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Abstract 
In response to a lack of research, this paper explores the type of reasoning that companies use to structure their complex 
outsourcing decision and the procedures for producing relevant accounting information. Analyzing two manufacturing 
companies, we uncover two methods for structuring the outsourcing decision-making process and for determining 
relevant accounting information: an analytical method and an actor-based method rooted in pragmatic constructivism. 
The two cases show that both strategy and management accounting play an interrelated, crucial role in the decision to 
outsource. The article adds to the academic literature on calculative decision theory by accentuating the notion of 
‘practice’ rational decision-making, where managers have to integrate sensing and reasoning into practical affairs. In 
practice, the results provide extensions to the management accounting toolkit since these cases can serve as inspiration 
for structuring the outsourcing decision-making process in similar situations. 
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Background

• Outsourcing decision-making
– Practical significance – lack of academic research

• Decision theory - intelligent human being(s) (March 1978)
– Calculated rationality

• Making calculations of the consequences of actions for objective
• Acting sensibly to achieve objectives 

– Systemic rationality 

• Research stream on calculated rationality 
– Rational choice
– Bounded rationality

• The individual solving simple, well-defined calculative tasks
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Focus of the paper 

– Organizational reasoning into complex practical affairs

– Outsourcing decision-making
• The encompassing decision process that shapes the company’s entire 

supply chain configuration for a given product and determines whether 
the individual parts are to be kept in-house or contracted out

– Not ‘pure’ rational decision-making models, but ‘practice’ rational 
decision-making models guiding organizational action

 
 

Methodology

• Case study
– Two case companies
– Semi-structured
– Coding

• Conceptual framework
– Method

• Methodic and methodical procedure
– Methodological approach

• Ontology and epistemology
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Theoretical core research question

• Which type of methodological approaches for creating business 
knowledge do companies draw upon to structure their strategic 
outsourcing decision-making problem and to produce and use 
accounting information as a basis for their decisions? 

• Reflections on the rationale
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Methods

• Analytical method
– Objective world “out there” that can be explained by the sum of its parts
– Method: One-way step-by-step analytical knowledge accumulation process
– Methodical procedures: Quantitative techniques 

• Actor-based method rooted in pragmatic constructivism
– The human actors construct the relationship to the world  
– Construct causality – integration of the four dimensions of reality
– Methodic approach

• Numerous iterative stages of problematization, diagnostics and conceptual 
development – a reflective process that moves insight toward an 
increasingly higher diagnostical certainty 

• Social integration processes: Subjectification, externalization, and 
objectification 

– Methodical procedures
• Dialogical interaction and reflections 
• Systematic observations of facts
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SWE

•Strategic task

–Develops, manufactures, and sells mechanical and 
electronic components to be used in several 
industries around the world.

–Clean-up process and focus on core competences

–Outsourcing decision-making a part of the process
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Value creating processes
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SWE

• Method drawing on an analytical approach
• Methods

– External view 
• The most important customers
• Examination of their needs – value propositions

– In-house view
• Critical analysis of the present supply chain configurations

– Processes including value creating features for the value propositions 
– Supplier market: Firm-specific activities vs. generic activities 
– Make-or-buy analysis of generic activities

» Cost of goods sold if the activity is kept in-house vs. outsourced 
» Cost of being flexible

» Qualitative assessment of the loss/gain in technology, 
competences etc.

» Likert scale scoring system 
» Risk assessment

• The managers do not actively contribute to the production of information
• Information is brought to the table and one definitive decision on the supply 

chain configuration is made. 
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DEN

•Strategic task 
–Core value of making life easier for people with a 
particular illness

–Construction of profitable and functioning products within 
core competences

–Matching the set of core competences with the perceived 
expectations of the market constrains the product 
possibilities and thereby the scope of supply chains that 
are constructible
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Value proposition
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Dialogue and confrontation
• To evaluate the business impact of the product, it is important that you -

already in the early phase of concept development - prepare a business 
case that tells you: Marketing says that we can sell so and so much, and 
we have calculated these costs and investment estimates. In total, this 
gives us a profit of this [amount] if we launch the product, which is then 
compared to an "as is" situation that describes the business impact if we do 
not undertake this project (key employee in Global Operations).

• That is, they [statisticians and market modeling experts] would say: You 
[Global Marketing] have estimated that England can have an uptake of the 
product equal to this. If we consider the launch of earlier products with 
similar characteristics, we can see that we usually have an uptake that 
looks different. Why is it that this product can have a greater uptake – do 
you consider this to be realistic? Hence, Marketing needs to investigate this 
and explain why precisely this product will have a better uptake than the 
last three products launched within the same area (key employee in Global 
Operations).

• Budget and actual – performance pay.
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DEN

• The IVS funnel 
– Organize and shape the construction of some factual possible products 

that fulfill the core values of the company
– Outsourcing decision is an integrated part of the development process

– Actor-based methodology structured the search procedure
• The decision-makers are actively engaged in the information 

production
• The individual’s knowledge and understanding (subjectification) and 

human interaction (externalization) play important roles in the 
information production (objectification); 

• Ongoing learning – the time frame allows the supply chain 
configuration to be determined step-wise as information is repeatedly 
updated and reflected upon

– Dialogue, reflection and factual observations
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Conclusion

• Two methods 
– Drawing on two different methodological approaches supported the 

outsourcing decision making in the two companies
– Both seem appropriate given the specific circumstances

• An analytical method supported the cleaning up process 
• An actor-based method rooted in pragmatic constructivism 

supported the proactive use of outsourcing in relation to product 
innovations

• Both about construct causality – pragmatic constructivism?
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Take aways
• Can serve as inspiration for practitioners

– The methods are extensions to the management accounting and strategy 
toolkit

– Can serve the purpose of construct causality under the right circumstances  
– Adaption of method

• Adds to the contemporary management accounting research
Extension to the calculated rational choice model

• Not ‘pure’ rational decision making models, but ‘practice’ rational 
decision making models to guide the organizational action 

• The strategy frames the decision task environment 
• Different methods for framing and analyzing problem space

– Systemic rationality vs. calculated rational choice 

• Further research

23.02.2014 Fornavn Etternavn, navn@nhh.no 15
 

 
  



68  L.B. Nielsen and H. Nørreklit 
 Proceedings of Pragmatic Constructivism (2012) Vol. 2, No. 2, 59-69 
 

References 
Allais, M. 1953. Le comportement de l'homme rationnel devant le risque: critique des postulats et axiomes de l'école 

américaine. Econometrica, 21(4): 503-546. 
Arbnor, I., & Bjerke, B. 2008. Methodology for Creating Business Knowledge. Thousand Oaks, CA: Sage. 
Barney, J. 1991. Firm resources and sustained competitive advantage. Journal of Management, 17(1): 99-120. 
Barthélemy, J. 2001. The hidden costs of IT outsourcing. Sloan Management Review, 42(3): 60-69. 
Bettis, R. A., Bradley, S. P., & Hamel, G. 1992. Outsourcing and industrial decline. Academy of Management 

Executive, 6(1): 7-22. 
Brown, R. 2004. Consideration of the origin of Herbert Simon's theory of “satisficing” (1933-1947). Management 

Decision, 42(10): 1240-1256. 
Bryce, D. J., & Useem, M. 1998. The impact of corporate outsourcing on company value. European Management 

Journal, 16(6): 635-643. 
Cummings, L. L. 1981. A framework for decision alanysis and critique. In G. R. Ungson, & D. N. Braunstein (Eds.), 

Decision Making: An Interdisciplinary Inquiry: 298-308. Boston, MA: Kent. 
Cyert, R., & March, J. 1963. A Behavioral Theory of the Firm. NJ: Prentice-Hall: Englewood Cliffs. 
Dane, E., & Pratt, M. G. 2007. Exploring intuition and its role in managerial decision making. Academy of 

Management Review, 32(1): 33-54. 
Demski, J. 1980. Information Analysis. Boston, MA: Addison-Wesley. 
Fill, C., & Visser, E. 2000. The outsourcing dilemma: a composite approach to the make or buy decision. Management 

Decision, 38(1): 43-50. 
Gove, K. 2009. Outsourcing in Denmark - Across Four Industries: IT, Finance, Manufacturing, and 

Pharma/Biotech. Copenhagen: Trellis. 
Hall, M. 2010. Accounting information and managerial work. Accounting, Organizations and Society, 35(3): 301-315. 
Hill, C. W. L., & Jones, G. R. 2001. Strategic Management: An Integrated Approach (5th ed.). New Yor, NY: 

Houghton Mifflin Company. 
Ho-Lanng, K. F. 2009. Sæt outsourcing i angrebet, available at www.computerworld.dk,  accessed 1 Jan 2009. 
Horton, J., Macve, R., & Struyven, G. 2004. Qualitative research: experiences in using semi-structured interviews. In C. 

Humphrey, & B. H. Lee (Eds.), The Real Life Guide to Accounting Research: A Behind-the-scenes View of 
Using Qualitative Research Methods. Amsterdam: Elsevier. 

Hätönen, J., & Eriksson, T. 2009. 30+ years of research and practice of outsourcing–Exploring the past and anticipating 
the future. Journal of International Management, 15(2): 142-155. 

Kahneman, I. S., P., & Tversky, A. 1982. Judgment under Uncertainty: Heuristics and Biases. Cambridge: 
Cambridge University Press. 

Kant, I. 1787. Critique of Pure Reason (Kritik der reinen Vernunft). Translated and edited by P. Guyer, 1998. 
Cambridge: Cambridge University Press. 

Kant, I. 1788. Critique of Practical Reason (Kritik der praktischen Vernunft). Translated and edited by M. Gregor, 
with an Introducton by A. Reath, 1997. Cambridge: Cambridge University Press. 

Keen, P. G. W., & Morton, M. S. S. 1978. Decision Support Systems: An Organizational Perspective. MA. Boston, 
MA: Addison-Wesley. 

Kleindorfer, P. R., Kunreuther, H. C., & Schoemaker, P. J. H. 1993. Decision Sciences: An Integrative Perspective. 
New York, NY: Cambridge University Press. 

Lamminmaki, D. 2008. Accounting and the management of outsourcing: An empirical study in the hotel industry. 
Management Accounting Research, 19(2): 163-181. 

Langfield-Smith, K., & Smith, D. 2003. Management control systems and trust in outsourcing relationships. 
Management Accounting Research, 14(3): 281-307. 

Leibenstein, H. 1976. Beyond Economic Man. Boston, MA: Harvard University Press. 
Lewin, A. Y., & Peeters, C. 2006. Offshoring Work: Business Hype or the Onset of Fundamental Transformation? 

Long Range Planning, 39(3): 221-239. 
Llewellyn, S. 1992. The role of case study methods in management accounting research: a comment. The British 

Accounting Review, 24(1): 17-31. 
March, J. G. 1978. Bounded Rationality, Ambiguity, and the Engineering of Choice. The Bell Journal of Economics, 

9(2): 587-608. 
March, J. G. 1987. Ambiguity and accounting: the elusive link between information and decision making. Accounting, 

Organizations and Society, 12(2): 153-168. 
March, J. G., & Simon, H. A. 1958. Organizations. New York, NY: Wiley & Sons. 
McIvor, R. 2005. The Outsourcing Process: Strategies for Evaluation and Management. Cambridge, MA: Cambridge 

University Press. 



 L.B. Nielsen and H. Nørreklit 69 
 Proceedings of Pragmatic Constructivism (2012) Vol. 2, No. 2, 59-69  

 

Monahan, S., Bossche, P. V. D., & Tamayo, F. 2010. Make vs. Buy Revisited: Reassessing Your Company's 
Manufacturing Strategy. Chicago, IL: A. T. Kearney. 

Nicholson, B., Jones, J., & Espenlaub, S. 2006. Transaction costs and control of outsourced accounting: Case evidence 
from India. Management Accounting Research, 17(3): 238-258. 

Nørreklit, H., Nørreklit, L., & Mitchell, F. 2007. Theoretical conditions for validity in accounting performance 
measurement. In A. Neely (Ed.), Business Performance Measurement: Unifying Theory and Integrating 
Practice: 179-217. New York, NY: Cambridge University Press. 

Nørreklit, H., Nørreklit, L., & Mitchell, F. 2010. Towards a paradigmatic foundation for accounting practice. 
Accounting, Auditing & Accountability Journal, 23(6): 733-758. 

Nørreklit, H., Nørreklit, L., Mitchell, F., & Bjørnenak, T. 2012. The rise of the balanced scorecard! Relevance 
regained? Journal of Accounting & Organizational Change, 8(4): 490-510. 

Payne, J. W. 1997. The scarecrow’s search: A cognitive psychologist's perspective on organizational decision making. 
In Z. Shapira (Ed.), Organizational Decision Making: 353-374. Cambridge: Cambridge University Press. 

Peters, T. J., & Waterman, R. H. 1982. In Search of Excellence: Lessons from America's Best-Run Companies. New 
York, NY: Harper & Row. 

Pondy, L. 1982. On real decisions. In G. R. Ungson, & D. N. Braunstein (Eds.), Decision Making: An 
Interdisciplinary Inquiry: 309-311. Boston, MA: Kent. 

Porter, M. E. 1980. Competitive Strategy. New York, NY: Free Press. 
Prahalad, C., & Hamel, G. 1990. The core competence of the corporation. Harvard Business Review: 235-256. 
Quinn, J. B. 2000. Outsourcing innovation: the new engine of growth. Sloan Management Review, 41(4): 13-28. 
Sartorius, K., & Kirsten, J. 2005. The boundaries of the firm: why do sugar producers outsource sugarcane production? 

Management Accounting Research, 16(1): 81-99. 
Savage, K. J. 1954. Foundations of Statistics. New York, NY: Wiley. 
Seal, W., Cullen, J., Dunlop, A., Berry, T., & Ahmed, M. 1999. Enacting a European supply chain: a case study on the 

role of management accounting. Management Accounting Research, 10(3): 303-322. 
Selto, F. H., & Widener, S. K. 1999. Management control systems and boundaries of the firm: why do firms outsource 

internal auditing activities? Journal of Management Accounting Research(11): 45-73. 
Simon, H. A. 1955. A behavioral model of rational choice. The Quarterly Journal of Economics, 69(1): 99-118. 
Simon, H. A. 1956. Rational choice and the structure of the environment. Psychological Review, 63(2): 129-138. 
Simon, H. A. 1959. Theories of decision-making in economics and behavioral science. American Economic Review, 

49(3): 253-283. 
Simon, H. A. 1976. Administrative Behavior (3rd ed.). New York, NY: The Free Press. 
Simon, H. A. 1977. The New Science of Management Decision. Upper Saddle River, NJ: Prentice-Hall. 
Simon, H. A., Danzig, G. B., Hogarth, R., Plott, C. R., Raiffa, H., Schelling, T. C., Shepsle, K. A., Thaler, R., Tversky, 

A., & Winter, S. 1986. Report of the research briefing panel on decision making and problem solving. In NAP 
(Ed.), Research Briefings: 17-33. Washington, DC: National Academy Press. 

Simon, H. A., & Newell, A. 1971. Human problem solving: the state of the theory in 1970. American Psychologist, 
26(2): 146-159. 

Sprague, R. H., & Carlson, E. 1982. Building Effective Decision Support Systems. Upper Saddle River, NJ: Prentice-
Hall. 

Strauss, A. I., & Corbin, J. 1990. Basics of qualitative research. Grounded theory Procedures and Techniques. 
London: Sage Publications, Inc. 

Thompson, J. D. 1967. Organizations in Action. New York, NY: McGraw-Hill. 
Thrane, S., & Hald, K. S. 2006. The emergence of boundaries and accounting in supply fields: the dynamics of 

integration and fragmentation. Management Accounting Research, 17(3): 288-314. 
Tomkins, C. 2001. Interdependencies, trust and information in relationships, alliances and networks. Accounting, 

Organizations and Society, 26(2): 161-191. 
Van der Meer-Kooistra, J., & Vosselman, E. G. 2000. Management control of interfirm transactional relationships: the 

case of industrial renovation and maintenance. Accounting, Organizations and Society, 25(1): 51-77. 
Weiss, K. 2010. Alt kan outsources. Erhvervs Bladet: http://www.erhvervsbladet.dk/vaekstmaskinen/alt-kan-

outsources. 
Yin, R. K. 2009. Case Study Research: Design and Methods (4th ed.). Thousand Oaks, CA: Sage. 
 




