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This paper discusses the reasons that drive organizations to interrupt outsourcing, reverse their previous decision, and then reintegrate
activities formerly delegated to providers. Contractual approaches, mainly derived from Transaction Costs Economics, offer some plau-
sible explanations for reintegration originating from outsourcing failure. These explanations are mainly related to asset specificity, poor
contractual design, and deficient monitoring. The study of a real case of outsourcing interruption in industrial maintenance illustrates
these different factors. However, some other determinants might complement the contractual and strategic background, namely band-
wagon behavior and institutional pressure exerted by external actors. Finally, we propose an integrative framework that combines micro-
and macro- levels of organizational analysis. We argue that some existing complementarities between the different theories we use here
can shed some light on real organizational problems. Besides the implications for theory, our work can help managers to understand the
dynamics of organizational boundaries, thus allowing them to make better choices in both outsourcing and reintegration decisions.
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“Kellwood’s multimillion dollar IT outsourcing deal with EDS served it well for many years. But after significant organiza-
tional changes and intense investigation of the 13-year deal, it became clear that insourcing was the best way for the apparel
maker to save money moving forward.”!

Introduction

Reintegration of activities that were outsourced before costs companies and results in significant organizational
difficulties.

After years of outsourcing corporate processes and operational functions, many factors have now led to a rethink and the
reincorporation of previously outsourced processes. One of the biggest dilemmas involved in an outsourcing initiative is how
to mitigate the risk of failure. Why has outsourcing traditionally failed? In general, both clients (those who purchase out-
sourced services) and providers (those who perform the service) face threats and drawbacks, a) parting without having
achieved their objectives; b) encountering difficulties that result in contract renegotiation (or even remediation); c) pre-
maturely ending their arrangement; or d) changing their initial objectives.

Naturally, decisions concerning organizational boundaries occupy significant room on the agenda of company executives
in charge of strategy, IT, logistics, or management operations (Mol and Kotabe, 2011). Some companies also combine internal
provision with outsourcing to external suppliers (Parmigiani, 2007) and take advantage of comparing between different
modes of organization.

However, although outsourcing may bring several benefits to organizations, empirical evidence shows that there are some
cases of reintegration. Despite there being well-known cases of outsourcing interruption?, academic literature focusing on
reintegration is scant, probably because companies hardly ever report unsuccessful stories (Barthélemy, 2003). Nevertheless,
what is reintegration? Three main features dominate. In our context, reintegration in short refers to, first, a reversal of a
former strategic decision. Second, it assumes the breaking of a contract with a provider. Finally, it involves the rehabilitation of
the activity within the client company. Therefore, reintegration represents a shift in organizational company strategy that

1 ClIO, February 18, 2010 - http://www.cio.com/article/549463/Company_Saves_Millions_By_Ending_IT_Outsourcing_Deal.
2 Such as the reintegration of maintenance functions taken by rail companies in the United Kingdom (Mclvor, 2005) and J.P. Morgan’s decision to perform
IT functions that it had previously outsourced (King, 2005).
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