences can also pose challenges for information transfer and the 
effective sharing of knowledge between client and vendor. Several empirical studies in IS offshore 
outsourcing have analyzed knowledge transfer, sharing, and integration issues which play a crucial 
role for IS offshore outsourcing success. A recent study of a large automobile manufacturer pursuing 
an offshore sourcing strategy demonstrates how the joint use of ”transformational technologies“ such 
as computer-aided design (CAD), as well as the creation of joint work practices (e.g., monitoring 
progress, fixing returns) facilitates the knowledge transfer between onsite coordinators and offshore 
vendors (Leonardi, et al. 2008). However, most studies focus their analysis on the behavioral issues of 
knowledge transfer and ignore the technological artifact in their analysis. Nicholson and Sahay (2004) 
in this context discuss the role of ”embedded knowledge“ in IS offshore outsourcing and the 
implications for knowledge transfer. This kind of knowledge “resides in organizing principles, 
routines and standard operating procedures” and is non-migratory in nature (Nicholson, et al. 2004, p. 
330). Their study further shows that non-migratory knowledge is embedded at three different levels – 
cognitive, organizational and societal – which poses additional challenges for knowledge transfer. 
However, the empirical material provides evidence for the possibilities of disembedding this 
knowledge and thereby facilitating the knowledge transfer. One important mechanism for the 
successful knowledge transfer in this context is the development of shared cultural understanding, 
demonstrating the close interrelatedness between the topic of facilitating knowledge sharing on the 
one hand and developing a ”negotiated“ culture or shared understanding on the other hand in the 
context of IS offshore outsourcing (Nicholson, et al. 2004).  

4.4 Project Management 

Turning our discussion to the use of project management techniques and mechanisms in IS offshore 
outsourcing projects, Dibbern et al. (2008) believe that there is already a lot of research out there on 
this topic (Carmel, et al. 2001, Gopal et al. 2003, Heeks, et al. 2001, Kliem 2004, Krishna, et al. 2004, 
Nicholson, et al. 2001). However, there are limitations. An empirical study in the Indian software 
industry finds that vendor firms bring in the critical project management skills that they acquire across 
various client relationships (Ethiraj et al. 2005). However, vendor firms often lack the necessary 
project management skills and client firms need to engage more intensively in this issue to mitigate the 
risks of IS offshore outsourcing. Recent research results indicate that IS offshore outsourcing projects 
can be best managed by client firms through a combination of cultural and project management 
techniques, both formal and informal (Beck et al. 2008). Further research by Rottman and others show 
an extensive list of possible offshore project management techniques that can mitigate the risks, 
including the use of pilot projects before implementation, leveraging of proprietary CMMI 
certification to close the process gap with the vendor, stimulation of frequent face-to-face contact 
between client and vendor personnel, and others (Rottman 2006, Rottman, et al. 2004, Rottman et al. 
2008). However, we lack a theory of IS project management in the context of IS offshore outsourcing 
(King, et al. 2008).  

In summary, whereas the majority of prior research has analyzed cultural, relationship, knowledge, or 
project management issues separately from one another, there is a lack of research adopting a more 
integrated perspective. The identified studies can be broadly categorized into three groups. The first 
group deals with formal management approaches. For example, the literature on project management 
in the context of IS offshore outsourcing has dealt mainly with formal techniques and mechanisms 
such as controlling the quality of deliverables and extensive testing of software deliverables. On the 
other hand, informal management approaches and mechanisms are dealt with extensively in the second 
group, including for example many studies that deal with relationship management issues. However, 
there are few studies taking a balanced and integrated perspective and studying the interplay between 
formal project risk management on the one hand and informal relationship, cultural, and knowledge 
management on the other hand. Finally, the third group deals with issues that are closely related to 
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learning. This includes cross-cultural learning and adaptation and learning about business, functional, 
and client-specific knowledge. Hence, what we can learn from this literature review is that the 
management studies related to cultural, knowledge, relationship, and project management can be 
categorized into formal and informal management approaches, complemented by issues of learning 
(about cultural issues as well as business, functional, and client-specific knowledge). The implication 
for future research is that IS offshoring researchers analyzing management and governance issues 
should include learning issues into their analysis besides considering formal and informal management 
issues. Studies adopting a longitudinal research design may be of particular value in this context as 
they can analyze learning over time in an IS offshoring project or relationship and what 
interrelationships occur with formal and informal management techniques. 

 

5 SUMMARY AND OUTLOOK 

This article presented an overview over the existing literature on IS offshore outsourcing, with a 
particular emphasis on cultural differences as well as management practices to overcome the 
challenges involved in IS offshore outsourcing ventures. Concerning the effect of cultural differences, 
previous research in IS offshore outsourcing has mainly focused on subjective cultural differences at 
the national level of analysis. As this analysis shows, objective culture also plays an important role and 
should be included in future research. Besides differentiating between subjective and objective culture, 
IS researchers should also analyze cultural differences at different levels of analysis. Prior research has 
shown that culture is a dynamic concept that expresses itself at various levels, including the individual 
level. Therefore, using identity theory (Stryker et al. 2000) or social identity theory (Tajfel et al. 1985) 
seems to be an opportunity for future cross-cultural research in IS offshore outsourcing. Another 
promising approach is to build upon the research conducted by Walsham (2002), who adopts a 
structuration theory perspective (Giddens 1984), or Levina (2008), who is among the first researchers 
in IS offshore outsourcing to adopt a practice theory perspectice (Bourdieu 1977). All of these 
approaches and potentially others are useful for advancing with our understanding of cultural issues in 
IS offshore outsourcing. 

Regarding effective management practices, this literature review reveals an interesting finding. The 
overwhelming part of exploratory studies has shown the importance of informal, cultural, or trust-
based management mechanisms as opposed to formal mechanisms for the management of IS offshore 
outsourcing relationships. Prior research on domestic IS outsourcing has shown the importance of 
formal mechanisms and economic theories, including agency and transaction cost theory, have 
provided useful insights for the effective management of IS outsourcing relationships (Dibbern, et al. 
2004). While formal and contractual mechanisms continue to play an important role for managing IS 
offshore outsourcing relationships, because they lay the structural basis for a trust-based working 
relationship to develop, this review has shown the particular importance of informal mechanisms in 
the offshore context. The reason might be the increased socio-cultural complexity that is involved in 
offshore as opposed to domestic outsourcing. The implication for future research is that traditional 
economic theories, such as transaction costs theory (Williamson 1985, Williamson 1975), might not 
deliver the insights that we need to fully understand IS offshore outsourcing. Therefore, future 
research could use sociological theories such as the social embeddedness perspective (Granovetter 
1985, Uzzi 1997) to advance with our understanding concerning the informal, relational, cultural, or 
trust-based management mechanisms needed in the IS offshore outsourcing context. 

In addition to enhancing the analysis of cross-cultural issues as well as adopting sociological as 
opposed to economic theoretical perspectives in IS offshore outsourcing, future researchers should 
take into account the importance of learning processes when studying formal and informal 
management techniques, including the development of cross-cultural understanding as well as building 
up the necessary business, functional, and client-specific knowledge. Regarding the management 
literature in IS offshore outsourcing, the studies can be mainly grouped into formal, informal, and 
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learning factors. However, the group of studies dealing with learning issues has been by and large kept 
separate from the studies that focus on formal or informal management techniques. Future researchers 
could adopt a more integrated and balanced perspective and analyze the interplay between formal and 
informal management approaches and learning processes. There is clear evidence from this literature 
review that learning plays a vital role for successfully managing IS offshore outsourcing ventures and 
this has to be considered when designing a balanced mix of formal and informal management 
techniques. 
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