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Research on IT Outsourcing Timing under Uncertainty

Zhang Zongming, Lin Shulin, Xie Huihui, Liao Xiuwu
School of Management, Xi'an Jiaotong University, Xi’an 710049, China

Abstract ; The uncertainty of IT outsourcing business environment, technological environment and demand often result in uncer-
tainty of IT services costs. Based on the uncertain IT services cost and irreversible outsourcing investment, this paper studies out-
sourcing threshold using net present value approach ( NPV) and real options approach respectively under three common contract
(fixed price contract, cost plus pricing contract and profit sharing contract) , and analyzes the value of waiting, furthermore dis-
cusses the time of waiting when postponing outsourcing. The results indicate that the outsourcing threshold derived by real options
approach is larger than by NPV approach. Client's value of waiting decreases when risk-free interest rate increases, but increases
when drift rate and uncertainty rate increases. If the ratio between drift rate and the square of uncertainty rate is larger than 1/2,
client’s expected value of waiting is affected by risk-free interest rate, drift rate and uncertainty rate. Under other conditions,
however, client’s expected value of waiting is free of risk-free interest rate, drift rate and uncertainty rate. The findings can pro-
vide theoretical support and practical guidance for clients to decide whether to outsource or not, and when to outsource under un-
certain environment.

Keywords: IT outsourcing; contract;real options;value of waiting
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