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[bookmark: _Toc29264166]Introduction
This report investigates an operating-cost dilemma at a hardware and software IT firm operating in the UK. The company ‘ABC Tech’ is struggling with an increase in operating costs in a depressed market, with prospect that profitability will decline further in the short-term. To compensate for the decline, ABC Tech has inquired on the prospect of outsourcing its customer service department, which presently runs on a dedicated and managed organisational infrastructure of 60 support experts and 2 managers (running on 30 computers, 2 in-house servers). It has received a proposal from a customer service firm in Turkey that can outsource all customer support functions for a much lower cost.
However, using cost of service alone as a performance indicator is a short-sighted approach, as the quality of customer service makes a considerable impact on the customers’ perception towards the organisation, which arguably has a direct link to market sales and profitability. The intent of this report is to present a comparative analysis to solve this decision-making dilemma. On one hand, ABC Tech is looking to scale down its services by outsourcing the customer service function, whilst on the other hand, it stands the risk of devaluing its value chain and customer experience as the performance of an outsourced customer service might not always compete with a dedicated and personalised in-house function. 
This report will apply problem-solving theories to determine different credible and viable performance indicators. Given the qualitative nature of these performance indicators relative to a comparison, this report will develop a weighted matrix model to provide quantitative significance to the identified performance measures. The weighted scores for both the in-house function and the outsourced function will be compared, determining if whether it would be cost-effective and market-viable for ABC Tech to outsource its customer service department.
This report has a linear structure; the following section will explore a cost-comparison analysis of the ABC Tech’s current in-house customer support function compared to the Turkish outsourcing proposal. This analysis will determine the cost differential between the in-house and outsource options. Once the differential has been acknowledged, the following sections of the report will conduct a literature review to determine the different performance indicators conventionally used to measure performance in customer support functions as a decision-making model to find an appropriate solution to the identified problem.
[bookmark: _Toc29264167]The Problem
The table below provides insights into the financial difference between both contexts; at present, the in-house department is much more expensive to operate, coming at a cost of £2,367,500. The Turkish Firm has proposed a fee of £1,625,000. At the present, the capacity fulfilled by the in-house function is 500,000 tickets per year, and it is expected that this demand will retain in the short-term. The Turkish Firm has a dedicated customer service base that is far higher than the in-house department of ABC Tech, but it is pertinent to note that the Turkish firm’s customer service resources are distributed between other outsourcing organisations, similar to ABC Tech.
	Current Infrastructure
	Outsourcing Quote

	Customer support experts x 50
£40,000 annually
Customer support managers x 2
£50,000 annually
	Fixed cost
£1,500,000 annually
All personnel and equipment cost included

	Equipment maintenance and acquirement
Personal Computers x 25
£700 annually
	

	Miscellaneous costs (ink, paper, stationary)
£0.50 per ticket
	Miscellaneous costs (ink, paper, stationary)
£0.25 per ticket



The figure below provides a brief cost comparison of both proposals. As indicated, the Turkish proposal is far cheaper. However, it is important to note that there are certain performance and quality-related risks involved with an outsourcing decision, which will be explored further in this report.


[bookmark: _Toc29264168]My Experience
I have had some experience with managing customer support services, including work in an organisation that both had an outsourced function, and an in-house function. The in-house function had the secondary role of supporting the outsourced function with the provision of in-house knowledge and support to help them quickly resolve customer complaints. I think my experience in this problem dilemma was that an outsourced department was too frustrating to work with; the people in the outsourced department had almost no relevant experience of providing support to our customers, who required specific and personalised solutions.
This meant that the secondary function was working just as hard, with the primary function being an overlay, or the middleman, between us in providing appropriate customer support. The same outsourced function was also unresponsive as agents were often switched to work with other clients, leaving us to constantly provide fresh input to new agents. In this perspective, my experience of an organisation facing financial problems and using the problem-solving perspective of outsourcing the support function is a negative one. However, this paper will introduce a more qualified, literary perspective to this problem.
[bookmark: _Toc29264169]Theory
[bookmark: _Toc29264170]Outsourcing and Problem Solving
A prominent theory in operations management, financial cost-cutting, and the problem-solving literary niches is the outsourcing theory. Outsourcing is defined as the export of organisational functions to other, dedicated organisations who complete their responsibilities for a fee (Peslak, 2011). The scope of outsourcing in the modern business climate is wide range; organisations outsource specific projects or functions that are considered secondary in their dominant operations, either to save costs, or when it is determined that in-house resources are not sufficient or appropriately skilled to undertake a project, requiring the project to be outsourced to a more skilled external entity (Solli-Sæther & Gottschalk, 2009).
In the problem-solving context, outsourcing provides a conduit for troubled organisations, either financially or logistically, to gain a potential competitive advantage by distributing or entirely moving a functional workload to a specialised organisation that can often complete those functional duties for a lesser cost (or with a better performance, etc.) (Peslak, 2011). It is noted in studies that in some cases, outsourcing can help organisations deliver an exceptional cost-saving performance, which allows them to invest more in improving business performance, particularly when secondary functions are outsourced to external organisations, i.e. customer support. 
However, there are some notable concerns and dilemmas from this theory as well that requires problem-solving attention, particularly in regard to determining if whether outsourcing is operationally the correct decision for the organisation (Ahmed, Hertel, & Walmsley, 2011; Fontenay & Gans, 2008). The dominant concern is the loss of control; outsourced organisations have their own operating culture and policies, which means that the base organisation will no longer possess executive control over how the function behaves. There is also the concern of losing performance, which has implications on its own (i.e. lower quality of production, lower quality of customer support interactions), which in the long-term might prove to be detrimental to the long-term operations of the base organisation.
In opposition to this perspective, it is observed in studies that outsourcing does not make a significant negative impact on the performance of a business, particularly if the outsourced organisation is effectively managed (Clegg, Burdon, & Nikolova, 2016). This demonstrates that the outsourcing theory is a controversial and highly debated topic in the academic literature; some academics support that it can introduce financial benefits without loss of performance, whilst others argue that it is a risky procedure that does not provide justifiable benefits. This means that implementation of this theory can produce wide-ranging results, as some organisations have benefitted from outsourcing, whilst others have suffered setback in their performance and value chain as an implication of poor work rendered by outsourced organisation (Bhagwati, Panagariya, & Srinivasan, 2004).
In this perspective, decision-making theories have to be utilised to justify a potential outsourcing decision. The next section will explore two different decision-making theories that can potentially be utilised to make the correct decision for the explored problem.
[bookmark: _Toc29264171]Decision Making
There are several decision-making theories and frameworks that be utilised to explore the best outcome decision on the described scenario. This report will explore two prominent decision-making techniques; content. This report will combine both of these techniques to create a unified, decision-making model that uses credible information and data (based on established studies) to reach a conclusive decision on if whether the detailed outsourcing scenario should happen or not.
[bookmark: _Toc29264172]Normative Rational Problem-Solving
The normative view to problem-solving is to seek out established precedence and credible information for solutions to the identified problems. As the identified problem is to determine the core implications that the organisation will face in terms of quality control and performance from the outsourcing, it might be worthwhile to utilise a literature review method to explore academic evidence and theories (Saeed, 2018). The technique to be utilised in this report is to engage credible academic evidence that will aid in judging the best of two possible outcomes. To aid in this model, this report will also explore a core concept in operations management.
Key Performance Indicators is a prominent construct in operations management that are also used as conduits for decision-making (Lavy, Garcia, Scinto, & Dixit, 2014). The concept of these indicators is to develop either a qualitative or quantitative profile of how the company is performing (and how the company might perform in a given circumstance).
[bookmark: _Toc29264173]Weighted Matrix
A further subcomponent of the normative view is that potential alternatives are assigned numerical values based on their expressed qualities, to develop a credible and fair decision that keeps in mind the advantages and disadvantages of the solution sought. This is also expressed as a weighted matrix model; a quantitative model that is used to justify different alternative of solutions to determine the best-outcome solution for the scenario.
Combining these two models, this report will develop a profile of prominent performance indicators, as explored in academic studies and applied in practice by successful business organisations, and then apply these indicators in a weighted matrix model to compare the performance of both the outsourced and the in-house functions. The results from this comparison will then be used as a basis for decision-making.
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[bookmark: _Toc29264175]Performance Measures
[bookmark: _Toc29264176]Cost of Service
As explored earlier in this report, there is a significant cost differentiation between the in-house department and the Turkish proposal. From a business perspective, it is pertinent to acknowledge that high operating costs, particularly if not essential, reflects poor business management skills because the organisation is not generating value to its stakeholders to its fullest potential. In this perspective, adoption of the Turkish firm proposal might be the best way forward, where cost management is concerned.
An in-house department is more expensive to maintain and scale. However, at the same time, it is pertinent to note that having an in-house function allows the organisation to retain a higher service quality relative to the cost, as the function is more personalised to the solutions that customers require (Wuyts, Rindfleisch, & Citrin, 2015). Therefore, it is often theorised in studies that organisations with poor customer service (or even a moderate one, compared to a rival with an excellent support function) are likely to lose customers as they will switch to a service that provides them a better value. In a cost perspective, whilst the Turkish firm is able to deliver a cheaper function, it is not guaranteed that their service will be able to excel the specialisation of an in-house function, which would end up as a heavy opportunity cost for the organisation as it will lose prospect income to competitors (Raassens, Wuyts, Wuyts, & Geyskens, 2014).
[bookmark: _Toc29264177]Speed of First Response
The time customers spend after clicking the Live Chat button, to the point it takes a customer service agent to formally enter the chat, can be quantified as the speed of response time. This can be averaged to learn more about the overall departmental performance. A core part of rendering effective customer service is to be able to ensure that is a continuous supply of supply and support services (i.e., qualified agents, calling lines), with the performance intention to deliver support requests in the least amount of time, with the least possible delays (Raassens, Wuyts, Wuyts, & Geyskens, 2014).
The concept behind a speedy customer service is that customers expect their interaction with the support staff to begin quickly, as they are taking out unplanned time from their schedule to obtain the required support. It is observed that the longer that a customer waits, the most frustrated and dissatisfied with the company they are likely to be (Anand, Paç, & Veeraraghavan, 2011). This makes speediness of the response to be a core performance indicator; the Turkish firm would need to demonstrate that they have the required support infrastructure to deliver responses at the least equal or faster than the in-house department.
[bookmark: _Toc29264178]Customer Feedback
Customers can be asked at the conclusion of their interaction to rank the quality of support they received (i.e. one to ten). Sub-attributes can include mannerisms, quickness of response, quality of support, and other similar categories. These can be averaged over a large sample to understand current performance trends. The quality of the service they received is obtained through feedback; asking customers about their feedback is a source of critical insight into the relative performance of the support service. If customer feedback towards the service in poor in any of the sub-categories (as observed above), this indicates a need for reformation on that specific operational element.
In this perspective, both the feedback performance of both departments would need to be compared; the Turkish firm has to deliver at least equal, if not better, feedback score from customers. From a practical perspective, however, it is notable that outsourced customer service departments often do not have the same extent of specialisation in the issues of one specific organisation, as is found in an in-house support function (Raaij & Pruyn, 1998). This is because outsourced departments are responsible for managing customer support services of many different organisations at once, so they are not properly equipped to deliver very specific support services that might resolve customers’ support request in a single interaction, thus allowing the in-house department to deliver a better performance (Raaij & Pruyn, 1998).
[bookmark: _Toc29264179]Ticket Backlog
The backlog of tickets is another performance indicator; a customer support service that is unable to resolve standing customer complaints (i.e. tickets) will start to develop a backlog which will have diminishing implications for the speed of ticket resolution, as new tickets will take longer to respond to. In this perspective, the efficiency and rate of ticket resolution is another core performance indicator. If the backlog is minimal, or the function is able to maintain an equilibrium of incoming and resolved support tickets, the performance is satisfactory (Raassens, Wuyts, Wuyts, & Geyskens, 2014).
In this sphere, the Turkish Firm would need to demonstrate that it is able to resolve tickets in an efficient manner. In application, the in-house department is more experienced and skilled in resolving complaints and tickets in a time-efficient manner, whereas the outsourced function will likely take a long time to reach an appropriate level of performance in resolving complaints as quickly as possible, whilst also maintaining a stronger service quality. This stance is concerning because the in-house department has accrued its knowledge on problem-solving and customer service through years of dedicated learning, a resource that a new function will not be able to immediately replicate.
[bookmark: _Toc29264180]Rate and Time of Resolution
The chronological duration it takes to complete a ticket, from its inception to the point it is marked as resolved, can also be measured to determine how quick the department is in resolving functions, without prejudice to quick and complex tickets. This quantified performance would reflect on the overall skill and expertise of the function. Furthermore, another potential indicator is the rate of tickets that are resolved, abandoned, or missed by the customer support. From a theoretical perspective, every support interaction at the support function should be marked as resolved. However, often due to customer frustration or unavailability of services, tickets can go unresolved (Mihm, 2011; Preez & Bendixen, 2019). 
Therefore, determining how many customers have had their complaints and tickets resolved at an interaction is important to determine the rate of first-interaction solutions. This benchmark measures how many interactions and support tickets concluded with the customer indicating their problem has been solved. This can be measured by a simple button that customers can press after closing the chat to indicate if their problem has been solved or not (or alternate as a call). This measure can be quantified and expressed as a percentage of the total.
[bookmark: _Toc29264181]Weighted Matrix Model
The following table presents the weighted matrix for the problem-solving perspective of this report. The objective of this matrix is to assign points to every performance indicator, and then to score how each of the alternative solutions to the highlighted problem (the in-house and outsourced customer support functions) score against each other. The final points for each source (points allotted based on the discussion in the respective performance indicator subsections) allows for a decision-making perspective on which solution to apply to the problem.
	
	Value
	Insource
	Outsource

	Cost
	3
	1
	3
	4
	12

	Speed
	4
	4
	16
	3
	12

	Feedback
	5
	5
	25
	4
	20

	Resolution Time
	2
	4
	8
	3
	6

	Resolution Rate
	1
	4
	4
	2
	2

	
	
	56
	
	52



As per the scores achieved, it is evident that the outsourced function has advantage on the cost. However, from a quality perspective, the outsourced function is in doubt for its capacity to deliver the same level of performance as the in-house function, simply on the merit that the in-house staff in more skilled and specialised to the specific issues faced by the customers of ABC Tech. The outsourced staff, however, will be trained to handle the operations of many different organisations and thus their service might take longer and might not be as specialised, which poses a threat to organisational performance of the ABC Tech.
The prospect of losing customer satisfaction and market perception is a risk associated with outsourcing – ABC Tech will no longer have control over its customer support service. The service might arguably not be as speedy nor the feedback might be the same, as evidenced by practical evidence. Extrapolating that perspective, it is therefore arguable that ABC Tech’s customer relations might suffer from being outsourced, while operating costs will go down. 
[bookmark: _Toc29264182]Controlling
This subsection elaborates on the different controls that can be used for performance management to measure the skill and proficiency of the customer support function. In the problem-solving perspective, as the core issue to be explored in this paper is the viability of the support function, it is recommendable that ABC Tech should implement these policy controls to measure the performance of its customer support function relative to the performance of the Turkish firm. All of these controls can be quantified, and therefore display the practical parity of performance, if there is any between both alternatives. Post-selection, the same controls can also be used to evaluate the efficacy of the selected function as a continual operations management strategy.
Speed: The response time for an agent to respond to a customer interaction, from when the customer starts the interaction (i.e. call, opening ticket, live chat button) to the time it takes for an agent to make the first response, can be quantified as a performance indicator. Averaged, this indicator can reflect on the performance of the entire department.
Feedback: A feedback notation can be provided at the end of an interaction in which customers are asked to provide feedback of their overall performance. This can include asking for feedback on speediness, mannerism, quality, professionalism, expertise and other facets of the agent’s performance that the customer perceived. Averaged, this indicator can reflect on the performance of the entire department.
Resolution Time: The chronological duration it takes to complete a ticket, from its inception to the point it is marked as resolved, can also be measured to determine how quick the department is in resolving functions, without prejudice to quick and complex tickets. This quantified performance would reflect on the overall skill and expertise of the function.
Resolution Rate: An ideal performance indicator in the customer service sphere is that customer complaints are resolved on the first interaction. If customers identify at the end of their interaction that their complaint has been resolved, this performance can be quantified and expressed as a percent of the total interactions received by the function.
[bookmark: _Toc29264183]Conclusion
As explored in this report, cost is not the sole determinant of operational decisions and problem-solving. Although it would be cheaper to use the Turkish firm customer support function to drive down operating cost and free running capital for ABC Tech, the potential implications of this move would come in the form of reduced customer satisfaction with ABC Tech, which could lead to a poorer market perception, lost customers, dissatisfied customers, and other negative implications all of which can strain ABC Tech’s market performance in an already depressed market.
The purpose of this report was to explore a problem-solving perspective to the financial and operational dilemma at ABC Tech on if whether the organisation should outsource its customer support function. Based on the evidence and arguments presented, and the decision-making model adopted, it is recommended that ABC Tech should not adopt the Turkish proposal, and instead attempt to bear the costs in a sluggish market, as the risk towards customer relationship management might be too high. This recommendation should contribute to solving the problem facing ABC Tech.
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Cost Comparison
Personnel Costs	In-House Function	Turkish Firm Proposal	2100000	0	Fixed Costs	In-House Function	Turkish Firm Proposal	0	1500000	Equipment Costs	In-House Function	Turkish Firm Proposal	17500	0	Variable Costs	In-House Function	Turkish Firm Proposal	250000	125000	
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