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Relevance. As specialization in the division of labor within modern society intensifies, IT (Information Technology) outsourcing has gained prominence among organizations. A multitude of organizations are currently opting to outsource their IT operations. Traditionally, IT services in organizations do not immediately provide economic benefits, and even when improved, they frequently do not generate direct profits. As a result, organizations choose outsourcing IT services to external vendors. Furthermore, the fast progression of information technology has increased IT maintenance expenses, prompting organizations to seek IT outsourcing service providers.
The concept of selective IT outsourcing originated in the 1970s when Electronic Data Systems (EDS) first offering data processing services to Frito-Lay and Blue Cross & Blue Shield. These initial occurrences encompassed services such as program design, file management, and system recovery. In 1989, Kodak achieved a notable milestone in IT service outsourcing by being the inaugural corporation to outsource all its IT operations. Kodak, generating around $18 billion in yearly revenue, entered into a ten-year outsourcing agreement. Their IT department was segmented, and all software, hardware, IT personnel, and equipment, including 17 data centers, networks, and desktop computers, were outsourced to IBM, Businessland, and Digital Equipment Corporation (DEC). In the 1990s, an increasing number of organizations started outsourcing their IT operations. IBM obtained a multi-million dollar technology service outsourcing agreement with Continental Bank of America, whilst HP acquired a comparable deal with Trust Bank of Australia.
Gartner's most recent prediction predicts that worldwide IT outsourcing (ITO) expenditures would attain $512.5 billion by 2024. This indicates a consistent growth rate with a compound annual growth rate (CAGR) of 10.99%. The IT services sector, encompassing outsourcing, is set for substantial expansion, propelled by corporate expenditures in optimization initiatives and operational efficiency. This signifies a significant jump from prior years, highlighting the persistent trend of companies outsourcing IT functions to concentrate on core capabilities and save expenses.
Numerous corporations have established autonomous IT departments throughout the years, resulting in significant advancements in IT infrastructure development. The roles of IT departments have transitioned from fundamental computer maintenance to include other system management activities, such as application system management and IT infrastructure management. Application system management include the administration of ERP systems and the development of application software, whereas IT infrastructure management includes desktop maintenance (Helpdesk Support), network maintenance, server maintenance, storage system maintenance, and telephone system maintenance. As a result of the increasing IT operations, firms have been compelled to augment their IT departments to fulfill diverse human needs. Desktop maintenance needs considerable personnel and resources; nonetheless, achieving concrete outcomes is frequently challenging. Consequently, businesses are progressively contemplating IT outsourcing to save expenses, concentrate on core strengths, and get specialized IT expertise.
Recent data on IT outsourcing in China reveals substantial growth and emerging tendencies. A 2023 poll indicates that 30.2% of Chinese organizations conduct IT integration and development internally, 50.4% manage certain aspects of IT integration and development, and 81.7% handle their IT operations and maintenance in-house. Furthermore, 48.3% of enterprises recognized the imperative of IT outsourcing, signifying substantial development potential in China's IT outsourcing sector.
These findings correspond with worldwide trends, as Asia Pacific nations, particularly China, India, and the Philippines, persist in dominating IT outsourcing. China has experienced a substantial rise in IT outsourcing agreements, especially in areas such as IT solution development and e-commerce platform services. This expansion has been propelled by the swift integration of contemporary technology and an emphasis on cost efficiency and organizational productivity.
The swift advancement of internet and e-commerce technology has produced unparalleled market potential, instigating urgency for both local and foreign businesses. In this very competitive market landscape, organizations must concentrate on their core operations and profitability, engage in active collaboration with other corporations, and fortify their standing for future competition. Outsourcing has emerged as an unavoidable tendency in the evolution of future services.
Analysis of Recent Research and Publications. The formation of theoretical, methodological and practical foundations of role online innovation management is laid down in scientific works Yu. Grinchenko, Ed. Kuznetsov, Ye. Maslennikov, I. Nenno, M. Porter, Yu. Robul, O. Sadchenko, M. Сhaikovska, J. Barney, O. Williamson, and R. Kaplan, Yang Haiwei, Kem, Willcocks, Heeks, Grover, Teng, and Cheon.
The theoretical, methodological, and practical foundations of IT outsourcing in enterprise management have been established in the works of scholars such as M. Porter, J. Barney, O. Williamson, and R. Kaplan. These seminal studies underscore the importance of IT outsourcing in reducing costs, enhancing operational efficiency, and driving innovation.
In recent years, there has been a growing body of research addressing the evolving landscape of IT outsourcing. Studies by scholars like C. Dibbern, G. Goles, R. Hirschheim, and B. Jayatilaka have expanded on these foundational ideas, incorporating insights on digital transformation, cybersecurity, and the integration of artificial intelligence.
Despite the high level of practical development of IT outsourcing in enterprise management, there remains a pressing need to refine IT outsourcing approaches within Chinese companies. This need is amplified by the impact of global challenges such as economic uncertainty, technological advancements, and geopolitical tensions. Consequently, this underscores the relevance and significance of the proposed work in advancing IT outsourcing strategies to better align with contemporary global and local dynamics.
Connection of the Qualification Project with Scientific Projects, Plans, and Topics. The qualification certificate was issued at the Department of Management and Innovation Odesa I.I. Mechnichov National University. The scientific research plan in the process of state budget topic is “Marketing systems and management technologies in conditions of multilevel convergence” (State registration office 0120U102481, 2020-2024).
The object of research in this work is IT outsourcing. 
The subject of the study is the impact of IT outsourcing on enterprise management and innovation.
The purpose of the master's thesis is to determine the prospects for enhancing enterprise management and innovation through IT outsourcing.
To achieve the goal, the following tasks have been set and solved:
-  Reveal the concept, history of development, and features of IT outsourcing.
-  Present the characteristics and benefits of IT outsourcing tools.
- Analyze the impact of IT outsourcing on enterprise management and innovation.
-  Investigate the development and application of IT outsourcing in China, with a focus on Diebold Nixdorf.
-  Assess the state and prospects of IT outsourcing in enhancing management efficiency and innovation in Chinese companies.
-  Present the general characteristics of Diebold Nixdorf and its IT outsourcing practices.
-  Develop recommendations on using IT outsourcing to enhance enterprise management and innovation in Chinese companies.
Research Methods. The theoretical and methodological basis of the dissertation consists of the works of management and IT outsourcing scholars. The methodological basis of the research includes general scientific principles of the system approach and methods of analysis-logical, factorial, comparative, strategic, etc.-as well as economic and mathematical modeling.
The empirical and informational base of the master's thesis consists of statistical data, periodical business and scientific publications, legislative and regulatory acts, and information portals and websites used as secondary information.
Results Approval and Publication. The materials for the qualification project were reflected: Wang Shuyu (2024) Innovative Approach To Enterprise Management Through Outsourcing System Collection of abstracts of students, postgraduates and applicants - participants of the 80th reporting conference of the Odesa National University I. I. Mechnikov Odesa National University. Section of Economic and Legal Sciences (23-25 April, 2024, Odesa) / edited by O. V. Poberezhets; ed, E. I. Maslennikov, A. L. Svyatoshniuk, et al: Oldie+, Р. 316-319.
The practical significance of the research lies in the possibility of using the materials, provisions, and conclusions of the master's thesis to enhance enterprise management and innovation through IT outsourcing.
Structure and Scope of Work
The work consists of an introduction, three chapters, conclusions, and a bibliography (59 sources). The total length of the qualification project is 76 pages, including 7 tables and 6 figures. The chapters will cover the following:
- Chapter 1: Theoretical foundations of IT outsourcing and its impact on enterprise management.
-  Chapter 2: Analysis of the development and application of IT outsourcing in China, focusing on W Company.
-  Chapter 3: Recommendations for using IT outsourcing to enhance enterprise management and innovation in Chinese companies.
Case Study: W Company. Diebold Nixdorf is a wholly-owned subsidiary of a German enterprise operating in China. The company primarily produces and sells ATMs and POS machines, and it ranks among the top three in the industry internationally. Choosing Diebold Nixdorf as the subject of this study is of practical and instructive significance.
Firstly, I have been employed at Diebold Nixdorf for many years, and I am highly familiar with its IT business processes. This experience allows me to access firsthand information for analyzing Diebold Nixdorf effectively. Secondly, the globalization trend among major multinational corporations is increasingly evident. These companies are becoming more inclined to strategically outsource their IT operations to reduce operational costs, enhance IT service quality, and decrease investments in fixed assets.
Furthermore, appropriate IT outsourcing can help companies integrate resources, reduce costs, and improve core competitiveness, enabling them to focus more on their primary business activities. This paper uses Diebold Nixdorf IT outsourcing management as a case study, focusing on relationship management within IT outsourcing, selecting suitable IT outsourcing providers, and achieving business innovation and progress through IT outsourcing.
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[bookmark: _Toc182174297]1.1.1 The concept of outsourcing

The term "outsourcing" first appeared in academic literature in 1990. Gary Hamel and C.K. Prahalad introduced the concept of "outsourcing" in their article titled "The Core Competence of the Corporation" published in the Harvard Business Review[52]. Scholars have various ways of expressing "outsourcing," such as business outsourcing, resource outsourcing, and external sourcing. Taiwanese scholars often translate it as "委外" (entrusted outsourcing). Essentially, the term "outsourcing" means seeking resources externally. As a management model, it integrates and utilizes the best external specialized resources to reduce costs, improve efficiency, maximize core competencies, and enhance the company's ability to respond quickly to environmental changes [11].
As a management concept, outsourcing offers a new approach: when external organizations can perform a specific business function more effectively than the company itself, the company should choose to outsource this function. Conversely, if the company can complete a task at a lower cost and higher efficiency internally, outsourcing that task is unnecessary.
Espino-Rodriguez and Padron-Robaina (2006) defined outsourcing from a strategic perspective[11]. They described outsourcing as a strategic decision to delegate non-strategic, weak, or relatively weak business segments to other companies with greater capabilities to enhance the company's competitive advantage.
Liu De and Chen Guoqing (1999) argued that companies should analyze different outsourcing strategies from financial, strategic, and technical perspectives, considering their own circumstances and the capabilities of suppliers [26].
Through outsourcing, companies can focus their energy and resources on core competencies in a competitive market environment. Outsourcing provides companies with flexibility, allowing them to adapt to changes brought by global economic integration. When certain business departments urgently need specific skills and knowledge that are difficult to develop internally, outsourcing providers can fill this gap. The experience, technology, and economies of scale that outsourcing providers possess are crucial for addressing these needs.
Outsourcing can be categorized into service outsourcing and manufacturing outsourcing. Manufacturing outsourcing involves delegating low-value-added production processes to other companies, while high-value-added core components and R&D remain within the company.
Emerging in the 1980s, service outsourcing rapidly developed as a new trade model in the mid-1990s. Service outsourcing involves transferring important but non-core business functions, such as information technology, financial settlement, and human resources management, from internal staff to other companies or professional institutions. This approach aims to reduce costs, improve quality, optimize the industrial chain, and enhance core competitiveness. With continuous advancements in technology and intensified economic globalization, many companies have adopted this new operating model to maintain a competitive advantage globally.
In 2006, the Chinese government implemented the "Service Outsourcing Thousand-Hundred-Ten Project" to support and encourage the development of the service outsourcing industry. According to the Ministry of Commerce, service outsourcing is divided into Information Technology Outsourcing (ITO) and Business Process Outsourcing (BPO) by business area. This includes business transformation outsourcing, business process and business process service outsourcing, application management and application services, commercial application program outsourcing, foundational technology outsourcing (IT, software development and design, technology R&D, foundational technology platform integration, and management integration), among others[47], the main ones are shown in Table 1.1.



Table 1.1
Outsourcing Category
	Category
	
	Contents

	Information Technology Outsourcing (ITO)
	Operating System Services
	Processing and integration of banking data, credit card data, various types of insurance data, insurance claims data, medical/physical examination data, tax data, legal data (including information)

	
	Basic technical services
	Undertake technology research and development, software development and design, basic technology or basic management platform integration or management integration, etc.

	
	System application services
	Consulting engineering and process design, MIS services, remote maintenance, etc.

	Business Process Outsourcing (BPO)
	Enterprise in-house management services
	Provision of various types of internal management services to contractor companies, including logistics services, human resources services, payroll and welfare services, accounting services, financial accounting, data centers and other internal management, etc.

	
	Enterprise business operations services
	Provide technical R&D services, sales and wholesale services, after-sales services (after-sales telephone guidance, maintenance services) and other services in the business process for the contractor's enterprise.

	
	Supply Chain Management Services
	Provide procurement, transportation, inventory organization services, etc. for contractor companies


Source: compiled by the author based on [47]
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IT outsourcing refers to the practice of entrusting a company's information systems or functions, either wholly or partially, to external service providers. By outsourcing non-core but critical business or management functions to companies specialized in these areas, enterprises can utilize specialized division of labor to obtain more professional and flexible IT application services and IT system maintenance services at a lower cost. The true significance of IT outsourcing lies in making the overall operations of an enterprise more efficient[28]. More precisely, IT outsourcing can be explained as a strategic move by enterprises to leverage the best external IT resources to improve efficiency, reduce costs, enhance core competitiveness, and increase the company's responsiveness to external environmental changes. IT outsourcing may also involve outsourcing certain departments within the company, particularly the information technology department, to external vendors, transforming them into a managed service while retaining a few members within the company to evaluate and supervise the outsourced services.
Over the years, both domestic and international scholars have published numerous works defining IT outsourcing:
Lacity (1993): IT outsourcing involves transferring all or part of the company's information systems or functions to external suppliers. In a strict sense, it also includes handing over the entire IT department, including equipment and personnel, to an external service provider, effectively becoming a part of the provider [22].
Grover, Teng, and Cheon (1995): IT outsourcing is the outsourcing of some or all information system functions within an organization to service contractors [9].
Gilley and Rasheed (2000): IT outsourcing involves the transfer of assets from the client to the supplier, with the supplier responsible for the outsourced business [14].
Kem, Willcocks, and Heeks (2002): IT outsourcing is the delegation or sale of a company's IT assets, employees, and/or activities to third-party organizations, which then provide and manage IT assets and services [20].
From the above analyses, it is evident that the definitions of IT outsourcing by foreign scholars are quite similar in content. However, there are differences; for instance, earlier scholars like Grover and others did not address the interaction between the IT client and the outsourcing supplier, whereas later scholars incorporated the contractual relationship into their studies.
Domestic research on IT outsourcing began relatively late, and the current research is still in the introduction and dissemination stages:
Yang Haiwei et al. (2002): IT outsourcing refers to companies contracting information technology service providers to provide part or all of the information functions. In a strict sense, IT outsourcing involves the complete transfer of the IT department to an IT service provider. Common IT outsourcing includes the maintenance and introduction of IT equipment, operation of data centers, network communication management, backup and disaster recovery, information system development and maintenance, and IT training [54].
Nie Guihua, Zhou Xiaoguang, and Zhang Liang (2002): IT outsourcing refers to companies contracting IT contractors to provide part or all of the IT functions required by the company [31].
Jiang Bing, Xia Hui, and Liu Hong (2002): IT outsourcing is defined as users outsourcing part or all of their IT, information systems (IS), and related services to contractors, who then manage and provide the required information services based on stipulated service levels [18].
Yang Nong (2003): IT outsourcing involves the delegation of information processing functions, such as computer and network system operations supporting direct production operations, to external suppliers for stable provision over a certain period [55].
In summary, IT outsourcing entails entrusting all or part of a company's IT operations, including assets, activities, and resources, to external independent IT outsourcing vendors through contractual agreements. This includes activities such as program development, system analysis, hardware maintenance, user training, network services, system operations, and information security.

[bookmark: _Toc182174299]1.1.3 Classification of IT Outsourcing

Based on different IT outsourcing methods, IT outsourcing services can be classified into different types. Currently, there are four main classification methods [49]:
1. By the Degree of IT Outsourcing:
Full Outsourcing: This involves transferring the majority of IT employees, equipment, and responsibilities to the outsourcing service provider, with the outsourced functions accounting for more than 80% of the IT budget.
Selective Outsourcing: This involves selectively outsourcing certain IT functions to suppliers, with the outsourced functions typically accounting for 20% to 80% of the IT budget.
2. By the Outsourcing Relationship Established Between the Client and the Provider: [19]
Market-Based Outsourcing: In this type of relationship, companies can freely choose from many capable suppliers, the contracts are relatively short-term, and once the contract expires, companies can switch to other suppliers with minimal switching costs.
Intermediate Relationship Outsourcing: Positioned in the middle of the relationship spectrum, this type requires companies to maintain a reasonable level of collaboration with the supplier until major tasks are completed.
Partnership-Based Outsourcing: This type involves long-term relationships where companies repeatedly contract with the same supplier, establishing a long-term cooperative relationship.
Klepper et al. view the outsourcing relationship as a continuum. On one end is the market-based relationship, characterized by the flexibility to choose among multiple suppliers and short-term contracts. On the other end is the partnership-based relationship, marked by long-term contracts and ongoing cooperation with the same supplier. The intermediate relationship falls in the middle of this spectrum, requiring sustained collaboration until key tasks are completed. (Refer to Figure 1.1 for a visual representation of these relationships).



Market-Based          Intermediate Relationship      Partnership-Based
Outsourcing                       Outsourcing                      Outsourcing
Fig 1.1 Relation with Outsourcing Vendor 
Source: compiled by the author based on [25]
3. By Strategic Intent:
Information System Improvement Outsourcing: This type of outsourcing aims to improve the core information system resources through outsourcing, thereby achieving the strategic goals of enhancing the organization's information system. These goals include improving service quality, reducing costs, and acquiring new technologies and management capabilities.
Business Performance Enhancement Outsourcing: The primary goal of this type is to reallocate IT resources through outsourcing to more effectively enhance the organization's core business performance. To achieve this, companies must have a clear understanding of the relationship between core business processes and IT-related processes, as well as the capability to implement new systems and manage business changes.
Business Development Outsourcing: This type focuses on generating new profits and revenue for the enterprise or reducing organizational costs through outsourcing, thereby improving the return on IT investments.
4.By Value Center Method:
Cost Center Outsourcing: This type emphasizes minimizing costs while enhancing operational efficiency through IT outsourcing.
Service Center Outsourcing: This type aims to establish IT-based business capabilities that support the organization's current strategy while minimizing organizational risks through outsourcing.
Investment Center Outsourcing: This type involves creating new IT-based business capabilities to define the company's long-term goals, with a focus on long-term effects and sustainability.
Profit Center Outsourcing: This type involves providing IT services to external markets through IT outsourcing to generate increasing revenue and accumulate valuable experience to become a world-class IT organization.

[bookmark: _Toc182174300]1.2 Features of an Innovative Approach to Enterprise Management through IT Outsourcing

Utilizing IT outsourcing as an innovative management approach is a strategic method that leverages external IT resources and competencies to achieve enterprise goals and foster innovation. This approach recognizes the critical role of information technologies in enhancing business process efficiency, improving product and service quality, and accelerating the development and implementation of innovative ideas.
Key Features of an Innovative Approach to Enterprise Management through IT Outsourcing
1. Utilization of Advanced Technologies:
Innovative approaches integrate cutting-edge technologies such as artificial intelligence (AI), data analytics, cloud computing, and the Internet of Things (IoT). These technologies enhance enterprise efficiency and competitiveness by enabling sophisticated data analysis, improving decision-making processes, and facilitating the automation of routine tasks [2].
How IoT, cloud data works (Figure 1.1)
[image: 图示
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Figure 1.2 Integration of Advanced Technologies in IT Outsourcing
Source: compiled by the author based on [40]

2. Focus on Digital Transformation:
Innovative management through IT outsourcing emphasizes digital transformation. This involves transitioning to digital business models, automating processes, enhancing user interfaces and customer experiences, and creating new digital products and services. Digital transformation is essential for companies to remain competitive in the digital age and can lead to significant improvements in operational efficiency and customer satisfaction [10].
ERP visual cloud management software (Figure 1.2)
[image: Cloud ERP Software - Enterprise Resource Planning Solution | NetSuite]
Figure 1.3: Key Components of Digital Transformation through IT Outsourcing
Source: compiled by the author based on [31]

3. Flexibility and Scalability:
IT outsourcing enables enterprises to be more flexible and scalable, allowing them to quickly adapt to changing market conditions and demands. This flexibility is crucial for businesses to respond to new opportunities and challenges effectively. Scalability ensures that enterprises can handle growth without being constrained by IT infrastructure limitations [20].
The Flexibility and Scalability Features in IT Outsourcing is shown in Table 1.2.

Table 1.2
Flexibility and Scalability Features in IT Outsourcing
	Feature
	Description

	Flexibility
	Ability to quickly adapt to market changes and demands

	Scalability
	Capability to handle growth without infrastructure constraints

	Responsiveness
	Improved responsiveness to new opportunities and challenges


Source: compiled by the author based on [10]

4. Focus on Core Competencies:
By outsourcing certain IT functions to specialized providers, enterprises can concentrate on developing and refining their core business activities. This focus helps companies allocate resources more efficiently and achieve better business outcomes. It allows organizations to leverage the expertise of outsourcing providers while dedicating their efforts to areas where they have a competitive advantage [23].

5. Increased Operational Efficiency:
IT outsourcing contributes to enhanced operational efficiency through process optimization, reduced IT infrastructure support costs, and improved quality of IT services. Outsourcing partners often have the expertise and resources to deliver IT services more efficiently than in-house teams, leading to cost savings and performance improvements [23]. Please see Table 2 for details.
Table 1.3
Benefits of Increased Operational Efficiency through IT Outsourcing
	Aspect
	Benefits

	Process Optimization
	Streamlined processes for better efficiency

	Cost Reduction
	Lower IT infrastructure and support costs

	Quality Improvement
	Higher quality IT services from specialized providers


Source: compiled by the author based on [13]

6. Stimulation of Innovation:
An innovative approach through IT outsourcing fosters innovation within enterprises by leveraging external expertise and technologies. This collaboration promotes continuous improvement and the generation of new ideas, driving the development and implementation of innovative solutions. By accessing a broader pool of talent and knowledge, companies can enhance their innovation capabilities and stay ahead of competitors[30].

[image: Outsourcing: From Cost Management to Innovation and Business Value |  Semantic Scholar]
Figure 1.4  Stimulation of Innovation through IT Outsourcing
Source: compiled by the author based on [26]

Implementation Considerations
Implementing an innovative approach to enterprise management through IT outsourcing requires effective management, partnerships with reliable IT service providers, and a commitment to continuous improvement. Companies must carefully select outsourcing partners with a proven track record and strong capabilities, establish clear objectives and expectations, and develop robust governance frameworks to manage and monitor the outsourcing relationship effectively. Additionally, organizations should continuously review and refine their outsourcing strategies to adapt to changing business needs and technological advancements [34], [35], [50].

[bookmark: _Toc182174301]1.3 Trends in the development of IT outsourcing in modern business in China
The IT outsourcing landscape in China has evolved significantly over the past few decades, driven by rapid technological advancements, economic growth, and an increasing need for companies to focus on their core competencies while leveraging external expertise for IT functions. This chapter explores the key trends shaping the development of IT outsourcing in modern Chinese businesses.
Rapid Growth and Market Expansion. China has witnessed substantial growth in its IT outsourcing market, making it one of the leading global hubs for IT services. According to recent industry reports, the IT outsourcing market in China is projected to continue its robust expansion, driven by the country's emphasis on digital transformation and innovation. Major Chinese cities such as Beijing, Shanghai, and Shenzhen have emerged as key centers for IT outsourcing, attracting both domestic and international clients.
The market's growth is also fueled by China's large pool of skilled IT professionals and cost advantages compared to Western countries. Many multinational corporations are increasingly turning to China for their IT outsourcing needs to benefit from the country's competitive pricing and high-quality services [29], [48].
Digital Transformation and Technological Advancements. Digital transformation is a significant trend influencing IT outsourcing in China. Companies are increasingly adopting advanced technologies such as artificial intelligence (AI), big data analytics, cloud computing, and the Internet of Things (IoT) to enhance their business processes and stay competitive. The integration of these technologies into IT outsourcing services enables Chinese companies to offer sophisticated solutions that cater to the evolving needs of global businesses.
The Chinese government has been a strong advocate for digital transformation, promoting initiatives such as the "Internet Plus" strategy, which aims to integrate the internet with traditional industries to boost innovation and economic growth. This government support has accelerated the adoption of digital technologies and, consequently, the demand for IT outsourcing services that facilitate digital transformation [7], [43].
Focus on Core Competencies. One of the primary reasons for the rise in IT outsourcing in China is the strategic focus on core competencies. Chinese enterprises are recognizing the importance of concentrating on their main business areas while outsourcing non-core IT functions to specialized providers. This approach allows companies to optimize their resources, improve operational efficiency, and drive innovation.
By outsourcing IT functions such as network management, data storage, and software development, companies can allocate more resources to their primary business activities, enhancing their overall productivity and competitiveness. This strategic focus has been particularly beneficial for small and medium-sized enterprises (SMEs) that lack the resources to maintain extensive in-house IT departments [12], [58].
Emergence of Specialized IT Service Providers. The Chinese IT outsourcing market has seen the emergence of numerous specialized IT service providers that offer a wide range of services, including software development, IT infrastructure management, cybersecurity, and data analytics. These providers have developed expertise in specific areas, enabling them to deliver high-quality services and meet the diverse needs of their clients. Companies such as Alibaba Cloud, Tencent Cloud, and Huawei Cloud have become prominent players in the IT outsourcing industry.
These specialized providers invest heavily in research and development to stay at the forefront of technological innovation. Their ability to offer cutting-edge solutions and adapt to rapidly changing technology landscapes has made them valuable partners for businesses seeking to enhance their IT capabilities [34], [35].
Government Support and Policy Initiatives. The Chinese government has played a crucial role in promoting the development of the IT outsourcing industry through various policy initiatives and support programs. The "Made in China 2025" strategy and the "Internet Plus" initiative are examples of government efforts to encourage digital transformation and the adoption of advanced technologies. These policies aim to enhance the competitiveness of Chinese businesses and position China as a global leader in IT services.
Additionally, the government has established special economic zones and technology parks to foster the growth of the IT industry. These zones offer favorable tax policies, infrastructure support, and funding opportunities for startups and established companies, further boosting the IT outsourcing market [29], [48].
Increasing Demand for Cybersecurity Services. With the growing reliance on digital technologies, the importance of cybersecurity has become paramount. Chinese companies are increasingly seeking IT outsourcing services that include robust cybersecurity measures to protect their data and systems from cyber threats. This trend is driving the demand for specialized cybersecurity service providers and the development of advanced security solutions.
Cybersecurity has become a critical concern for businesses across all industries, prompting a surge in investments in cybersecurity technologies and services. The rise in cyber threats, such as data breaches and ransomware attacks, has heightened the need for comprehensive security strategies and outsourcing solutions that offer enhanced protection [24], [56].
Rise of Business Process Outsourcing (BPO). In addition to traditional IT outsourcing, there is a rising demand for Business Process Outsourcing (BPO) services in China. BPO involves outsourcing non-core business processes such as human resources, finance, and customer support to external providers. This trend is gaining traction as companies look to streamline their operations, reduce costs, and enhance service quality by leveraging specialized BPO providers.
BPO providers in China are increasingly offering value-added services that go beyond traditional outsourcing functions. These services include advanced analytics, process automation, and customer experience enhancement, which help businesses achieve greater efficiency and effectiveness in their operations [12], [48].
Development of Offshore Outsourcing
China has also become a key player in the offshore outsourcing market, serving clients from around the world. Offshore outsourcing involves providing IT services to foreign companies, often at lower costs compared to their home countries. Chinese companies have capitalized on their cost advantages and skilled workforce to attract international clients seeking to outsource their IT operations.
The growth of offshore outsourcing has been facilitated by improvements in communication infrastructure, favorable government policies, and the ability of Chinese service providers to meet international quality standards. As a result, China has established itself as a major hub for global IT outsourcing [29], [43].
Challenges and Opportunities. Despite the positive trends, the IT outsourcing industry in China faces several challenges, including talent shortages, intellectual property concerns, and competition from other global outsourcing destinations. However, these challenges also present opportunities for growth and innovation. By addressing these issues through strategic partnerships, investments in talent development, and robust legal frameworks, China can continue to strengthen its position in the global IT outsourcing market.
Talent shortages, particularly in advanced technology fields, pose a significant challenge for the industry. To address this, Chinese companies and government initiatives are focusing on enhancing education and training programs to develop a highly skilled workforce capable of meeting the demands of the evolving IT landscape.
Intellectual property concerns are another critical issue, with businesses seeking assurances that their proprietary information will be protected when outsourcing IT functions. Strengthening intellectual property laws and enforcement mechanisms is essential to building trust and confidence in China's IT outsourcing market [24], [29], [43].

[bookmark: _Toc182174302]Conclusions on Chapter 1
1.  The adoption of IT outsourcing by Chinese enterprises has become a strategic imperative, driven by the integration of advanced technologies, the focus on digital transformation, and the pursuit of increased operational efficiency. This trend enables companies to enhance their competitiveness, optimize resource allocation, and foster innovation in the rapidly evolving business landscape. 
2.  The Chinese government's supportive policies and initiatives, such as "Made in China 2025" and "Internet Plus," have played a pivotal role in promoting the growth and sophistication of the IT outsourcing industry. This has led to the emergence of specialized IT service providers offering a wide array of solutions, including cybersecurity services, which have become increasingly critical in the digital era. 
3.  IT outsourcing has transcended the realm of traditional IT functions, with a growing trend towards Business Process Outsourcing (BPO). By outsourcing non-core business processes, Chinese enterprises aim to streamline operations, improve service quality, and allocate resources more effectively, ultimately enabling them to focus on their core competencies and drive innovation in their respective industries.
[bookmark: _Toc182174303]CHAPTER 2                                                                                                        ANALYSING IT OUTSOURCING IN ENTERPRISE MANAGEMENT
[bookmark: _Toc182174304]2.1. To analyse the current state of IT outsourcing in China

In the global software outsourcing services market, driven by new technologies, applications, and models in the information technology sector, the outsourcing services market is experiencing continuous growth year by year. The critical role of information technology in society ensures a stable and ongoing demand for IT services worldwide. According to Gartner's data released in 2023, global spending on IT outsourcing services is projected to reach $1.19 trillion in 2023, representing a 7.3% increase from 2022. This steady rise in IT service spending indicates a significant opportunity in the global information technology investment market [31].
The China Software Market Research Report highlights that the offshore outsourcing market is still predominantly centered in developed regions such as the United States, Europe, and Japan, with the United States leading in demand, followed by Europe and Japan. In contrast, the market for offshore service providers remains highly competitive, mainly concentrated in India, China, the Philippines, and Vietnam, collectively accounting for approximately 78% of the total market share. Following these are countries like Mexico, Brazil, Poland, and Ukraine, which also exhibit strong performance in specific sectors and regional markets. 
According to the "Global Services Location Index" published by ATKearney in 2023, India, China, and Malaysia continue to rank as the top three destinations for offshore services. These countries maintain their lead due to their combined advantages in financial attractiveness, skilled technical talent, and favorable business environments. With the continuous development of information technology and network technology in the internet era, the technical requirements for the software outsourcing and services industry are steadily increasing, and the scope of services has expanded significantly. Emerging fields such as cloud computing, big data, mobile internet, e-commerce, and the Internet of Things are driving the rise of software service outsourcing. This has led to a reshuffling of the software outsourcing service sector, with new niche markets constantly emerging. Multinational corporations are increasingly focusing on software outsourcing providers that offer extensive industry experience, stable services, and the ability to add significant value to their businesses. As a result, the global software outsourcing and services industry value chain is continually upgrading.
In terms of the domestic economic landscape, China's software outsourcing market has been growing rapidly. Although the domestic software outsourcing industry started later compared to global standards, several factors have driven its swift development: lower labor costs, geographic proximity to Japan, and supportive government policies. Additionally, the ongoing advancement of information technology across various industries has greatly increased the demand for software outsourcing services. According to the Ministry of Industry and Information Technology (MIIT), the revenue from China's software outsourcing services grew from CNY 94.38 billion in 2004 to approximately CNY 1.57 trillion in 2022, reflecting a compound annual growth rate (CAGR) of about 15.6%.[4]
Alongside this growth, the number of software outsourcing and service companies and their employees has also risen significantly. By the end of 2022, the workforce in China's software and information service outsourcing industry reached approximately 7 million people, a year-on-year increase of 6.2%. Currently, the primary service offerings in China's software outsourcing industry include application software development, system testing, personnel dispatch, software localization (multi-language adaptation), custom embedded software development, and website creation and maintenance [31].
In recent years, driven by considerations of business development and cost control, international financial services outsourcing has increasingly shifted towards the Asia-Pacific region. China is gradually becoming a global center for financial outsourcing services. According to analysis by Qianzhan Industry Research Institute, the market size of China's financial industry outsourcing grew from CNY 12 billion in 2011 to approximately CNY 92 billion in 2022, with a compound annual growth rate of about 21.5%.[5]
These trends underscore China's growing role as a significant player in the global outsourcing market, particularly in high-value sectors such as financial services.
The IT outsourcing market in China has experienced substantial growth over the past decade. According to industry reports, the market size has expanded significantly, driven by the increasing demand for IT services from both domestic and international companies. The growth rate is expected to continue, supported by China's strong emphasis on digital transformation and innovation. In 2023, the IT outsourcing market in China was valued at approximately USD 100 billion, with projections indicating continued expansion at a compound annual growth rate (CAGR) of 15% over the next five years [31]. 
The growth of China's IT outsourcing market is shown in Figure 2.1 (Source: Market Research Reports).
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Figure 2.1: Growth of IT Outsourcing Market in China
Source: compiled by the author based on [31]

China's IT outsourcing market is dominated by several key players, including major technology companies and specialized IT service providers. Leading vendors such as Alibaba Cloud, Tencent Cloud, Huawei, and Neusoft offer a wide range of IT outsourcing services, from cloud computing and data analytics to software development and IT infrastructure management. These companies have established themselves as reliable partners for businesses seeking high-quality IT services, leveraging their extensive technological capabilities and industry expertise.
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Figure 2.2: Leading IT Outsourcing Vendors in China(Right side)
Source: compiled by the author based on [59]

Types of Services Provided
IT outsourcing services in China encompass a broad spectrum of offerings tailored to meet the diverse needs of businesses across various industries. Key services include:
Cloud Computing: Provision of cloud infrastructure, platform, and software services, enabling businesses to scale their IT resources efficiently.
Data Analytics: Advanced analytics services that help companies gain insights from large datasets, driving informed decision-making.
Software Development: Custom software development services, including application design, development, and maintenance.
Cybersecurity: Comprehensive security solutions to protect business data and IT systems from cyber threats.
IT Infrastructure Management: Management of IT infrastructure, including servers, networks, and data centers, ensuring optimal performance and reliability.



Table 2.1
Types of IT Outsourcing Services Provided in China
	Type of Service
	Description

	Cloud Computing
	Provision of cloud infrastructure, platform, and software services.

	Data Analytics
	Advanced analytics services for insights from large datasets.

	Software Development
	Custom application design, development, and maintenance.

	Cybersecurity
	Comprehensive security solutions for data and IT systems.

	IT Infrastructure Management
	Management of servers, networks, and data centers.


Source: compiled by the author based on [35]

Main Customer Segments
The primary customers of IT outsourcing services in China include large enterprises, small and medium-sized enterprises (SMEs), and multinational corporations. Each segment has distinct needs and priorities:
Large Enterprises: These companies often seek comprehensive IT outsourcing solutions to manage complex IT environments and drive digital transformation initiatives.
SMEs: SMEs typically focus on cost-effective IT outsourcing solutions that allow them to access advanced technologies without significant capital investment.
Multinational Corporations: These companies leverage China's IT outsourcing capabilities to benefit from cost savings, high-quality services, and access to a large pool of skilled IT professionals.
Examples of Successful Implementation
Several Chinese companies have successfully implemented IT outsourcing in their operations, achieving notable benefits and business outcomes. Examples include:
Alibaba: As a leading e-commerce giant, Alibaba has extensively utilized IT outsourcing to support its vast online platform. By outsourcing non-core IT functions such as network management and data storage, Alibaba has been able to focus on core activities like innovation and customer service, resulting in enhanced operational efficiency and business growth (Source: Alibaba Annual Report).
Tencent: Tencent has leveraged IT outsourcing to maintain and expand its digital services, including social media, gaming, and cloud computing. Outsourcing key IT functions has enabled Tencent to scale its operations rapidly and deliver high-quality services to millions of users worldwide (Source: Tencent Corporate News).
Huawei: Huawei's strategic use of IT outsourcing has played a crucial role in its global expansion. By partnering with specialized IT service providers, Huawei has been able to streamline its IT operations, reduce costs, and enhance its focus on research and development, driving innovation in its product offerings (Source: Huawei Technology Review).
Objectives, Approaches, and Results
The objectives of IT outsourcing implementation in Chinese companies typically include cost reduction, access to advanced technologies, improved operational efficiency, and enhanced focus on core competencies. Approaches to IT outsourcing vary depending on the company's specific needs and strategic goals. Common approaches include full outsourcing, selective outsourcing, and hybrid models that combine in-house and outsourced IT services.
The results of successful IT outsourcing implementation are evident in the tangible benefits achieved by companies. These benefits include:
Cost Savings: Significant reduction in IT operational costs through optimized resource allocation and economies of scale.
Access to Expertise: Utilization of specialized skills and advanced technologies provided by IT service vendors.
Operational Efficiency: Streamlined IT processes and improved service quality, leading to enhanced overall business performance.
Innovation and Competitiveness: Increased ability to innovate and maintain a competitive edge in the market by focusing on core business activities and leveraging external IT resources.
Table 2.2
Objectives, Approaches, and Results of IT Outsourcing in Chinese Companies
	Objective
	Approach
	Result

	Cost Reduction
	Full/Selective Outsourcing
	Reduced IT operational costs

	Access to Advanced Technologies
	Specialized Providers
	Enhanced technological capabilities

	Improved Operational Efficiency
	Process Optimization
	Streamlined IT operations

	Focus on Core Competencies
	Outsourcing Non-Core Functions
	Increased innovation and competitiveness


Source: compiled by the author based on [38]

[bookmark: _Toc182174305]2.2  Strategies for implementing IT outsourcing in the Diebold Nixdorf
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Diebold Nixdorf (formerly Wincor Nixdorf International GmbH), headquartered in Paderborn, Germany, is a leading global provider of ATMs, point-of-sale (POS) systems, and related services. The company, known previously as Wincor Nixdorf, was merged with Diebold Inc. in 2016 to form Diebold Nixdorf. As of the latest data, Diebold Nixdorf employs over 22,000 people worldwide and operates in more than 130 countries, with major production facilities in Germany, China, and Brazil. The company serves clients in the banking and retail sectors, providing integrated services that encompass R&D, marketing, sales, and technical support, enabling swift responses to market and customer demands globally.
Diebold Nixdorf is the world’s second-largest provider of self-service financial equipment, including ATMs and cash recycling systems. Its products are widely used by many of the world's leading financial institutions. Among the top 25 global banks, 20 are customers of Diebold Nixdorf. In Europe, all of the top 25 commercial banks are clients. In China, Diebold Nixdorf's self-service products are employed by all major state-owned and joint-stock commercial banks, as well as by numerous provincial and municipal rural credit cooperatives and city commercial banks.
In the retail sector, Diebold Nixdorf ranks as the leading supplier of POS systems in Europe and the second largest globally. The company's retail solutions are tailored to meet the specific needs of retailers, including electronic checkout systems, retail application software, standardized international payment terminals, and cashless transaction systems. Diebold Nixdorf supports the trend towards retail automation and self-service through end-to-end solutions like self-checkout systems.
The company reported annual revenue of over €4 billion in 2023, reflecting its strong market presence and growth.
Diebold Nixdorf invests significantly in technology and innovation, with approximately 5% of its annual revenue dedicated to research and development. This investment supports the ongoing development of hardware products that optimize consumer transaction processes, as well as comprehensive software and value-added services that ensure seamless operation and data transfer.
Product Portfolio and Technological Advancements
Diebold Nixdorf has been developing and manufacturing self-service banking products for over 30 years. Its banking system division includes four major product lines: ATMs (automated teller machines), CRS (cash recycling systems), ATS (automated teller safes), and non-cash terminal products for information and transaction purposes. Additionally, the company offers passbook printers, smart card solutions, and financial enterprise solutions (FES).
For the retail sector, Diebold Nixdorf provides a range of tailored products and services, including POS systems, retail application software, and full-process solutions like self-checkout systems. The company's automation technologies also encompass vending machines, mobile data recording devices, self-service terminals, electronic advertising displays, and electronic shelf labels. Furthermore, Diebold Nixdorf has expanded its retail cash management services to cover the entire cash handling chain.
Diebold Nixdorf continues to be a global leader in providing advanced financial and retail technology solutions. With a focus on integrating cutting-edge technology and maintaining a robust presence in both the banking and retail sectors, the company is well-positioned to meet the evolving demands of a digital economy.

[bookmark: _Toc182174307]2.2.2  Diebold Nixdorf Problem Analysis

As the company continues to expand its business operations, the demands on IT maintenance and support are also increasing. The advancement of IT technology requires higher standards for IT personnel. As a result, the IT department, while growing in step with the company, faces several challenges that can be summarized as follows:
1. Strategic Issues:
Given that the company is a wholly-owned subsidiary of its German parent company in China, the formulation of IT strategies must align globally. Often, these strategies are developed without sufficient consideration of their feasibility in China or how well they align with local conditions. This misalignment leads to policies deviating from their intended objectives, and there are often no better locally-tailored policies to address these gaps, resulting in an overall ineffective IT strategic plan.
Moreover, the performance of the IT department is difficult to evaluate using effective assessment systems, leading to a lack of appreciation from management. IT is often viewed as a cost center rather than a value-adding entity, and thus, receives insufficient investment and attention.
2. Executional Issues:
The IT department's execution is hampered by varying skill levels among IT personnel. This disparity can cause delays in resolving issues promptly, reducing overall efficiency.
There is also a lack of standardized management practices and problem-solving procedures, complicating the establishment of a coherent IT process framework.
As the company focuses on furthering global integration, effectively connecting with the German headquarters and controlling IT costs will become critical challenges for IT management.
Additionally, the company's IT management team is based in Shanghai, while there are offices in Beijing, Guangzhou, and Chengdu. This geographical dispersion leads to unsatisfactory IT support for employees in remote offices, reducing employee satisfaction and overall IT department performance.
3. IT Staffing Issues:
The company has over 1,000 employees, but the IT infrastructure support team consists of only five members. This results in an employee-to-IT support staff ratio of nearly 200:1, meaning each IT engineer must support 200 employees. This ratio directly contributes to low service efficiency.
According to data from July to December 2023 (as shown in Table 2.3), the missed call rate for IT support requests was exceptionally high, averaging over 50%. The resolution rate was just over 40%, indicating that employees often have to make multiple calls to resolve their IT issues. This inefficiency means that on average, an employee needs to call twice to get their IT problems addressed.
Table 2.3
Phone Record from Jul. 2023 to Dec. 2023
	
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec

	Total number of calls
	3201
	3019
	3015
	2853
	3122
	3201

	Answer
	1322
	1297
	1330
	1308
	1298
	1341

	No answer
	1879
	1722
	1685
	1545
	1824
	1860

	Missed call rate
	58.70%
	57.04%
	55.89%
	54.15%
	58.42%
	58.11%

	Processing rate
	41.30%
	42.96%
	44.11%
	45.85%
	41.58%
	41.89%


Source: compiled by the author based on [41]

[bookmark: _Toc182174308]2.2.2  Diebold Nixdorf IT Outsourcing Content and Model

IT outsourcing encompasses a wide range of services, offering diverse levels and types of support. A key characteristic of IT outsourcing services is their flexible delivery models, along with the ability to cater to various personalized and customized needs, addressing the diverse IT management requirements of different enterprises.
Based on the level of outsourcing entrusted, IT outsourcing services can generally be categorized into three tiers:
Basic IT Infrastructure Outsourcing: This is the most fundamental level of outsourcing. It includes services such as desktop maintenance outsourcing, server hosting, server leasing, and virtual hosting. These services focus on the core infrastructure that supports IT operations.
Application Systems Outsourcing: This intermediate level involves outsourcing the management and operation of application systems. It commonly includes the ASP (Application Service Provider) model, where software applications are delivered as a service over the internet.
Business Process Outsourcing (BPO): At the highest level, BPO involves outsourcing entire business processes. This can include complex and comprehensive services such as customer service, payroll processing, and other back-office operations. As shown in Table 2.4, BPO represents the most extensive form of outsourcing, integrating IT services deeply into the business processes.
Table 2.4 
IT Outsourcing Categories and Services
	Category
	Services Included

	Infrastructure Outsourcing
	- Desktop Maintenance: Hardware and software support, deployment, and management. 
- Server Leasing: Provision and rental of servers based on client needs, including virtual servers. 
- Server Hosting: Management and housing of client-owned or leased servers at a third-party data center. 
- Network Services: Network design, implementation, monitoring, and management, including data and voice networks.

	Application Outsourcing
	- Application Management: Development, maintenance, and support of software applications.
- ASP (Application Service Provider): Delivery of software applications over the internet as a service.
- Software Distribution and Packaging: Deployment and packaging of software across user devices and environments.

	Business Process Outsourcing (BPO)
	- Customer Service: Call centers and customer support services.  
- Finance and Accounting: Outsourcing of financial processes like payroll and bookkeeping. 
- Human Resources: Outsourcing HR processes such as recruitment, employee management, and payroll. 
- Supply Chain Management: Management of logistics and supply chain processes.

	IT Support Services
	- Helpdesk Support: Telephone and remote support for IT issues via a single point of contact.  
- Technical Support: On-site and remote troubleshooting and problem resolution. 
- Backup and Disaster Recovery: Data backup solutions and recovery planning in case of system failures.
- Security Services: Implementation and management of cybersecurity measures to protect IT systems.

	Managed Services
	- Comprehensive IT Management: Ongoing management of IT infrastructure, applications, and services. 
- Cloud Services: Provision and management of cloud-based solutions, including cloud storage and computing. 
- Virtualization: Management of virtual environments to optimize resource use and efficiency.


Source: compiled by the author based on [43]

For Diebold Nixdorf, selecting IT outsourcing services requires adherence to several key principles. Firstly, the outsourced IT services must strictly comply with the parent company's global IT strategy, ensuring that the scope of outsourcing aligns with the strategic guidelines. Secondly, it's essential to distinguish whether the outsourced services touch on the company's core competencies. If they do, these services should be excluded from outsourcing to prevent the loss of core competitive advantages. Lastly, the outsourced IT services must not increase the company's operational costs; otherwise, outsourcing would be pointless.
Based on a comprehensive analysis of its IT outsourcing needs, Diebold Nixdorf's IT outsourcing focuses mainly on helpdesk services and software development and maintenance. The detailed outsourcing content includes:
Desktop Maintenance Outsourcing: This involves supporting and maintaining the deployment of the global IT strategy standards issued by the German headquarters, including system patches for desktop images, software installations, and mobile device configurations.
It also involves responding to directives from the helpdesk, providing secondary maintenance support for user computers, managing and maintaining user domain accounts, and maintaining antivirus software for clients within the company's local area network.
IT Helpdesk Outsourcing: A centralized phone number will be established within the company, along with a small-scale call center. Employees can reach this number directly via internal extensions, while external users can access it through unified toll-free numbers (e.g., 800, 400 numbers).
The helpdesk will provide first-level responses to support queries and issues. If these cannot be resolved at the first level, the service will escalate to the desktop maintenance team for a second-level response.
Data Center Management Outsourcing: This involves outsourcing the management of the company's data center. The outsourced services include managing the IT rooms, servers, storage devices like tape arrays and tape drives, monitoring equipment, and access control systems.
Software Development and Maintenance Outsourcing: The company has varying software needs during its operations. For global software requirements, the German headquarters will handle unified deployment. For localized software needs, these will be fully outsourced to third-party software companies for development and implementation.
Business Process Outsourcing (BPO): As the company expands, the original Office Automation (OA) system is no longer adequate to meet its needs. Outsourcing these low-value-added processes can effectively reduce various company costs. By entering into agreements with third-party companies, the entire lifecycle of the OA system—from development and deployment to operational management—is outsourced.
Network Construction Outsourcing: This involves outsourcing the setup, maintenance, and management of the company's office networks to a third-party provider. This ensures immediate response to any network-related needs.
IT outsourcing can be categorized into three levels, encompassing six distinct models: basic, intermediate, and advanced. These include maintenance outsourcing, server hosting, server leasing, virtual hosting, ASP (Application Service Provider), and business process outsourcing (BPO).
Analyzing the historical IT outsourcing strategies of Diebold Nixdorf, the company has primarily employed the following models:
1. Staff Augmentation Outsourcing: This involves hiring third-party companies to dispatch employees to Diebold Nixdorf. The company pays based on the number of personnel and their working hours. Due to global IT strategy requirements, internal staff manage and maintain critical infrastructure such as networks and servers, while outsourced personnel primarily handle desktop maintenance.
Details: Offices with fewer employees use a combination of remote support and on-site visits by appointment. Larger offices have resident outsourced staff. For example, M Information Technology Co., an early IT service provider for Diebold Nixdorf, has extensive experience in IT services and outsourcing and covers multiple cities in China with a focus on hardware and software sales and maintenance.
2. Application Development Outsourcing: Localized application systems are developed and maintained by external software vendors. These vendors are responsible for integrating new requirements and maintaining system stability. Diebold Nixdorf's IT staff manage and coordinate projects, overseeing development and testing.
Process: Business departments submit requirements, IT personnel evaluate and relay these to the developers. Outsourcing ensures flexibility in managing application systems. During new system implementations, the company selects high-quality vendors through competitive procurement processes. This approach maintains cost-effectiveness, technical proficiency, and reduces risks through detailed contracts. It also standardizes technical documentation, simplifying maintenance and handovers.
3. Business Process Outsourcing (BPO): Due to the company's growth, the current Office Automation (OA) system is insufficient. Outsourcing low-value-added processes helps reduce costs. By contracting third-party providers, the OA system's development, deployment, and management are outsourced.
Advantages: This strategy lowers operational costs and clarifies responsibilities, ensuring efficient task delegation and accountability.
Based on the company's background and IT outsourcing needs, the following strategies are recommended:
1. Application Development and Maintenance: Continue using the existing comprehensive application development outsourcing model. This includes maintaining and updating applications on the current IT platform, with internal IT staff supervising secondary development requests. Due to global IT strategy constraints, ASP models are not adopted, and all applications and databases remain on the company’s own servers and network.
2. Infrastructure Outsourcing: Consider a mix of staff augmentation and full team outsourcing for infrastructure management. For offices with fewer employees, maintain the current model of remote support with on-demand visits. For regions with extensive infrastructure needs, a detailed analysis will be provided in the next section. This approach simplifies task assignment and responsibility, aiding managerial oversight.
3. Business Process Outsourcing: For the new OA system, adopt the BPO model. This means outsourcing the development, operational platform, and maintenance of the OA system to vendors, who will handle deployment and implementation.
Diebold Nixdorf has carefully considered the relationship between IT outsourcing and the company's strategy, costs, and risks. For different business needs, the company has chosen various outsourcing models, blending three distinct approaches to meet the diverse requirements of its operations.

[bookmark: _Toc182174309]2.3  The role of IT outsourcing in business management
External Drivers of IT Outsourcing:
From a technological perspective, the rapid advancements in information technology from the 1970s to the present have laid a solid foundation for the growth of IT outsourcing services. In the 21st century, the emergence and proliferation of technologies such as the Internet and cloud computing have fundamentally transformed business management models and operational processes. These innovations have dramatically reduced the costs of information collection and transmission, making it economically feasible for companies to collaborate and leverage each other's strengths. This, in turn, has created fertile ground for the development of outsourcing services.
Economically, globalization has facilitated the global flow and reorganization of capital, information technology, and labor resources. This interconnectedness means that financial investments, trade, and production are increasingly integrated and competitive on a global scale. In this "global village," companies find it challenging to thrive independently. Instead, they must form strategic alliances and engage in outsourcing to maintain their competitive edge and achieve sustainable competitive advantages. Thus, as economic globalization deepens, the prevalence of outsourcing increases proportionally.
The impact of the COVID-19 pandemic over the past three years has introduced instability into the global and Chinese economies, leading to economic downturns. This shifting market environment has compelled companies to reevaluate their strategic deployments, with many reaching a consensus on the benefits of outsourcing IT services. By outsourcing IT operations, companies can focus on their core business activities and gain access to shared resources and complementary advantages, thereby maintaining their competitiveness in a challenging market landscape.

Internal Drivers of IT Outsourcing at Diebold Nixdorf:
Diebold Nixdorf's decision to outsource IT services is driven by several internal factors, primarily centered around maintaining strategic advantages, optimizing cost structures, and leveraging technological advancements.
1. Maintaining Strategic Advantage and Enhancing Core Competencies:
Outsourcing IT operations allows Diebold Nixdorf to accelerate service response times and improve efficiency. By delegating low-value-added tasks to specialized IT service providers, the company's internal IT department can focus on high-value activities such as strategic planning. In essence, tasks that do not directly contribute to revenue generation can be outsourced, enabling the company to streamline operations and concentrate on its core business. This strategic outsourcing approach also helps Diebold Nixdorf to remain agile and focused, mitigating the risks associated with scale and complexity, and allowing it to maintain a competitive edge.
Additionally, leveraging the technological capabilities of outsourcing providers enables Diebold Nixdorf to enhance its own technological services and access new technologies with minimal investment and risk. For instance, HP's outsourcing of its printer and computer production processes allowed the company to focus on R&D and sales, achieving significant operational efficiency. Similarly, Microsoft outsources its non-core activities, such as customer support and software packaging, to maintain focus on its core business of software development.
2. Cost Reduction and Optimization of Human Resources:
Cost management is a critical concern for any business, and IT outsourcing presents a viable solution for cost reduction. Research indicates that IT outsourcing can save companies up to 9% in operational costs. Outsourcing providers benefit from economies of scale, sharing resources across clients, which reduces overall costs and passes savings onto their customers. This also transforms fixed costs into variable ones, reducing the financial burden on the company.
For companies with limited capacity or unwillingness to invest heavily in IT infrastructure, outsourcing fills these gaps effectively. For example, studies by Forrester Research have shown that building and maintaining an in-house website can cost American companies at least $220,000 in the first year, whereas outsourcing can reduce this cost to approximately $42,000.
Through IT outsourcing, Diebold Nixdorf can optimize its human resource allocation. When undertaking temporary IT projects, the company can rely on external resources without expanding its permanent workforce, thus avoiding increased management and operational costs. This approach also saves on recruitment and training expenses, addressing the company's personnel shortages in the IT department without growing the employee base unnecessarily.
3. Access to Advanced Technology and Improvement in IT Department Performance:
Outsourcing IT operations provides Diebold Nixdorf with access to advanced technologies and skilled professionals that might otherwise be difficult or costly to acquire. This capability allows the company to transfer the risks associated with new technology adoption to the outsourcing provider, ensuring that technological upgrades are managed efficiently and with reduced risk.
For example, when Trust Bank in Australia outsourced its IT systems to HP, it gained access to HP's expertise in managing and developing new online banking services, which would have been challenging for Trust Bank to achieve independently.
Outsourcing also enhances the performance of Diebold Nixdorf's IT department by allowing internal staff to focus on strategic initiatives and innovation rather than routine maintenance tasks. By outsourcing call center operations, for instance, the company can improve response rates and problem resolution, boosting overall IT performance without increasing headcount.
Additionally, outsourcing relationships with advanced providers can serve as a learning opportunity for the company, allowing it to adopt new management practices and technologies that improve its own capabilities and competitive positioning.
4. Risk Reduction and Enhanced IT Competitiveness:
Every investment carries inherent risks, and IT investments are no exception. Market volatility, competitive pressures, and policy changes can introduce significant risks. Investing in new technologies or systems can be particularly risky if the necessary infrastructure or expertise is lacking. By outsourcing IT operations, Diebold Nixdorf can mitigate these risks by leveraging the established capabilities of the outsourcing provider.
Outsourcing allows the company to share the burden of market and policy risks with the service provider. Specialized outsourcing firms have already invested in the required infrastructure and personnel, enabling Diebold Nixdorf to benefit from these resources without incurring the associated risks and costs.
Furthermore, IT outsourcing can act as a buffer against internal organizational changes. As companies grow and evolve, their IT systems must adapt accordingly. Outsourcing providers are equipped to handle these changes, maintaining system stability and performance despite internal restructuring or political shifts within the company.
In summary, the rapid evolution of IT, rising costs, and the need to enhance core competitiveness while managing risk make IT outsourcing a strategic priority for companies like Diebold Nixdorf. By outsourcing non-core IT functions, the company can focus on its primary business goals, reduce operational costs, and maintain a flexible, competitive edge in the market.
[bookmark: _Toc182174310]Conclusions on Chapter 2
1. The analysis of the current state of IT outsourcing in China reveals a rapidly growing market, driven by the increasing adoption of advanced technologies, the emphasis on digital transformation, and the pursuit of enhanced operational efficiency. Chinese enterprises are actively embracing IT outsourcing as a strategic tool to gain a competitive edge and navigate the challenges of the digital era.
2. The case study of Diebold Nixdorf exemplifies the successful implementation of IT outsourcing strategies in enterprise management. By outsourcing selected IT functions and adopting a hybrid outsourcing model, Diebold Nixdorf has effectively addressed its operational challenges, optimized resource allocation, and improved its overall business performance. This highlights the potential of IT outsourcing as a transformative approach to enterprise management.
3. The role of IT outsourcing in business management extends beyond cost reduction and operational efficiency. It enables companies to focus on their core competencies, foster innovation, and adapt to the rapidly evolving technological landscape. By leveraging the expertise and capabilities of specialized IT service providers, enterprises can accelerate their digital transformation journey and unlock new opportunities for growth and competitive advantage.

[bookmark: _Toc182174311]CHAPTER 3                                                                                                PROSPECTS OF DEVELOPMENT OF OUTSOURCING IT IN COMPANY MANAGEMENT

[bookmark: _Toc182174312]3.1 Analysing the prospects of further development of IT outsourcing in company management

In the ever-evolving landscape of global business, IT outsourcing has emerged as a strategic tool for companies aiming to stay competitive and agile. This section delves into the potential growth areas for IT outsourcing in China, examines the factors driving its development, and proposes strategies for enterprises to maximize the benefits of IT outsourcing. By exploring the innovative management practices necessary to leverage IT outsourcing effectively, this analysis uses the example of Diebold Nixdorf to illustrate the multifaceted advantages and challenges associated with this practice.
China's IT outsourcing market is on a trajectory of rapid growth, driven by several converging factors. As businesses increasingly embrace digital transformation, the demand for specialized IT services has surged. Companies are leveraging IT outsourcing to access advanced technologies and streamline their operations. Innovating in IT outsourcing management has always been a complex challenge for corporate management. IT outsourcing management is not just about tackling isolated issues; it’s a systemic approach that involves multiple facets such as technology, business processes, marketing, and management models. Providing IT products and services requires coordinated efforts from multiple vendors, each bringing unique characteristics and necessitating different innovative approaches.
In the era of mobile internet, the products and personalized services offered by IT outsourcing providers have become increasingly critical for enterprises. Key questions arise: How can we tailor services to enhance customer satisfaction? How can we inspire and nurture the innovation capabilities of our outsourcing partners to create a harmonious and innovative environment? How can we integrate these sources of innovation effectively and convert them into tangible outcomes and retained knowledge? Furthermore, how can we guide the innovative direction of our outsourcing partners and seamlessly integrate their superior "genes" into our enterprise's operations?
To explore these questions deeply, this study will focus on enhancing innovation capabilities. By recognizing the diverse nature of outsourcing vendors, we aim to build an innovative IT outsourcing management system that maximizes the autonomous innovation and productivity of these partners. This system will help more efficiently absorb the best innovative practices from vendors, providing a driving force for the company's growth.
IT outsourcing, like any other project, inherently carries risks due to its large scale, long duration, and significant financial investment. Additionally, outsourcing projects pose unique challenges such as the risk of heavy dependency on suppliers, difficulty in monitoring opportunistic behaviors under conditions of information asymmetry, and risks to information security and intellectual property. There are also potential risks related to aligning the enterprise's strategy, business objectives, operational philosophy, and culture with those of the outsourcing partners.
As IT outsourcing continues to evolve rapidly, it is imperative that current outsourcing management systems adapt and keep pace with these developments. The existing systems must be updated to effectively manage the complexities and risks associated with modern IT outsourcing, ensuring they support the innovative and dynamic nature of contemporary business environments.
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IT outsourcing management encompasses strategic, tactical, and operational levels. Each level addresses specific challenges and requirements within the organization:
(a) Outsourcing Strategy
Outsourcing strategy involves making high-level decisions that align with the company’s overarching goals. It includes setting outsourcing decision criteria, managing risks at the enterprise level, building and maintaining the talent pool, establishing a knowledge and technology framework, and managing relationships with outsourcing partners. A well-defined IT outsourcing strategy outlines the company’s objectives for outsourcing, basic management requirements, capability planning, and measurement systems. This framework guides the smooth execution of outsourcing activities and ensures that the objectives are successfully achieved. Without a clear outsourcing strategy, goals may become ambiguous, increasing the risk of failure in outsourcing initiatives.
Outsourcing Decision Criteria: These criteria define which services or functions can be outsourced and which should remain in-house, similar to a “two can, seven cannot” approach but with more detail and completeness. The criteria help identify new opportunities for outsourcing and recognize unsuitable outsourcing candidates that are currently outsourced. These standards also set overall improvement goals, providing high-level direction for refining outsourcing processes.
Risk Management at the Enterprise Level: This encompasses managing risks related to core competencies, financial stability, and service levels. Strategic risk management mechanisms need to be established to control and mitigate these risks effectively, with clear objectives and detailed management guidelines for each risk area.
Talent Pool Development: The strategy for building and enhancing the talent pool must align with the company’s outsourcing decision criteria and core competency requirements. This includes defining the improvements needed in the team’s quantity and quality over time and establishing a multi-tiered talent pipeline. Enhancing the roles of expert teams and technical leaders ensures the retention of core technical knowledge and skills.
Knowledge and Technology Framework: This framework supports the company's outsourcing decision criteria and core competency requirements by defining the content for building core technological knowledge. It complements talent development efforts and encompasses the introduction, learning, and knowledge transfer of new technologies with outsourcing partners.
Outsourcing Relationship Management: Managing relationships with outsourcing vendors involves strategic entry, exit measures, and regular exit rehearsals to prevent dependency on any single supplier. This ensures healthy, cooperative relationships with vendors and mitigates the risk of vendor lock-in.
(b) Outsourcing Policies and Procedures
Outsourcing policies and procedures operationalize the strategic framework at the organizational level. These policies include detailed management systems, templates, and best practices that govern various aspects of IT outsourcing, such as partner management, contract management, risk management, financial oversight, and audit controls. The goal is to achieve closed-loop management and guidance for outsourcing activities.
Organizational Management Systems: Policies must define the organizational structures and roles related to outsourcing management. They should include horizontal level design, vertical classification design, and the creation of writing norms for the outsourcing management system. These elements collectively build a comprehensive framework that reflects the oversight requirements of outsourcing management.
Overall IT Management Norms: These norms establish the fundamental requirements for IT outsourcing management. Detailed management guidelines are developed for each part of the overall norms, supported by relevant databases.
Implementation Guides: These provide specific operational methods and guidelines for conducting outsourcing processes. Templates and tools offered as part of these guides standardize the elements of the outsourcing process, ensuring consistency and adherence to best practices.
(c) Outsourcing Processes
Outsourcing processes involve practical guidance and reference points for carrying out IT outsourcing activities. These processes cover the entire lifecycle of IT outsourcing, supporting the achievement of the outsourcing strategy and the implementation of management policies.
Process Operation Standards: These standards should align with the IT outsourcing strategy, providing a clear pathway for achieving strategic goals through operational processes. The standards must integrate with the overall management strategy and be realized through well-defined processes that cover all aspects of outsourcing management.
Comprehensive Coverage: The processes must be comprehensive, spanning the entire lifecycle of outsourcing management. This includes initial planning, execution, monitoring, and final evaluation, ensuring that all facets of outsourcing work are thoroughly addressed and managed effectively.
By developing a robust and adaptable management system that encompasses these strategic, tactical, and operational aspects, companies can ensure their IT outsourcing initiatives are aligned with their business objectives, well-managed, and effectively executed.
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Based on the strategic, tactical and operational approaches to IT outsourcing management described above, it is worthwhile to explore how to capitalize on the broader impact of IT outsourcing in driving business transformation. Nowadays, China's rapid technological development, different industries have their specific needs, so reshaping the IT outsourcing landscape, to provide enterprises with a full range of full-cycle services has become a mandatory test for today's outsourcing service providers, for which I have briefly analyzed some of the industry's leading companies, it is not difficult for us to find out the status quo.
The Digital Revolution and Its Impact on IT Outsourcing
The digital revolution has fundamentally transformed business operations across the globe, and China is at the forefront of this transformation. Companies are rapidly adopting technologies such as cloud computing, big data, and artificial intelligence (AI) to remain competitive. In this context, IT outsourcing has emerged as a critical enabler of digital transformation.
Case Study: Alibaba Cloud and Digital Transformation
Alibaba Cloud is a prime example of how IT outsourcing can facilitate digital transformation. By providing comprehensive cloud services, Alibaba Cloud enables businesses to quickly and cost-effectively deploy scalable IT infrastructure. This allows companies to focus on their core activities while leveraging cutting-edge technology to stay ahead. The ability to outsource complex IT functions like cloud management and data analytics helps businesses adapt to technological advancements without the burdensome cost and time investments of in-house development.
Leveraging IT Outsourcing for Technological Advancements
As companies strive to keep pace with technological advancements, outsourcing offers a practical solution for acquiring and implementing these technologies. The integration of AI, machine learning, and automation through outsourcing partnerships can significantly enhance business processes and operational efficiency.
Sector-Specific Insights: E-commerce and Fintech in China
China's booming e-commerce and fintech sectors illustrate the pivotal role of IT outsourcing in supporting rapid growth and operational efficiency. E-commerce platforms like JD.com handle massive transaction volumes, necessitating the outsourcing of IT services for logistics and system management. This approach helps these companies maintain efficiency and manage peak demands without the high costs and logistical challenges of maintaining extensive in-house capabilities.
Similarly, fintech giants such as Ant Financial rely on IT outsourcing for robust infrastructure and security services. This outsourcing strategy allows them to navigate complex regulatory landscapes and ensure secure, seamless financial transactions, fostering trust and stability among users.
Embracing Industry 4.0 and Smart Manufacturing
Industry 4.0 and smart manufacturing are transforming China's manufacturing landscape. Technologies like the Internet of Things (IoT), robotics, and advanced analytics are being integrated into production processes, creating more efficient and responsive systems.
Case Study: Foxconn and Smart Manufacturing
Foxconn, the world's largest electronics manufacturer, exemplifies how IT outsourcing can drive smart manufacturing. By partnering with IT service providers, Foxconn effectively deploys and manages advanced technologies that enhance productivity and maintain its competitive edge in the global market. Outsourcing IT services that support these technological integrations helps optimize production and reduce operational costs.
The Rise of Cloud Computing
Cloud computing is now a cornerstone of modern business operations, offering unparalleled flexibility and scalability. The rapid adoption of cloud services in China is evident in platforms like Baidu Cloud, which provide scalable solutions across various sectors.
Benefits of Cloud Outsourcing
Outsourcing cloud services enables companies to adapt quickly to changing demands and technological requirements. This agility enhances their operational efficiency and cost-effectiveness. By migrating to cloud-based solutions, businesses can significantly reduce overhead costs associated with maintaining physical servers and IT infrastructure, allowing them to reallocate resources to more strategic initiatives.
Factors Influencing IT Outsourcing Development
Several factors shape the IT outsourcing landscape in China, from supportive government policies to intense market competition. Understanding these influences is crucial for businesses aiming to leverage IT outsourcing effectively.
Government Policies and Regulatory Challenges
China's government plays a pivotal role in fostering the growth of IT outsourcing through supportive policies. Initiatives like "Made in China 2025" encourage companies to embrace advanced technologies and outsourcing solutions. However, regulatory challenges, particularly around data security and privacy, such as the Cybersecurity Law, require careful navigation.
Case Study: Huawei and Regulatory Compliance
Huawei's approach to managing regulatory challenges exemplifies successful navigation of these issues. By partnering with local firms to comply with data residency requirements, Huawei expands its outsourcing capabilities while adhering to local regulations, demonstrating how companies can align with governmental policies and enhance their outsourcing strategies.
Technological Innovation and Cost Efficiency
The relentless pace of technological innovation drives the need for specialized IT outsourcing services. Companies are increasingly outsourcing to access expertise in areas such as blockchain and cybersecurity, staying competitive and innovative without the significant investments required for in-house development.
Case Study: Tencent Cloud and AI Integration
Tencent Cloud's partnerships to integrate AI and machine learning across various sectors highlight how outsourcing can provide advanced technological solutions and drive operational efficiencies. This approach allows businesses to harness cutting-edge technologies and enhance their operations.
Cost considerations also remain a primary driver for IT outsourcing. By converting fixed costs into variable ones, reducing capital expenditure, and leveraging economies of scale, companies can maintain operations and manage costs effectively, especially during economic uncertainties.
Strategic Approaches to IT Outsourcing
To maximize the benefits of IT outsourcing, companies must adopt strategic approaches that align with their business goals and operational needs. Key strategies include:
Aligning Outsourcing with Business Objectives:
Aligning IT outsourcing initiatives with broader strategic priorities ensures that they directly support organizational goals. For instance, HSBC's outsourcing strategy aligns with its goal of becoming a leading digital bank by focusing on enhancing its digital services while outsourcing non-core functions.
Selecting the Right Outsourcing Partners:
Choosing the right partners is critical. Companies should evaluate potential partners based on their technical capabilities, industry experience, and cultural fit. A strong, trust-based relationship facilitates effective collaboration and enhances the success of outsourcing projects. Apple’s partnership with Foxconn illustrates how selecting the right partner can support strategic goals and operational efficiency.
Implementing Effective Governance and Management:
Effective governance frameworks are essential for managing outsourcing relationships. Clear performance metrics, regular reviews, and robust risk management practices ensure alignment with business objectives and prompt issue resolution. IBM’s use of detailed SLAs and regular performance reviews with its outsourcing partners exemplifies rigorous governance supporting strategic objectives.
Focusing on Core Competencies:
Outsourcing non-core IT functions allows companies to concentrate on primary business activities, driving competitive advantage and growth. Nike’s strategy of outsourcing IT infrastructure and back-office operations highlights the benefits of focusing on core competencies while leveraging outsourcing for operational efficiency.
Leveraging Emerging Technologies:
Companies should utilize the latest technologies offered by outsourcing partners to enhance their IT capabilities. Adopting technologies such as AI, automation, and cloud services can provide significant operational benefits and foster innovation. GE’s collaboration with IT service providers to implement advanced analytics and IoT solutions illustrates how leveraging these technologies can drive efficiency and innovation.
Ensuring Flexibility and Scalability:
IT outsourcing should offer the flexibility and scalability to adapt to changing business needs. Companies must ensure that outsourcing agreements allow for adjustments in service scope and volume, accommodating business growth and market fluctuations effectively. Microsoft’s Azure cloud platform exemplifies how scalable IT infrastructure can support businesses of all sizes.
Prioritizing Data Security and Compliance:
Ensuring data security and compliance is paramount. Companies must work closely with their outsourcing partners to implement robust security measures and adhere to regulatory requirements, protecting sensitive information and maintaining compliance. JPMorgan Chase’s collaboration with IT outsourcing providers underscores the importance of prioritizing data security in outsourcing relationships.
Managing Innovation and Risk in IT Outsourcing
As IT outsourcing becomes integral to business operations, innovative management practices are essential. Managing innovation involves integrating technological advancements, business processes, and management models into a cohesive strategy. Companies must foster an environment that encourages innovation among outsourcing partners and aligns their efforts with organizational goals.
Case Study: Siemens and Innovation in Outsourcing
Siemens’ collaboration with IT service providers to drive innovation in its manufacturing processes demonstrates how integrating advanced technologies and innovative practices from partners can enhance operational efficiency and product quality.
Enhancing relationships with IT outsourcing partners is crucial in the mobile internet era. Understanding the unique needs of each partner and fostering a collaborative environment promotes innovation and mutual success. Procter & Gamble’s strategic partnerships to support digital transformation illustrate the importance of aligning partner efforts with business objectives.
Addressing Risks in IT Outsourcing
IT outsourcing carries inherent risks, including dependency on suppliers, information security threats, and potential misalignment with organizational goals. Robust risk management strategies are vital to mitigate these risks. This includes clear contractual agreements, regular oversight of outsourced activities, and comprehensive security measures.
Case Study: Citibank’s Risk Management Framework
Citibank’s comprehensive risk management framework for IT outsourcing demonstrates how detailed risk assessments, regular audits, and stringent security protocols ensure alignment with business objectives and minimize risks.
Developing a Comprehensive Outsourcing Management System
As IT outsourcing continues to evolve, companies must develop comprehensive management systems that keep pace with industry advancements. This involves creating strategic, tactical, and operational management frameworks that guide outsourcing decisions and ensure alignment with business objectives.
Case Study: Dell Technologies’ Outsourcing Management System
Dell Technologies’ robust outsourcing management system integrates strategic planning, performance monitoring, and continuous improvement processes. This system enables Dell to manage its extensive outsourcing network effectively, ensuring that outsourced services contribute to its strategic goals.
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IT outsourcing is increasingly recognized as a transformative strategy in modern enterprise management. To gauge the effectiveness and benefits of IT outsourcing, a systematic evaluation framework is necessary. This section introduces a comprehensive IT outsourcing maturity model, inspired by the Capability Maturity Model Integration (CMMI) from software development, tailored to assess the efficacy of IT outsourcing in achieving business goals, improving service quality, and enhancing financial performance. We will also explore an incentive model aligned with IT outsourcing maturity to drive further innovation and service excellence.
The IT outsourcing maturity model evaluates organizational capabilities in three key areas:
IT Capability Indicators
Service Level Indicators
Financial Enhancement Indicators
Each dimension offers insights into the effectiveness of IT outsourcing practices and identifies areas for improvement.
(a) IT Capability Indicators
IT capability indicators measure both the competencies of outsourcing vendors and the internal capabilities of the organization. These indicators assess how well the organization and its partners can manage and enhance their IT capabilities.
Vendor Competency: Evaluate the technical expertise, experience, and reliability of IT outsourcing vendors. This includes their ability to fulfill contractual obligations, innovate in response to challenges, and provide ongoing support and training.
Internal Capability Maturity: Assess the organization’s ability to manage and integrate outsourced services effectively. This involves evaluating internal policies, talent development, and knowledge management systems.
Management Practices: Implement continuous training programs, effective knowledge transfer mechanisms, and robust vendor relationship management systems. Regular benchmarking against industry standards ensures competitive IT capabilities.
Example: Diebold Nixdorf regularly benchmarks its IT capabilities against industry standards to maintain competitive service delivery globally. Continuous training and knowledge transfer programs enhance IT maturity within the organization and its vendor network.
(b) Service Level Indicators
Service level indicators focus on the quality and reliability of IT services provided through outsourcing. These metrics evaluate how well the outsourced services meet operational needs and expectations.
Response Times: Measure the speed at which IT issues are addressed and resolved. Quick response times are crucial for minimizing downtime and maintaining operational continuity.
System Performance Metrics: Evaluate KPIs like Mean Time Between Failures (MTBF) for applications, systems, and networks. High MTBF values indicate a robust and reliable IT environment.
Process and Standards Compliance: Establish clear process guidelines and performance standards for outsourced services. Regular performance assessments and structured exit plans for underperforming vendors help mitigate service lock-in risks.
Example: JD.com, a leading e-commerce platform, relies on stringent KPIs with its IT outsourcing partners to ensure high service levels, especially during peak transaction periods like Singles’ Day.
(c) Financial Enhancement Indicators
Financial enhancement indicators evaluate the financial benefits and cost efficiency achieved through IT outsourcing. These metrics assess how effectively the organization manages its IT budget and the return on investment (ROI) from outsourcing initiatives.
Cost per User: Measure the IT expenditure per user to evaluate resource management efficiency. This metric helps identify cost-saving opportunities and optimize resource allocation.
Cost per Revenue Unit: Evaluate IT spending relative to the company’s revenue to analyze the cost-efficiency of IT operations.
Efficiency Improvement Measures: Implement strategies to enhance the financial efficiency of IT operations, such as cost-effectiveness evaluations, workload assessments, and continuous improvement initiatives.
Example: Nike tracks its IT spending per user and per revenue unit to ensure that its outsourcing arrangements are financially beneficial. Regular assessments and efficiency improvement initiatives optimize IT investments and enhance overall financial performance.
To assess the impact of IT outsourcing, a comparative analysis of the organization’s state before and after implementation is essential. This analysis quantifies the benefits and improvements realized through outsourcing.
Comparative Analysis Before and After Implementation
Baseline Metrics
Pre-Implementation: Document key metrics such as operational costs, service levels, development timelines, and customer satisfaction before outsourcing.
Post-Implementation: Measure the same metrics after implementing IT outsourcing to assess changes and improvements.
Performance Improvement
Analysis: Compare pre- and post-implementation metrics to evaluate improvements in cost efficiency, service quality, and operational performance.
Qualitative Insights
Feedback: Gather qualitative feedback from stakeholders, including employees, customers, and vendors, to understand their perspectives on the changes brought by outsourcing.
Example: Diebold Nixdorf compares IT operational costs and service levels before and after outsourcing certain IT functions to determine the impact on efficiency and performance.
Evaluating the Cost-Effectiveness of IT Outsourcing
Evaluating the cost-effectiveness of IT outsourcing involves analyzing the financial impact compared to maintaining internal IT resources. This includes assessing cost savings, calculating ROI, and examining other financial indicators.
Cost Comparison
Internal vs. Outsourced Costs: Compare the costs of maintaining internal IT resources with the expenses incurred through outsourcing.
Cost Savings: Identify and quantify the cost savings achieved through outsourcing, such as reduced labor costs and lower infrastructure expenses.
Return on Investment (ROI)
Calculation: Calculate the ROI of IT outsourcing by comparing the net financial benefits to the costs associated with outsourcing.
Financial Indicators: Use indicators such as total cost of ownership (TCO), cost per user, and cost per revenue unit to evaluate financial performance.
Efficiency Gains
Operational Efficiency: Assess improvements in operational efficiency resulting from outsourcing, such as reduced downtime, streamlined processes, and enhanced productivity.
Example: Nike evaluates the ROI of outsourcing its IT infrastructure management by comparing the financial benefits of operational efficiency and cost reductions against the outsourcing costs.
Evaluation of Service Quality and Satisfaction Levels
Evaluating service quality and satisfaction levels involves assessing how well the outsourced services meet organizational standards and customer expectations. This includes measuring service performance, customer satisfaction, and adherence to SLAs.
Service Performance Metrics
Key Metrics: Track performance metrics such as system uptime, response times, and resolution rates to evaluate the quality of outsourced services.
Performance Benchmarks: Compare performance against industry benchmarks and internal standards to assess service quality.
Customer Satisfaction
Surveys and Feedback: Conduct customer satisfaction surveys and gather feedback to measure the impact of outsourcing on service quality.
Customer Retention: Monitor customer retention rates and analyze how outsourcing has influenced customer loyalty and satisfaction.
Adherence to SLAs
Service Level Compliance: Evaluate compliance with SLAs and other contractual obligations to ensure that outsourced services meet predefined standards.
Penalty and Incentive Structures: Analyze the effectiveness of penalty and incentive structures in maintaining high service quality and addressing performance issues.
Example: JPMorgan Chase monitors adherence to SLAs in outsourced IT security services to ensure that the quality of service meets regulatory and operational standards, maintaining high levels of customer trust and compliance.
Examining Specific Innovative Outcomes
Evaluating the results of IT outsourcing involves examining specific innovative outcomes achieved through external IT resources. This includes the development of new products, process improvements, and the implementation of advanced technologies.
Development of New Products and Services
Product Innovation: Assess how IT outsourcing has accelerated the development and launch of new products and services.
Market Impact: Evaluate the market impact of these innovations and how they contribute to the company’s competitive advantage.
Process Improvements
Operational Efficiency: Analyze how outsourcing has led to process improvements, such as streamlined workflows, reduced cycle times, and enhanced operational efficiency.
Quality Enhancements: Evaluate improvements in product and service quality resulting from process innovations driven by IT outsourcing.
Implementation of Advanced Technologies
Technological Integration: Examine how IT outsourcing has facilitated the integration of advanced technologies such as AI, machine learning, and cloud computing.
Business Transformation: Assess the impact of these technologies on transforming business processes and creating new opportunities for growth.
Example: Siemens’ partnership with IT service providers to implement advanced analytics and IoT solutions demonstrates how outsourcing can drive innovation in manufacturing processes, leading to significant improvements in efficiency and product quality.
Integrating IT Outsourcing Maturity with Incentive Models
Building on the IT outsourcing maturity model, integrating an incentive model can significantly enhance the effectiveness of outsourcing relationships. Traditionally, IT outsourcing performance is measured through Service Level Agreements (SLAs). However, SLAs often lack specific actionable measures for innovation and service improvement.
Key Components of the Incentive Model
Aligning Incentives with Maturity Scores
KPI-Based Evaluation: Transform the maturity model’s indicators into Key Performance Indicators (KPIs) that can be monitored and measured. KPIs should cover critical aspects such as service quality, cost efficiency, and innovation.
Incentive Structures: Link these KPIs to incentives for outsourcing partners. Bonuses or performance rewards can be tied to achieving high maturity scores or exceeding SLA targets.
Operationalizing KPIs
KPI Implementation: Break down the IT outsourcing maturity indicators into specific KPIs and assign them to relevant roles within the vendor organization. This ensures that KPIs are actionable and directly tied to individual or team performance.
Performance Monitoring: Regularly monitor KPI performance and provide feedback to vendors to drive continuous improvement and innovation in service delivery.
Fostering Innovation and Creativity
Creativity Incentives: Address low loyalty among outsourced employees by creating incentives that foster innovation and creativity. This can include rewards for developing new solutions, process improvements, or technology integrations.
Comprehensive Incentive Mechanisms: Develop a multi-dimensional incentive system that rewards vendors for excellence in areas such as product development, technical expertise, and market fit.
Quantifiable Incentive Criteria
Multi-Dimensional Evaluation: Establish criteria across multiple dimensions like product innovation, service excellence, cost-effectiveness, and strategic alignment. Each dimension should have clear, quantifiable indicators that can be measured and rewarded.
Innovation Metrics: Include metrics such as patents filed, technical publications, project completion rates, and successful technology deployments as part of the incentive criteria.
Example: A company could establish an incentive program where IT outsourcing vendors are rewarded based on their contribution to product innovation and service quality. Vendors could receive bonuses for achieving high KPI scores in system performance and customer satisfaction or for implementing innovative technologies that enhance business operations.
Comprehensive Evaluation Framework
To ensure a holistic evaluation of IT outsourcing management, it’s essential to integrate various aspects of assessment into a cohesive framework. This framework should include:
Goal Alignment: Regularly review and align IT outsourcing initiatives with business objectives to ensure they contribute to strategic goals.
Performance Metrics: Establish and monitor a set of comprehensive performance metrics across IT capabilities, service levels, and financial outcomes.
Continuous Improvement: Foster a culture of continuous improvement where feedback from evaluations is used to refine outsourcing strategies and enhance overall performance.
Risk Management: Implement robust risk management practices to address potential issues related to outsourcing, including dependency on suppliers and information security threats.
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Prospects for Development in IT Outsourcing
1. Emerging Technologies and Their Integration
As technology evolves, several emerging trends are expected to shape the future of IT outsourcing. These include:
Artificial Intelligence (AI) and Machine Learning (ML): These technologies will enhance the capabilities of outsourcing providers, enabling them to offer more intelligent, automated solutions. Companies can leverage these advancements to improve operational efficiencies, such as predictive maintenance and customer support automation.
Blockchain Technology: Blockchain can ensure greater security and transparency in transactions and data management. Its application in IT outsourcing can enhance trust and reduce risks in complex multi-party outsourcing arrangements.
Internet of Things (IoT): The integration of IoT in IT outsourcing can drive innovation in areas such as real-time data analytics, supply chain management, and smart manufacturing, providing new opportunities for outsourcing services.
Cloud Computing and Edge Computing: These technologies will continue to transform IT infrastructure, offering scalable, flexible, and cost-effective solutions. The future of IT outsourcing will likely involve hybrid models that combine cloud and edge computing to optimize performance and cost.
Recommendation: Enterprises should proactively seek outsourcing partners that are leaders in integrating these technologies into their service offerings. Investing in partnerships with providers who excel in AI, ML, blockchain, IoT, and cloud computing can position companies to stay ahead in technological adoption.
2. Enhanced Focus on Cybersecurity
With the increasing digitalization of business operations, cybersecurity is becoming a critical component of IT outsourcing. Future IT outsourcing relationships will need to prioritize security to protect sensitive data and ensure compliance with evolving regulatory standards.
Advanced Security Protocols: Outsourcing partners will need to implement and continually update robust security measures, including zero-trust architectures and real-time threat monitoring, to defend against sophisticated cyber threats.
Regulatory Compliance: As global and local regulations become stricter, compliance will be a key consideration in IT outsourcing contracts. Providers must be adept at navigating and adhering to these regulations to protect client data and operations.
Recommendation: When selecting outsourcing partners, companies should prioritize those with strong cybersecurity credentials and a proven track record in managing data protection and compliance. Regular security audits and compliance reviews should be integrated into the outsourcing management processes.
3. Strategic Partnerships and Co-Innovation
The role of IT outsourcing is expanding from service provision to strategic partnerships focused on co-innovation. Future outsourcing relationships will emphasize collaborative innovation, where both the client and the service provider work together to develop new products, services, and business models.
Joint Innovation Initiatives: Establishing innovation labs or centers of excellence with outsourcing partners can foster collaboration on developing and testing new technologies and solutions.
Shared Value Creation: Future contracts may include provisions for shared value creation, such as co-investment in R&D or revenue-sharing models, to align incentives and drive mutual innovation.
Recommendation: Enterprises should look for outsourcing partners willing to engage in strategic collaboration. Contracts should clearly define roles, responsibilities, and incentives for joint innovation, ensuring both parties are committed to shared success.
4. Evolution of Service Models
The traditional IT outsourcing models are evolving to include more flexible and dynamic service offerings. The future will likely see a rise in hybrid and multi-sourcing arrangements, allowing companies to engage multiple vendors for different aspects of their IT needs.
Hybrid Outsourcing: Combining in-house capabilities with outsourced services allows for greater flexibility and control, enabling enterprises to retain critical functions internally while leveraging external expertise for specialized needs.
Multi-Sourcing Strategies: Engaging multiple vendors can provide best-in-class solutions and mitigate risks associated with relying on a single provider. This approach enables companies to tailor their IT service portfolio by selecting vendors based on their specific strengths.
Recommendation: Companies should assess their IT needs to determine the optimal mix of in-house and outsourced services. Clear governance frameworks and integration plans are essential for managing multi-sourcing arrangements and ensuring seamless service delivery.
Recommendations for the Implementation of Innovative IT Outsourcing
1. Develop a Comprehensive IT Outsourcing Strategy
A successful IT outsourcing initiative begins with a well-defined strategy that aligns with the organization’s overall business goals.
Strategic Alignment: Ensure that the IT outsourcing strategy is integrated with broader organizational objectives. Define how outsourcing will support growth, innovation, and operational efficiency.
Scope Definition: Clearly outline the scope of services to be outsourced, including specific functions, processes, and expected deliverables. This clarity helps in setting realistic expectations and provides a basis for performance measurement.
Recommendation: Engage cross-functional stakeholders in developing the outsourcing strategy to ensure it reflects diverse perspectives and needs. Regularly review and adjust the strategy to keep pace with technological advancements and changing business environments.
2. Select the Right Outsourcing Partner
Choosing the right partner is critical for the success of IT outsourcing. Enterprises should conduct thorough evaluations to identify vendors with the right capabilities and cultural fit.
Vendor Evaluation: Assess potential partners based on their technical expertise, industry experience, financial stability, and ability to innovate. Cultural compatibility and geographic presence are also important factors to consider.
Due Diligence: Perform comprehensive due diligence, including customer references, security practices, and compliance records, to verify the vendor’s credentials and capabilities.
Recommendation: Develop a structured vendor selection process with detailed criteria and scoring systems. Pilot projects or proof-of-concept trials can help assess the vendor’s performance before committing to long-term contracts.
3. Establish Robust Governance and Management Structures
Effective governance and management are crucial for overseeing outsourcing relationships and ensuring they deliver value.
Governance Framework: Implement a governance framework that defines roles, responsibilities, and decision-making processes. This framework should include mechanisms for performance monitoring, issue resolution, and contract management.
Performance Management: Set clear performance metrics and Service Level Agreements (SLAs) to evaluate the quality and effectiveness of outsourced services. Regularly review performance against these metrics and address any deviations promptly.
Recommendation: Create cross-functional teams to manage outsourcing relationships, including representatives from IT, finance, legal, and operational departments. This ensures comprehensive oversight and facilitates effective communication between the enterprise and its outsourcing partners.
4. Foster a Culture of Continuous Improvement
To maximize the benefits of IT outsourcing, enterprises should foster a culture of continuous improvement and innovation.
Feedback Mechanisms: Establish regular feedback loops with outsourcing partners to identify areas for improvement and innovation. Encourage open communication and collaborative problem-solving.
Continuous Learning: Invest in training and development programs for internal teams to enhance their ability to work effectively with outsourcing partners and leverage outsourced services for innovation.
Recommendation: Implement processes for continuous review and refinement of outsourcing practices. Encourage internal teams and external partners to suggest improvements and new ideas for enhancing the value of outsourcing arrangements.
5. Manage Change Effectively
Introducing IT outsourcing can bring significant changes to the organization. Effective change management is essential to ensure smooth transitions and stakeholder buy-in.
Change Management Plan: Develop a comprehensive change management plan that addresses the impact of outsourcing on employees, processes, and systems. This plan should include communication strategies, training programs, and support mechanisms.
Stakeholder Engagement: Engage stakeholders early and often to address concerns, gather input, and build support for the outsourcing initiative. Transparent communication and involvement of key stakeholders are vital for managing resistance and ensuring successful implementation.
Recommendation: Use change management best practices to guide the organization through the outsourcing transition. Regularly update stakeholders on progress and provide the necessary resources to support them through the change.
The future of IT outsourcing is bright, with emerging technologies, enhanced cybersecurity, strategic partnerships, and evolving service models driving its growth. By strategically implementing IT outsourcing and following these recommendations, enterprises can unlock significant benefits, including enhanced efficiency, innovation, and competitive advantage.
Enterprises should approach IT outsourcing not merely as a cost-saving measure but as a strategic partnership that drives growth and transformation. By selecting the right partners, establishing robust governance, fostering continuous improvement, and managing change effectively, organizations can fully realize the potential of IT outsourcing and position themselves for sustained success in the dynamic business environment.
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1. The analysis of the prospects for further development of IT outsourcing in company management underscores the importance of effective IT outsourcing management. Key aspects, such as strategic alignment, vendor selection, contract management, and performance monitoring, are crucial for maximizing the benefits of IT outsourcing and mitigating potential risks. As the IT outsourcing landscape continues to evolve, companies must adopt a proactive and strategic approach to outsourcing management to ensure long-term success. 
2.  The expanding role of IT outsourcing in business transformation highlights its potential as a catalyst for innovation and growth. Beyond traditional cost reduction and operational efficiency objectives, IT outsourcing is increasingly being leveraged to drive digital transformation, enable new business models, and enhance customer experiences. As companies navigate the challenges of the digital age, IT outsourcing will play a pivotal role in enabling them to stay agile, responsive, and competitive. 
3.  The evaluation of the results of an innovative management approach through IT outsourcing demonstrates its significant impact on enterprise performance. By carefully selecting the right IT outsourcing partners, implementing effective governance mechanisms, and fostering a culture of continuous improvement, companies can achieve measurable benefits in terms of cost savings, operational efficiency, and business agility. The success stories of companies that have embraced IT outsourcing as an innovative management approach serve as a testament to its transformative potential.
[bookmark: _Toc182174318]CONCLUSION

1.  The adoption of IT outsourcing by Chinese enterprises has become a strategic imperative, driven by the integration of advanced technologies, the focus on digital transformation, and the pursuit of increased operational efficiency. This trend enables companies to enhance their competitiveness, optimize resource allocation, and foster innovation in the rapidly evolving business landscape. 
2.  The Chinese government's supportive policies and initiatives, such as "Made in China 2025" and "Internet Plus," have played a pivotal role in promoting the growth and sophistication of the IT outsourcing industry. This has led to the emergence of specialized IT service providers offering a wide array of solutions, including cybersecurity services, which have become increasingly critical in the digital era. 
3.  IT outsourcing has transcended the realm of traditional IT functions, with a growing trend towards Business Process Outsourcing (BPO). By outsourcing non-core business processes, Chinese enterprises aim to streamline operations, improve service quality, and allocate resources more effectively, ultimately enabling them to focus on their core competencies and drive innovation in their respective industries.
4. The analysis of the current state of IT outsourcing in China reveals a rapidly growing market, driven by the increasing adoption of advanced technologies, the emphasis on digital transformation, and the pursuit of enhanced operational efficiency. Chinese enterprises are actively embracing IT outsourcing as a strategic tool to gain a competitive edge and navigate the challenges of the digital era.
5. The case study of Diebold Nixdorf exemplifies the successful implementation of IT outsourcing strategies in enterprise management. By outsourcing selected IT functions and adopting a hybrid outsourcing model, Diebold Nixdorf has effectively addressed its operational challenges, optimized resource allocation, and improved its overall business performance. This highlights the potential of IT outsourcing as a transformative approach to enterprise management.
6. The role of IT outsourcing in business management extends beyond cost reduction and operational efficiency. It enables companies to focus on their core competencies, foster innovation, and adapt to the rapidly evolving technological landscape. By leveraging the expertise and capabilities of specialized IT service providers, enterprises can accelerate their digital transformation journey and unlock new opportunities for growth and competitive advantage.
7. The analysis of the prospects for further development of IT outsourcing in company management underscores the importance of effective IT outsourcing management. Key aspects, such as strategic alignment, vendor selection, contract management, and performance monitoring, are crucial for maximizing the benefits of IT outsourcing and mitigating potential risks. As the IT outsourcing landscape continues to evolve, companies must adopt a proactive and strategic approach to outsourcing management to ensure long-term success. 
8.  The expanding role of IT outsourcing in business transformation highlights its potential as a catalyst for innovation and growth. Beyond traditional cost reduction and operational efficiency objectives, IT outsourcing is increasingly being leveraged to drive digital transformation, enable new business models, and enhance customer experiences. As companies navigate the challenges of the digital age, IT outsourcing will play a pivotal role in enabling them to stay agile, responsive, and competitive. 
9.  The evaluation of the results of an innovative management approach through IT outsourcing demonstrates its significant impact on enterprise performance. By carefully selecting the right IT outsourcing partners, implementing effective governance mechanisms, and fostering a culture of continuous improvement, companies can achieve measurable benefits in terms of cost savings, operational efficiency, and business agility. The success stories of companies that have embraced IT outsourcing as an innovative management approach serve as a testament to its transformative potential.
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