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Abstract

With massive trends affecting the manner in which legal services are delivered and will
frame the way In-house legal departments consider the make-or-buy decision. This study
explored the make-or-buy decision considering a comprehensive academic framework,
utilising Transaction Cost economics, Neoclassical economics and Capabilities
economics to determine the economic drivers of a concurrent sourcing choice where In-

house legal departments both make-and-buy legal services

Mixed methodology research included 12 in-depth interviews with Chief Legal
Officers/Head of Legal or Head of legal function for qualitative purposes and a
questionnaire distributed to all 486 members of the Corporate Counsel Association of
South resulting in 32 valid responses, to triangulate and validate the qualitative results.
Both interview schedule and the questionnaire were adapted from Parmigiani’s (2007)

concurrent sourcing academic framework.

From the results of interviews, an inherent complexity arose in the distinction between
generalised and specialised legal services. The results demonstrated support for the
Neoclassical and Capabilities economics, through economies of scale and scope and
firm and supplier expertise, over Transaction Cost economics considerations.
Institutional knowledge and the mitigation of legal risk were two exogenous factors that

arose and which influence the make-or-buy decision for In-house legal departments.

This offered a composite interpretation to develop a decision tree model to be considered
by In-house legal departments in the make-or-buy decision. The model assists In-house
legal departments to consider the choice of legal services provider depending on the
type of services required, be that generalised or specialised/Internal or External legal
services, resulting in value-adding legal services delivery that helps to deliver the

organisations overall goals and objectives.
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1. CHAPTER 1: INTRODUCTION TO RESEARCH
PROBLEM

1.1. Introduction

The rise of the In-house legal department as an important strategic partner in any
organisation has increased the scope and influence of the legal function. The days of
relative autonomy within the organisations is over and organisations want to know: how
does the legal department add value to meet the goals and objectives of the
organisation? How can legal be a proactive partner to business and not just a reactionary

support function?

This research aimed to explore the concurrent sourcing model as an alternative option
to the traditional make-or-buy decision and rather consider the make-and-buy decision.
Numerous economic drivers influencing the South African legal industry were considered
and explored in order to shed light on a local industry that has not been academically

considered from an economic standpoint.

With massive global trends influencing the manner in which legal services are delivered,
it is important to understand the current economic drivers as a comprehensive grounding
point for more specific research to be conducted in subsequent studies. The South
African legal industry is less mature than the United States and United Kingdom markets,
which are leading the development and implementation of alternative legal service

delivery models.

As aresult, and in order to frame the problem, the make-or-buy decision facing In-house
legal departments was used to give an appropriate academic basis for the research. The
make-or-buy decision has been subject to extensive research, with varying conclusions.
This research focuses on combining many academic theories under the composite

concurrent sourcing framework.

This research explores how numerous different influences interact in relation to the
make-or-buy decision and aims to provide some conclusive evidence to help In-house

legal departments in their internal production and procurement of legal services.

10
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1.2. Description of the problem

Scores of academics and researchers have attempted to define how organisations
determine their boundaries, a dichotomous decision to either make or buy products and

services.

The make-or-buy decision confronts many In-house legal departments as it offers a
choice between producing a service internally or buying the service externally from an

independent service provider (Moschuris, 2015).

This study will have regard to the concept of concurrent sourcing, as postulated by
Parmigiani, (2007), in terms of which a firm either has backward or partial vertical
integration of a homogenous good, in this case, legal services (Parmigiani, 2007). The
study will focus on In-house legal departments (those departments which form part of a
corporate entity) and will attempt to answer when an In-house legal department will

select to make, buy or concurrently source a service.

It is assumed, that In-house legal departments will adopt a concurrent sourcing
approach, as there are legal impediments to producing all required legal services

internally. This research will attempt to highlight some of these areas.

Three main academic avenues will be explored, to determine the make-or-buy decision
for In-house legal departments. The three academic avenues are that of Transaction
Cost Economics (hereinafter referred to as “TCE”), Neoclassical economics and the
Resource and Knowledge based view (hereinafter referred to as “Capabilities
economics”), which avenues have produced differing results to answer the make-or-buy
decision, however, as per Parmigiani (2007), should be considered in determining the

questions whether to use concurrent sourcing as a plural sourcing model.

1.3. Research background

The In-house legal department is traditionally a support function to the organisation,
assisting the business to function effectively in pursuance of its goals. Even though the
legal department acts as a support function, it produces services in order to fulfil its
obligations, which obligations are used in support of both pre-production and post-

production needs.

11
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Africa’s use of In-house legal services lags behind other jurisdictions such as America
and Europe. An example of this can be seen in Eskom, which only has 24 In-house
counsel, however, relies on outsourced service providers in a panel of 72 external law
firms (Harris, 2014). The role, size and influence within the organisation in the South
African context also seems to be diminished compared to the global context (Wilkins,
2012).

This position may, however, be changing. As pointed out by a Nigerian entertainment
company, companies who want to compete, from large to small companies, are finding
it more cost effective to have an In-house lawyer involved than legal advisors who have
expensive hourly charges (Harris, 2014).

The role of the general counsel/In-house legal department in South Africa and Africa is
different in contrast to the role of the In-house legal department in the United Kingdom
where their role and influence is stronger than compared to five years ago (Ward, 2016).
This aligns with a less mature legal services market in South Africa.

The role of the In-house department is changing. The department is now playing an
increased business advisory role (Walsh, 2016), going beyond providing merely legal
advice to the business (Mintzer, 2016).

In-house legal departments, in this increasing role have grown in size and responsibility
in terms of the legal services that they deliver. In-house departments are often
responsible for driving change in the greater industry as they are primary users of legal
services (M. A. Cohen, 2016). The dual role of the In-house lawyer acts as the bridge
between business and the lawyer and rely on an embedded knowledge of the business

to provide the best advice for the organisation (M. A. Cohen, 2016).

The In-house legal department has a number of governance structures to choose from
in delivering legal services. Either the In-house department can make legal services
(however limited to performing all services), it can buy legal services, or it can both make
and buy legal services. This study focuses on determining the boundaries of the In-
house legal department as to when and how they make, buy or concurrently source legal

services.

In determining the make-or-buy decision, this study will not differentiate between service
providers. Service providers to the In-house legal department cover a range of services
and include the traditional law firm, advocates, alternative legal service providers and

traditional consulting organisations. Any service provider, who fulfils a legal function or

12
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completes a legal process for the organisation and includes the law firm, the legal
process outsourcing provider, the advocate, the collections agent, the labour broker, the

typing service etc., should be regarded as outsourced service providers.

The global, and by extension the South African legal industry is facing a number of
different trends including the rise of technology, alternative service providers and

alternative fee models, which are driving towards efficiency and reduction in costs.

The Law Society of South Africa’s Co-Chairperson, Mr. Richard Scott at the Practice
Management Conference reported that there is a trend for clients to “shop” around for
the best deal or services, which is leaving the law firm in a position, which requires them
to change the way that the law firms are delivering services. He is quoted saying: ‘Gone
are the days where lawyers’ fees were unchallenged ... We need to focus on their needs”
(Kriel, 2015).

Chairperson of Edward Nathan Sonnenberg, Piet Faber has been pointed out saying
that In-house teams are highly capable and are sourced with the best lawyers. This
increased the In-house ability to deal with a broader scope of legal services internally,

including the use of Legal Process Outsourcing as an alternative (Kriel, 2015).

Mr. Faber indicated that the biggest factor which will influence legal services delivery in
the future is technology with artificial intelligence playing a more important role than
before (Kriel, 2015).

Mr. Faber further highlighted the importance to accurately divide work between highly
specialised and commoditised work in order to ensure the best allocation of resources
for the type of work (Kriel, 2015).

There is further a growing pressure on In-house legal departments to add more business
value and increasing efficiencies in the delivery of legal services. Pursuant to that, many
In-house departments are trying to find an appropriate balance of internal and external

support to deliver legal services.

Hamilton’s Legal Sourcing Matrix below demonstrates the high volume/low complexity

sourcing choices available for In-house departments.

13
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Figure 1. Commercial Contracting: Legal Sourcing Matrix

High volume
Qutsource to e
. Build in-house legal
S competenc
e provider P y
Enable business to Qutsource to law
perform {
Low volume
Low High
Risk/Value/Complexity Risk/Value/Complexity

(Hamilton, 2016)

Further In-house departments have been shown to be moving legal spending back In-
house (BTI, 2016). This indicates a trend towards greater levels of internal production of

legal services, as external spend is done at a premium.

Technology and globalisation are important trends that are affecting the manner in which

legal services are being delivered.

Firstly, technology is being applied in areas such as knowledge management systems,
contract lifecycle systems and automated data abstraction technology. Software driven
solutions are gaining popularity overseas where providers are rendering services to their

clients focused on ways to improve efficiency and delivery (Groot, 2014).

However, hurdles, which have lowered adoption rates amongst users, including
resistance from lawyers, high switching costs and concerns around preserving the

profession (Robertson, 2016).

A result of globalisation is the Legal Process Outsourcing (“LPQO”) delivery model in legal
services. These organisations tend to assist in areas where In-house departments are

faced with high volume legal work that is by its nature of lower complexity due to
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repetition (Friedmann, 2012). The general model allows for labour arbitrage to be
leveraged in terms of where services are outsourced and offshored from expensive

jurisdictions to less expensive jurisdictions (Groot, 2014).

As noted, especially in relation to the United States that the legal industry’s biggest
challenge relates to pricing uncertainty. This leads into the greater debate around
uncertainty (Tiano, 2016). The high costs of external legal services have led to the
emergence of alternative legal service providers and technology, which have continued
to develop alternative, efficiency driven low costs solutions as opposed to the traditional
law firm (Tiano, 2016).

The discerning In-house client of today now has more choice as to the ultimate recipients
of legal spend and can attain a more streamlined and efficient operation, without
compromising on quality or increasing the legal risk for the organisation. The role of
technology, changing business and fee models and Legal Process Outsourcing have
further been identified has major trends affecting the South African legal industry
(Wakefield, 2016).

There has been a rise in legal consulting platforms, where highly skilled professionals
have left the “big firm” practice to reduce overheads and fee targets. At the top end of
the market, fees can be as much R6000 per hour in the traditional legal market
(Pickworth, 2013).

Deloitte’s has similar views in its recent report Future Trends in Legal Services, in which
it highlights the role of technology, alternative legal service providers and increased
efficiency requirements as some of the major trends influencing the industry (Deloitte,
2016).

International law firm Ashurst, found that 83% of In-house legal departments are under
scrutiny in relation to efficiency and costs whilst 56% have had budgets reduced in the
last 24 months (Polson, 2016).

In-house departments, in order to improve efficiency, have to look at the performance
metrics used in evaluating the delivery of legal services. Previously, cost was the primary
driver, rather measuring budget as opposed to value (Brown, 2016). Measurements such
as risk mitigation and management, maximising the benefit delivered, protecting
intellectual property, maximising benefits from contracts and minimising consequences

of disputes have been developed to assist in measuring the performance of In-house
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legal departments. A more rounded stakeholder approach has emerged looking at

internal

satisfaction, external satisfaction and other subjective elements (Brown, 2016).

In determining the appropriate definition of legal services, a framework, Figure 2 below,

from Lacity and Wilcocks (2013), which sets out 10 towers of legal services for legal

process outsourcing providers, has been considered to adequately define legal services.

Figure 2: Legal Services Framework

*Legal Advice
t - . — Level 3
N = ) *Legal Action
7] 14 @ w i w (2]
Bt ol Ll S ol R e
> g E E % :n'_':' S | +Drafting
E o w g % a umj E sCommercial Analysis = Level
@ 28] u w o = 0 | +Legal Management 2or3
- _g_:,— 1Yl I W R __.t_._______________:' ______
o - = o o =
= O 5 é = 0 E 5 sLegal Analysis
g '-'_1 n 2 : H s % *Prepare Matters — Level 2
e — [+ = S i o |*Research
- o —
-—_—--L:,-—-—Q—- e~ '—-LI:I-———'E--'-——_— ————————————— Rl -
- = 3 . (2] 3 I~
o < s o *Document Management Level
. —
Non-legal services lor2
B. RESOURCING SERVICES
9. CONSULTING SERVICES
10. BUNDLED SERVICES

(Lacity & Willcocks, 2013)

Seven towers support core legal activities and have been considered to help determine

the nature of legal services, which are delivered by In-house legal departments:

Tower 1: Litigation Services — discovery, document, and case management
services.

Tower 2: Intellectual property services — patents, trademarks, and domain name
services.

Tower 3: Corporate services — mergers and acquisitions, transaction
agreements, and corporate financing services.

Tower 4: Compliance services — regulatory and company policy compliance
services.

Tower 5: Services procurement — contracts, service agreements, and

outsourcing services.
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e Tower 6: Employment services — employment contracts, disputes, immigration
and injury services.

e Tower 7: Property services — purchase, lease, rent, or sale of immovable property
(Lacity & Willcocks, 2013).

For the purposes of this study, the focus will be placed on general legal services that
encompass the seven core service towers, as the framework to identify whether an In-

house legal department will make or buy the services.

Lacity and Wilcock’s (2013) have identified activities which are commonly performed
across all seven core services, which include researching, drafting and managing
documents, preparing matters, performing legal and commercial analyses, providing

legal advice, taking legal action, and managing legal and non-legal services.

Skills allocations and distinctions are determined in order to allocate the correct resource
to these common activities, Level 1 skills, which are administrative in nature and do not
require formal legal training. Level 2 skills (e.g. paralegal), do not require formal legal
training but do require some legal knowledge and context. Level 3 skills (e.g.
technical/fully qualified lawyers) are high value activities that require legal qualifications
to be performed (Lacity & Willcocks, 2013).

Even though the seven core towers have been identified as providing a complete
exposition of the different types if legal services. Legal services for the purposes of this
study will be considered in general encompassing all legal different legal services. The
purpose of exposing the inherent complexity of legal services is to highlight the need for
further study to determine if there are inherent complexity and/or correlation between the

different core service lines in relation to the make-or buy decision.

It has been found that many In-house legal departments are moving work back into the
organisation itself. The main rationale behind this is simply saving money and time. This

a general trend that has been observed in the United States market (BTI, 2016).
The work moving In-house is primarily in the following areas:

o Commercial Litigation

o |P Litigation

e Investigations

e Environmental
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e Real Estate
e Smaller M&A
e Licensing(BTI, 2016).

New legal roles are also developing, where focus is levelled on efficient operations,
budgeting and strategy. Law firms themselves have developed roles such as Chief
Practice Management Officer or Chief Pricing Officer, which look at more effective
delivery and pricing of legal services (Tiano, 2016).

As highlighted above, the trend for In-house departments to deliver more legal services
internally is pushing external service providers to deliver better value. Costs have been
reduced by greater internal production, alternative legal services models and moving
work from large firms to more boutique specialised firms (Friedmann, 2016). Clients
(including the In-house departments) are looking for risk adjusted solutions and

commercial decision making in pursuance of legal matters.

It is important to consider that not all services can be delivered internally, as specific
rules of practice limit the party who is allowed to perform the required services. For
instance, corporate legal departments require outsourced activities on conveyancing and
litigation, in order to comply with legal requirements and rules, which mandate an
attorney to perform such functions. As a result, the study will further attempt to identify
areas where the In-house legal department is compelled to buy legal services and areas

where the choice exists to either make, buy or concurrently source the legal services.

In-house lawyers, who have not been previously admitted as an attorney or advocate
may not be directly admitted as practitioners of the courts and are generally not
considered as part of the practicing legal profession (Transformation of the Legal
Profession,” n.d.). However, corporate legal advisors may remain as non-practicing
members of the attorneys association or bar council to which they have been admitted

to.

Sako et al (2013) found that the use of law firms and alternative legal service providers
is now well-recognised practise in the United States. It was further confirmed that
organisations both make and buy legal services confirming the position of a plural
sourcing mode of sourcing in the delivery of legal services (Sako et al., 2013). The legal

industry, especially in the context of corporate legal services, a hybrid sourcing strategy
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of both producing internal legal services as well as procuring service in the external

market is a long established practice (Sako et al., 2013; Susskind, 2008).

1.4. Scope of research

This study attempts to gain a more profound understanding of the make-or-buy decision
for corporate legal departments through the lens of the Concurrent Sourcing model
developed by Parmigiani (2007). This model brings together previously disparate
economic theories of TCE, Neoclassical Economics and Capabilities economics, in order

to fully ventilate when organisations both make-and-buy.

Essentially this research aims to:

e Explore the economic drivers underlying the make-or-buy and the make-and-buy
decision for In-house legal departments.

e Test the academic applicability of the Concurrent sourcing mode in terms of the
academic framework developed by Parmigiani (2007).

e To ascertain whether asset specificity, volume uncertainty, performance
uncertainty, economies of scale/scope, supplier expertise, firm expertise and
technological uncertainty affect the concurrent sourcing mode of In-house legal
departments in South Africa.

e Exposing any complexities that can arise as a result of the application of
concurrent sourcing to services related spectrum in distinction to the

manufacturing or production areas.

In order to assist in establishing links between the three academic foundations of TCE,
Neoclassical Economics and Capabilities economics the comprehensive approach of
Parmigiani (2007) has been developed after analysing the literature that is presented in
Chapter 2. The model was developed prior to the semi-structured in-depth face-to-face
interviews that were conducted, on the basis of the questions asked to either confirm the
literature or gather new insights to be formed, in order to formulate a thorough
understanding of the concurrent sourcing choice as it applies to services related

industries.

By understanding the type of considerations which are of importance for In-house legal
departments in making the decision to procure services externally or produce same

internally, it will develop not only the understanding of the dominant economics drivers
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in general, but provide a guideline to assist In-house legal departments to better

understand the decisions surrounding concurrent sourcing of legal services.

This research hopes to assist In-house legal departments in highlighting a clear
formulation and framework of how to consider the make-or-buy decision, and how the
In-house legal departments can improve its strategic role in meeting organisational

objectives.

Additionally, this research should provide further insight into the major trends and themes
which are currently at issue in the legal industry, such as the use of technology and
alternative legal service providers and the continued functioning of the traditional

approach to legal services delivery.

The literature review in Chapter 2 focuses on the key themes and issues of TCE,
Neoclassical Economics and Capabilities economics. The Concurrent sourcing mode
emphasises the interconnectedness of the various theories, in order to best explain the

make-and-buy decision as it is presented in the form of concurrent sourcing.

Further quantitative research has been conducted on a closed sample of the In-house
lawyers in attempts to validate the results of the exploratory research, in relation to the

delivery of internal legal services or procuring these services in the external market.

20

© University of Pretoria



ot
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

2. CHAPTER 2: LITERATURE REVIEW

2.1. Introduction

There is little to no applicable academic research and writing on the In-house legal

department’s make-or-buy decision in the South African context.

The main academic theories elevating the make-or-buy decision are rooted in
economics. This research finds its academic basis from economics, but more specifically
the theories of TCE (hereinafter referred to as “TCE”), Neo Classical economics and the
capabilities view. These three theories all propose differing reasoning as to why a firm
would make-or-buy, with TCE furthering the view that the make-or-buy decision rests on
a continuum, whilst neo-classical and capabilities theories postulating a discrete decision
between the two (Parmigiani, 2007).

However, building on the work of Parmigiani (2007), this study will examine the notion of

concurrent sourcing by combining the academic basis highlighted above.

Concurrent Sourcing, as fully discussed below, is a form of dual sourcing by an
organisation. Such hybrid models that have included both make and buy decisions have
been subject to many different studies and have been labelled in different ways. For the
purposes of this research, the term concurrent sourcing should be considered to all
include the previous terminology such as plural, mixed and hybrid sourcing. However,
when reliance is placed on a single author, the terminology used by that author will be

applied to the review.

Concurrent sourcing, as defined by Parmigiani (2007), is the “backward, partial vertical

integration of a homogeneous good (or service) by a single firm” (Parmigiani, 2007).

This research focuses on the delivery of legal services in In-house legal departments.
Legal services can be regarded as homogenous services that are in competition in a
market but which (from the consumer's viewpoint) have little or no differentiation in
terms of features, benefits, or quality and are, therefore, forced to compete on price or
availability (“Homogeneous Goods,” 2016). This accords with Parmigiani (2007) who
focused on a manufactured homogenous product. However, the emphasis of this study

is directed to legal services and not a tangible good.
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Even though legal services, in general, are regarded as a homogenous service, the
distinction highlighted by Lacity and Wilcock’s (2013) in the different towers of legal
services that can be performed must be regarded in terms of the definition of
homogeneity as highlighted above.

Parmigiani (2007) focuses on determining whether concurrent sourcing should be
considered as an independent sourcing approach or a continuous make-or-buy
spectrum. It further appears that Parmigiani (2007) has found support for the separate
sourcing approach, as it is apparent that firms would first make a discrete choice between
producing the good or service internally and then determines the quantity, which would

be internally produced (Lambrecht, Pawlina, & Teixeira, 2013).

Parmigiani’s (2007) approach and constructs have been applied subsequently in both
the private and public sector and provide a comprehensive base on which to ground this
study (Rosenberg Hansen, Mols, & Villadsen, 2011b). This comprehensive foundation
and de jure model will assist an extensive study, which will fully elucidate the drivers and

levers influencing the make-or-buy decision for In-house legal departments.
2.2. Academic sources

2.2.1. The Make-or-Buy Decision

The “make-or-buy” decision has been the subject of much research in economics,
beginning with the classic paper by Coase (Coase, 1937). Coase has primarily identified
that the firm must lower the cost of access to resources but also in the allocation and co-

ordination of those resources (A. Smith, Chanson, & Que, 2013).

Theories of the firm and the vertical boundaries that dictate the make-or-buy decision

view sourcing as a dichotomous choice, which is a choice between either make-or-buy.

A make-or-buy cost analysis has regard to the costs of production in relation to the
transaction costs to procure that service. These transaction costs must include all costs
involved in making the decision to buy the service and includes cost of transacting and

co-ordinating the outsourced service (Moschuris, 2015).

Make-or-buy decisions generally span over a period of time and it is the accumulation of
these decisions that determine the extent to which a firm is vertically integrated (Diaby &
Padillo, 1999).
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In order for firms to be in a position to be able to both make and buy, as per Parmigiani
(2007) organisations will need to secure capital, allocate plant and equipment,
adequately staff and coordinate same to be in a position to produce internally whilst
simultaneously having to find, select, procure and manage external service providers

and the costs associated with these processes (Moses, 2011; Parmigiani, 2007).

The make-or-buy decision has been the subject to broad ranging research and three
general approaches have emerged. The three approaches are TCE, neoclassical
economics and the capabilities view. Parmigiani (2007) has combined these three
approaches to creating a comprehensive view of concurrent sourcing as an alternative

to the make-or-buy decision and rather make-and-buy as a distinct alternative.

This study discusses these three theoretical approaches and then considers the

research on concurrent sourcing and its many forms thereafter.

2.2.2. Transaction Cost Economics

Coase (1937) and Williamson (1985) established the dominant lens of TCE through
which before and after costs are considered to determine whether a firm produces a

service internally or externally.

Accordingly, Coase (1937) advised economists that they needed “... to bridge what
appears to be a gap in [standard] economic theory between the assumption (made for
some purposes) that resources are allocated by means of the price mechanism and the
assumption (made for other purposes) that that allocation is dependent on the
entrepreneur-coordinator. We have to explain the basis on which, in practice, this choice

between alternatives is affected.”

TCE has highlighted numerous costs that are incurred when sourcing from external
suppliers such as the price of service and transaction costs, search costs, bargaining
costs, and ex ante protection costs. Further Ex post transaction costs such as costs of
monitoring and enforcing contract, the cost associated with the exchange of goods or
services and those costs which are incurred in overcoming market imperfections are alll
considered (Allen, 2000).

According to Williamson (1985) asset specificity, and uncertainty motivates firms to
produce internally as both drivers increase the costs associated with market exchanges.
It has been developed on two behavioural assumptions: bounded rationality and
opportunism (Mols, 2010a; O. E. Williamson, 1985).
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Williamson (1985) has defined asset specificity as to refer to investments that are
undertaken in support of particular transactions and highlights and considers whether
investments made could have a better use or higher value if deployed elsewhere
(Lonsdale, 2001).

Williamson highlighted that a buyer cannot determine what is opportunistic behaviour
and what is not, until such time as the parties have concluded a transaction and the
transaction has been or is being implemented (Lonsdale, 2001). Parties are not assumed
to be completely rational.

These behavioural assumptions highlighted above can create obstacles and difficulties
in the transaction which must be dealt with by the firm in procuring externally
(Nordigarden, Rehme, Breg, Chicksand, & Walker, 2014).

Williamson (1985) has proffered that the controlling function in TCE, the market uses
contracts to protect itself against opportunism when there are many alternatives and
information uniformity. The market provides an autonomous environment with little to no

administration (Mols, 2010a).

TCE predicts satisfaction and performance with suppliers and has long formed a strong
theoretical basis for the make-or buy-decision (Mols, Hansen, & Villadsen, 2012).

Support for the notion that if core competencies are exposed to suppliers, the firm is
more vulnerable to opportunism on the part of the supplier. This highlights the importance
of asset specificity in the context of the TCE approach to the make-or-buy decision for
firms (Bildsten, 2014; Parmigiani, 2007).

TCE has generally found empirical support when applied broadly to strategy,

management and organisational theory (Macher & Boerner, 2002).

Many academic studies have used the concept of the transaction and by extension
Williamson’s TCE to explain a particular sourcing decision by the firm (Ang & Cummings,
1997; Leiblein & Miller, 2003; Pisano, 1990; Poppo & Zenger, 1998; Straub & Ang, 1998;
Sutcliffe & Zaheer, 1998).

However, the work has further been extensively critiqued based on the assumptions it
makes, its emphasis on opportunism as well as its results and the subsequent implication
which are subsequently made in relation to the make or buy decision for the firm
(Ghoshal & Moran, 1996; A. Smith et al., 2013).
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Williamson (1991) has found support in both management and organisational design
fields that the required investment which needs to be made in order to internally produce
versus external procurement must be coupled with the governance required to manage
either the internal or external sourcing choice (Hefetz, Warner, & Vigoda-Gadot, 2014;
Oliver E. Williamson, 1985; Oliver E Williamson, 1991).

Academic research has attempted to expand the theoretical base for concurrent
sourcing. Williamson included both the organisational structures of joint ventures and
strategic partnerships as TCE assumes that due to uncertainty, the firm’s boundaries
between the make or buy decision are inherently unclear (Bradach & Eccles, 1989;
Hefetz et al., 2014; Puranam, Gupta, & Bhattacharya, 2013).

Various forms of hybrid models have been investigated using the lens of TCE, however,
none had considered the questions as to why firms would concurrently source
(Parmigiani, 2007). However, research has considered alliance and joint ventures,
franchising, relational contracting and network forms. This could largely be attributed to
the assumption that the make or buy decision rests on a continuum which is a discrete
market exchange on one end and a hierarchical organisation on the other, with mixed
modes filling the range between (Oliver E. Williamson, 1985).

TCE is used throughout to create an academic basis that assists in determining the
appropriate form of governance mechanism for the organisation. TCE assumes that firms
have a profit maximisation and cost minimisation focus. TCE has argued that in
consideration of whether an organisation should consider internal production must be
based on the transaction specific costs between the parties (Kulkarni & Jenamani, 2012;
Mclvor, 2008).

Parmigiani (2007), in developing the make or buy decision has further noted that volume
uncertainty, and more specifically the decision as to what volume ought to be internally
or externally procured, cannot be adequately explained by TCE. TCE has not been
conclusive in the ability to predict the use of the concurrent sourcing approach
(Parmigiani, 2007).

Williamson has indicated that TCE assumes that the ability to create economies of scale
favour the external market over internal production (A. Smith et al., 2013; O. Williamson,
1973).

Smith et al (2013) have set out that external production favours the creation of

economies of scale by those external providers, in that the provider is able to leverage
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its capacity to produce higher volumes to many customers. These economies of scale
allow the procurement from external suppliers at lower costs than the firm can produce
internally. As a result, firms should externally procure when they are able to benefit from
the lower costs created in areas that have economies of scale created by the external
supplier (Ang & Cummings, 1997; Poppo & Zenger, 1998; A. Smith et al., 2013).

However, if the firm can internally create economies of scale in the areas that have high
volume requirements, then the firm will produce internally. As a result, Transaction costs
economics presumes that firms will produce internally when the costs of internal
production are lower than the costs of procuring the services in the external market
(Kulkarni & Jenamani, 2012; Poppo & Zenger, 1998; Safizadeh, Field, & Ritzman, 2008).

However, in relation to outsourcing in general, professional services may be more
complex than other forms of outsourcing. Outsourcing is not solely about lower costs and
There are potential long term challenges which must also be factored into the overall
costs associated with an outsourcing decision (Ellram, Tate, & Billington, 2008).

It has however been forwarded that transaction costs economics alone cannot explain
concurrent sourcing decisions. Parmigiani (2007) postulated that the higher the asset
specificity of the good, the higher the percentage of the good will be produced internally,
which means that goods with a medium asset specificity should be concurrent sourced.
Parmigiani (2007) has further connected asset specificity with volume and performance
uncertainty. However, the empirical evidence does not support this notion and hence
lends itself to the argument of Heroit and Kulkami (2001) in that TCE cannot be the

explaining factor in concurrent sourcing in isolation (Mols, 2010a).

With the changing cost structures in today’s economies, where non-physical, service
oriented exchanges may have low transaction costs due to information technology, the
assumption that a high level of transactions equates to a high level of costs is not valid
(Yang, Wacker, & Sheu, 2012). Technology plays a significant role in the improvement

of knowledge management, which is applicable to services.

2.2.3. Neoclassical Economics

A neoclassical explanation for concurrent sourcing is founded in demand uncertainty.
The basic premise expounded by Adelman (1949) is that an organisation can keep
internal production at full capacity and rely on the use of external suppliers to handle

additional volumes. This position relies on the assumption that the market has a large
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number of qualified suppliers who will charge a premium to provide the output flexibility
and that the firms will accept to pay this premium instead of investing in further capacity,

which may not be utilized due to the demand uncertainty (Adelman, 1949).

This approach is in direct contradiction to the TCE approach which denotes that due to
supplier opportunism, a firm will make greater volume to protect against same, whilst
Neoclassical approach suggests that a firm will both make and buy in order to utilise

capacity but allow for the flexibility to meet unexpected demand (Parmigiani, 2007).

Neoclassical Economics has as its primary driver, the reduction of production costs by
leveraging both economies of scale and scope. Porter (1980) focuses on internal
production as a means of exploiting both scale and scope. Economies of scope reduce
the costs of producing services if the same input is shared. Hence, this leads to higher
utilisation rates of the resource (Mols, 2010a; Panzar & Willig, 1981).

The Neoclassical approach further contends that the greater the economies of scope for
the firm, the greater the motivation to produce the service internally whilst the greater the
economy of scope for the supplier, would, in turn, lead to a higher degree of outsourcing

from the firm (Parmigiani, 2007).

This is premised on and forwards the argument that if a firm has economies of scope
that the preferred mode of sourcing ought to be Make. However, as highlighted, if a
supplier has economies of scope, this may act to reduce the overall cost of production
to the supplier and ought, in turn, reduce the costs to the firm in its buy decision.
Parmigiani’s (2007) argument is hence when economies of scope are present for both
the supplier and the firm, a concurrent approach will more likely be the preferred sourcing

choice (Rosenberg Hansen et al., 2011b).

As a result, if both the firm and the supplier can reduce production costs through the use
of economies of scope, the firm would concurrently source the service in order to enjoy
lower costs of internal production for services which it has economies of scope in and
enjoy reduced costs from its supplier, where the supplier enjoys economies of scope
(Parmigiani, 2007).

The Neoclassical approach further suggests that performance uncertainty can be
reduced with concurrent sourcing. Increased information that is obtained through the
buying process will lead to better understanding of methods of production. Heide (2003)
highlighted that the risk of opportunism can be reduced through concurrent sourcing
(Heide, 2003).
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Once again, as in TCE, performance uncertainty does not dictate a continuous
relationship between how much to make and how much to buy, but the firm does both,
in order to allow greater availability of information, which in turn reduces the performance

uncertainty (Parmigiani, 2007).

2.2.4. Capabilities Economics

The corollary to TCE is the capabilities view, which is based on the resource based view
of the firm and the knowledge based view of the firm approach (“capabilities economics”),
which assists organisations and academics alike to determine and evaluate differing
capabilities. This approach does not only look at the capabilities and capacities of the
organisation to internally make the service but the capabilities and capacities of the

outsourced service providers (Eisenhart & Martin, 2000).

Resource based theory uses sustainable competitive advantage as it barometer when
determining the effect of characteristics of resources and capabilities on same (Barney,
1991; Mols, 2010a; Peteraf, 1993).

Resource based view of the firm has been the subject of several studies, especially in
the public sector, but is a relatively new application in the context of the make-or-buy
decision. Its focus and academic basis rely on expertise and capabilities, both internally
and externally, to determine the sourcing mode to be chosen (Bryson, Ackermann, &
Eden, 2007; Carmeli & Tishler, 2004; Mols et al., 2012).

Intuitively, a firm, in order to create a sustainable competitive advantage, must determine
its own boundaries between internal and external sourcing by leveraging the core
capabilities of the firm (Jacobides & Winter, 2005, 2007; Parmigiani, 2007)(Jacobides &
Winter, 2005).

Even though external sourcing requires governance models that are able to monitor and
control the external sourcing, firms ought to focus on internal production if it aligns with
the best utilisation of its current resources and capabilities (Ceci & Masciarelli, 2010; K.
Conner & Prahalad, 1996; Kogut & Zander, 1993).

Resource Based view of the firm postulates that larger benefits will be garnered for a
firm to produce internally if it has strong capabilities to produce, the corollary being true
for firms with less developed capabilities benefitting from the reduced costs from

sourcing externally (Argyres, 1996; Mayer & Salomon, 2006; Mols, 2010a).
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Resource based theory thus establishes the academic groundwork which highlights how
outsourced service providers are able to create economies of scale, a reduction of overall
turnaround times and a reduction in the costs to produce the service. That is why different
cost efficiency is obtained and different business results are achieved (Vasiliauskiene,
Snieska, & Venclauskiene, 2011).

Resource based theory has found further application when discussing outsourcing. The
theory found its base in the concept of the core competence which has further been used

to explain the practice of outsourcing (Kulkarni & Jenamani, 2012; Mclvor, 2008).

The decision to make-or buy will be dependent on whether the firm has the required
resources to perform the service. If not, the firm is more likely to outsource where it can
obtain skills and expertise that will be more efficient in producing the service. As a result,
the better resourced the firm is, the more it will tend to make the service, whilst the
corollary favour outsourcing if the supplier possesses greater expertise and resource to
perform the service (Conner & Prahalad, 1996).

Parmigiani (2007) found that concurrent sourcing would be the preferred mode of
governance if both the firm and the supplier has significant expertise in the production of

the service.

Concurrent sourcing further exposes the firm to external complementary knowledge
which in turn increases the expertise and knowledge of the firm, which will develop its
own internal expertise and production capability (Ahuja, 2000; Ahuja & Lampert, 2001,
Cassiman & Veugelers, 2006; Hashai, 2016; Lavie & Rosenkopf, 2006; Leiblein &
Madsen, 2009; Parmigiani, 2007; Parmigiani & Mitchell, 2010; Phelps, 2010; Sampson,
2007).

This view of developing technology and the uncertainty that it creates for the firm can
further be seen in light of Susskind’s model for the evolution of legal services set out in

Figure 3 below:
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Figure 3: Susskind’s Evolution of the Legal Industry

Standardized Packaged Commoditized

(Susskind, 2008)

To inform the application of the evolution of the legal industry in this discussion, Susskind
(2008) has considered that legal work is gradually evolving from bespoke (e.g. court
room practice) to standardized (e.g. form documents for a merger), to systematized (e.g.
a document assembly system for estate planning), to packaged (e.g. a turn-key
regulatory compliance program), to commoditized (e.g. any IT-based legal product that

is undifferentiated in a market with many competitors) (Susskind, 2008).

This evolution has developed from the ability to determine what is repetitive in legal
services delivery and how standardised process can be coupled with technology to
provide solutions that can be scaled to deal with large volumes of legal services, without
derogating quality in the process (Henderson, 2014).

Technology uncertainty has been identified as an important variable and driver in the
determination of the make or decision. Barney (1999) further indicates that a firm can
gain access to capabilities at reduced costs by applying non-hierarchical forms of
governance over the continuous attempts to replicate similar capabilities internally (Mols,
2010a).

However, this technology and its uses are most definitely in its infancy in the legal market

and there is a slow adoption of the technology based commoditised services.

This would tend to support the view of Parmigiani (2007) in that the greater the
technological uncertainty, the more likely the firm will concurrently resource. Having
access to information from an external provider or providers, as highlighted above, will
mitigate the risk associated with technological uncertainty (Mols, 2010b; Parmigiani,
2007).

The increased knowledge absorbed from external sourcing can be applied internally,
improving the firm’s ability to produce, allowing the firm to develop an absorptive capacity
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affording the firm flexibility to deal with excess or demand fluctuations from the external
relationships (Cassiman & Veugelers, 2006).

Concurrent sourcing mitigates negative consequences of supplier performance
uncertainty associated with technological uncertainty. In concurrent sourcing, both the
internal and external producers can be intimately involved in technology choices, as a
firm who uses the technology internally can better understand the technologies used by
the external supplier (W. M. Cohen & Levinthal, 1990; Mols et al., 2012).

Parmigiani in her approach to concurrent sourcing argues that the firm has the best of
both worlds. The firm will be in a position to develop its own knowledge and expertise in
areas where it has strong internal expertise and further be in a position to exploit the
knowledge of the external suppliers in areas where it has superior expertise (Parmigiani,
2007; Rosenberg Hansen, Mols, & Villadsen, 2011a; Rosenberg Hansen et al., 2011b).

Knowledge Based theories have lent substance to the value that is garnered through
knowledge. Firms tend to retain greater knowledge and expertise than would strictly
speaking be necessary for their own internal production (Gospel & Sako, 2010; Kogut &
Zander, 1992). External suppliers assist firms in keeping up to date with technological
developments (Mols, 2010b; Rothaermel, Hitt, & Jobe, 2006).

2.2.5. Concurrent Sourcing

As defined above Parmigiani states that': ‘[cloncurrent sourcing emphasizes that firm s
are making and buying the same good, in contrast to considering a broader unit of

analysis and/or one with more heterogeneity” (Parmigiani, 2007).

Concurrent sourcing has taken many names by many researchers. However, the
common thread is that each different discussion, the existence of both the make and buy
decision is present (Heide, 2003; Mols, 2010a; Parmigiani, 2007; Rothaermel et al.,
2006). Harrigan (1984) uses the terminology of tapered integration, where a firm relies
on external service providers for a part of its requirements. Jacobides and Billinger
(2006) described firms that are both vertically integrated and open to the market as
permeable vertical architectures and Heide (2003) uses the term plural governance to
describe the existence of concurrent sourcing in production areas (Heide, 2003;
Jacobides & Billinger, 2006; Mols, 2010a).

Mixed sourcing strategies and the concept of combining the make and buy decision has

regained academic interest (Jacobides & Billinger, 2006; Kretschmer & Puranam, 2008;
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Mols, 2010a, 2010b; Nordigarden et al., 2014; Parmigiani, 2007; Parmigiani & Mitchell,
2010). With this bulk of knowledge, other than the research highlighted above,

concurrent sourcing has received little attention (Mols, 2010b).

Most research has further focused on the application of concurrent sourcing in the
manufacturing sectors and industries. Hybrid/Plural/Concurrent sourcing models have
received little attention in knowledge based areas and services such as ITO and BPO,
where the decision has been regarded and developed into strategies where these firms

make the distinct choice to either make or buy, but not both.

Puranam and Kretschmer(2008) have postulated that the emergence of plural/mixed
strategies can be seen to emerge out of knowledge complimentaries that are arising
between both the internal production and external supply. Overlapping expertise and
mutual learning are the main drivers behind firms both making and buying (Cassiman &
Veugelers, 2006; Parmigiani & Mitchell, 2010; Sako et al., 2013).

Despite the numerous complementary academic theories that have emerged, there is a
common reliance on economics and bounded rationality. However, the differing
perspectives have often focused on differing variables and problems, which has limited
a common application across the board, however many scholars agree that whole of the
sum has provided a comprehensive view which can be achieved by applying a single
approach alone (Moals, 2010a).

The academic sources have tried to establish which theoretical basis would be better to
follow by the firm in making the make-or-buy decision. Watjatrakul (2005) has found that
if the theories have differing predications, then TCE is the better explanation as
compared to resource based view. Arnold (2000) developed an outsourcing model that
combines the theories. However, there does not seem to be conclusive approaches to

the question (Kulkarni & Jenamani, 2012).

Concurrent sourcing is to be regarded as a strategic approach which can be used in both
the public and private (Parmigiani, 2007; Warner & Hefetz, 2012).

Volume uncertainty and the difficulties in predicting demand have lent credence to the
concurrent sourcing approach. Firms cannot plan internal production and this the volume
uncertainty results in reduced performance and raised costs, as there is waste and or
underutilised resources. A mixed sourcing strategy can assist firms in mitigating risk

associated with volume uncertainty (Harrigan, 1984; Mols, 2010a).
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In clarification, concurrent sourcing reduces a firm’s risks associated with balancing
capacity with demand, by using internal production capacity for stable workflows and
external suppliers for peak demand areas. Concurrent sourcing has further shown to be
an effective approach to encourage competition between suppliers and reducing
dependence on external suppliers, in that there is an internal capability that can be
leveraged (Adelman, 1949; Mols, 2010b).

Plural sourcing as a mode of concurrent sourcing focused on the affects and
consequences created in organisations that suffer from information asymmetry. Internal
production can reduce risks associated with information asymmetry in that external
suppliers can be better monitored and controlled by the information generated through
internal production (Heide, 2003). Heide’s results and findings found a basis for
concurrent sourcing as the appropriate sourcing choice when faced with problems
associated with information asymmetry and external uncertainty (Heide, 2003; Mols,
2010Db).

In general, the numerous models and research generated in the mixed sourcing strategy
space has shown that benefits of a choice between make or buy have been exceeded
by the benefits which can be garnered from the complimentaries which are associated
with the concurrent or mixed sourcing strategy (Purunam, Gulati, & Bhattacharya, 2013).
From a concurrent sourcing point of view, Mols indicates that cost are higher for firms
that follow a mixed strategy as the firm must govern external providers as well as make
the necessary investments into internal production and capability (Heide, 2003; Mols,
2010b; Puranam et al., 2013).

The benefits are largely an increase in efficiency and services. Parmigiani (2007) has
found that firms have a distinct choice to follow a concurrent sourcing approach based
on the lack of information in the market, levels of asset specificity in governing external
suppliers and other uncertainties related to volume, performance and technology. These
uncertainties have further been found to lead a risk mitigation strategy by the application

of a concurrent sourcing model (Hefetz et al., 2014).

Plural sourcing further highlights the effect of co-specialisation of resources, which can
be leveraged by utilising synergies with specific resource combinations (Argyres, 1996;
Kogut & Zander, 1992). As a result, in plural sourcing, firm will prefer and rely on internal
production over external sourcing when there are greater opportunities to combine

unigue resource combinations (Sako et al., 2013).
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Plural sourcing, in its second main consideration, firms rely more heavily on external
sourcing when firms choose a concentrated number of suppliers that have a large range
of capabilities amongst them. In such a choice, relational contracting and client specific
investments reduce the transactional costs associated with governance of external
suppliers (Dyer, 1997; Sako et al., 2013).

Agency theory has further been applied to attempt to explain the development of the
separate sourcing decision, being concurrent sourcing. Internal production provides the
buyer with information which can be used to reduce problems associated with lack of

information with external suppliers (Heide, 2003; Mols, 2010a).

As Parmigiani (2007) highlights, that goods with a moderate performance uncertainty,
firms are more likely to use concurrent sourcing as both the firm and the external supplier
can exploit economies of scope. If both the firm and the external suppliers capabilities
are strong, with high technological uncertainty, firms are most likely to concurrent source,
as concurrent sourcing is a choice and does not lie on a continuum (Mols, 2010b).

However, the empirical findings in concurrent sourcing have not been consistent with
regards performance ambiguity and volume uncertainty (Krzeminska, Hoetker, &
Mellewigt, 2013; Mols, 2010b).

Concurrent sourcing as a distinct mode of sourcing choice available is important as a
further strategic consideration to the previous make-or-buy options available (Hefetz et
al., 2014).

Supplier performance, through vitally important to any business, is often difficult to
manage and control. Concurrent sourcing allow a firm to evaluate and compare the
services of one external supplier with another(Heide, 2003). Concurrent sourcing does
not have the effect of reducing performance uncertainty other than in areas where the
performance uncertainty is related to the lack of information. If that is not the case, then
performance uncertainty does directly influence concurrent sourcing, but the information
provided does reduce negative consequences of performance from external suppliers
(Mols, 2010Db).

As concurrent sourcing exposes firms to external knowledge sources especially on costs
and prices. This allows the firm to have better knowledge of prices of the external supplier
which in turn facilitates the firm to obtain better prices from external suppliers (Adelman,
1949; Parmigiani & Mitchell, 2010).
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Volume uncertainty can negatively affect the relationship between the firm and the
external provider. Adelman sets forth that concurrent sourcing allows a firm to use
external supply for the irregular demand and internal production for the ordinary demand
(Adelman, 1949). This is further found to be a low risk strategy when there is demand
uncertainty as the external supplier can absorb the fluctuation in demand whilst the
internal production can operate optimally (Harrigan, 1984). As a result, concurrent
sourcing acts to moderate uncertainty and performance for the firm (Mols et al., 2012).
In facing fluctuating demand often faced by firms, the choice of using concurrent sourcing
can limit negative consequences that could be faced by firms (Harrigan, 1984). This
allows a firm to utilize its internal resources and assets whilst affording the firm the

flexibility in the internal production (Mols, 2010b).

It has been argued by Argyres (1996) that firms that have different capabilities will have
different production costs. As a result, a firm with strong capabilities will decide to make
and a firm with weaker capabilities will decide to buy from the external market.
Concurrent sourcing effects capabilities and performance of firms to varying degrees and
influence. Strong capabilities can be used to create stronger capabilities in the external
provider and a buyer can learn from the external supplier. As a result, both the firm and
the external provider benefit from the concurrent sourcing mode (Cassiman & Veugelers,
2006; Parmigiani, 2007).

Internal capability is required for a firm to be able to assimilate the external knowledge
and develop the firms capacity and capabilities in order for the firm to benefit from
demand uncertainty (Cassiman & Veugelers, 2006; W. M. Cohen & Levinthal, 1990).

Concurrent sourcing, as a mix of vertical integration and outsourcing, was found to
improve new products, hence, increasing the return from external knowledge and thus
concurrent sourcing improves the capabilities of both the firm and the external service
provider (Rothaermel et al., 2006) and a more efficient use of capabilities (Parmigiani,
2007).

Parmigiani (2007) demonstrates some support for the performance uncertainty and
asset specificity. There was no support for TCE hypotheses when trying to explain the
make-or-buy decision for services when looking at Danish municipalities. It was further
highlighted the difference between services delivery and not manufacturing of products.

(Rosenberg Hansen et al., 2011b).
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The best value regime was recommended to be that In-house should deliver all core
services and use the external suppliers to assist in meeting excessive demand, hence
the research considering both internal and external expertise (Rosenberg Hansen et al.,
2011Db).

2.3. Conclusion

In summary and having regard to the numerous contributions to concurrent sourcing, the
contributions that have been made to the area of research rely on different academic

frameworks due to differing results.

No single academic framework can be used to conclusively assist an organisation in the
make-or-and-buy decision for organisations. The research differs on aspects and
highlights the potential difficulty which is experienced in the distinction between

generalised and specialised services.

The main academic frameworks in general suggest, in summary as follows:

1. TCE: provides a termination safeguard for firms and firms do not produce entirely
through in internal production as external suppliers have lower costs and do not
buy entirely to protect transaction specific investments (O. E. Williamson, 1985;
Oliver E Williamson, 1981);

2. Capabilities Economics: provides a broader availability of resources for the firms
utilisation, and firms do not produce entirely internally as it is not possible to
maintain all necessary resources internally and firms do not externally procure all
their requirements to earn rent on internal resources and to maintain absorptive
capacity (Parmigiani, 2007) and provides for both increased problem solving
capabilities as well as the ability to exploit the efficiencies associated with
external supply and firms do not produce entirely internally as external suppliers
are more efficient if problems are decomposed and firms do not externally
procure all their requirements as the firm must retain its internal capabilities to

solve problems that are not decomposed (Parmigiani, 2007);

3. Neoclassical view: provides for operational economies of scale and scope and

firms do not produce entirely internally as firms lack productive capacity or

36

© University of Pretoria



ot
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

decreasing returns to scale and firms do not externally procure all their
requirements as firms can produce some of their requirements at lower
production costs than their external suppliers (Adelman, 1949; Harrigan, 1984,
Heide, 2003).

Concurrent: concurrent sourcing allows for the leveraging of complementarities.
Firms do not produce entirely internally or entirely externally due to bureaucracy,
costs constraints and barriers to exit (Kretschmer & Puranam, 2008; Parmigiani,
2007; Rosenberg Hansen et al., 2011b)

37

© University of Pretoria



ot
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

3. CHAPTER 3: RESEARCH QUESTIONS AND
HYPOTHESES

3.1. Introduction

In terms of following a mixed methodology, this study has both a qualitative and
guantitative element. As a result, the research is comprised of both research questions,

with sub questions thereto, and hypotheses to afford focus and direction to the study.

The research question is exploratory in nature and attempts to determine how firms will
make decisions regarding the make-or-buy decision. It will further highlight whether firms
concurrently source legal services by based on the three main academic avenues

highlighted above.

The hypotheses have been adapted from Parmigiani (Parmigiani, 2007) for application

to the legal services context in general.

3.2. Purpose of the study

The purpose of the study is to explore the make-or-buy decision for In-house legal
departments in South Africa.

3.3. Research questions

For a conclusion to be reached in answering the broader question of this research,

exploration of the following questions will be conducted.

The general high-level research question is: How do In-house legal departments

determine when to make, buy or concurrently source legal services?

In order to determine same and have regard to the literature review, a number of sub

research questions have been developed.

3.3.1. Research Question 1

How does asset specificity affect the make-or-buy decision?
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3.3.2. Research Question 2

How does volume uncertainty affect the make-or-buy decision?

3.3.3. Research Question 3:

How does performance uncertainty affect the make-or-buy decision?

3.3.4. Research Question 4.

How do economies of scale/scope affect the make-or-buy decision?

3.3.5. Research Question 5:

How does expertise affect the make-or-buy decision?

3.3.6. Research Question 6:

How does technological uncertainty affect the make-or-buy decision?

3.4. Research objectives

3.4.1. Primary objectives

The primary objective to be explored through this research is to establish a high level
understanding of the main economic drivers influencing the make-or-buy decision from
the viewpoint of the In-house legal department and to develop a framework to assist In-

house legal departments in the future delivery of legal services,

3.4.2. Secondary objectives

To achieve the desired primary objective, secondary objectives were established. The

secondary objectives are:

e To review the existing literature on concurrent sourcing and it's foundations as a

distinct alternative to the make-or-buy decision;
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To build on the existing Concurrent sourcing literature by determining the
potential effect on services as opposed to the manufactured goods;

To establish area’s where In-house departments are forced to procure legal

services externally;

to establish the affect that:

= how asset specificity influences the make-or-buy decision;

= how volume uncertainty influences the make-or-buy decision;

= how performance uncertainty influences the make-or-buy decision;
= how technological uncertainty influences the make-or-buy decision;
= how economies of scale/scope influence the make-or-buy decision;
= how capabilities influence the make-or-buy decision.

to establish if there is external factors that influence the make or buy decision
which is unique to the South African context.

3.4.3. Empirical objectives

To achieve the desired primary objective, theoretical objectives need to be established.

The empirical objectives will be:

to critically evaluate the make or buy decision for concurrent sourcing modes;

to conduct a study of the concurrent sourcing mode in relation to the In-house

legal department and services in general,

to critically evaluate Transaction Cost Economic theory to gain an understanding
of how it relates to the make-or-buy decision for In-house legal departments in
South Africa (Parmigiani, 2007);

to critically evaluate Neoclassical Economic theories theory to gain an
understanding of how it relates to the make-or-buy decision for In-house legal

departments in South Africa (Parmigiani, 2007);
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to critically evaluate Capabilities economics theory to gain an understanding of
how it relates to the make-or-buy decision for In-house legal departments in
South Africa (Parmigiani, 2007).
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4. CHAPTER 4 - RESEARCH METHODOLOGY AND
DESIGN

4.1. Introduction

This chapter aims to explain the research design employed by the researcher to gather
the data necessary to derive a conclusive result and to answer the research questions
posed. It also outlines the sampling process, the gathering of the information and the

analysis of the data employed.

4.2. Research design

A mixed method of both qualitative and quantitative research. The research will follow a
Concurrent Use Model in that Qualitative and the Quantitative research will be conducted

simultaneously due to time constraints.

Mixed methodologies allow for a more complex understanding and exploration of a
certain topic or research subject than would be allowed by one method alone (Cresswell
& Clark, 2007; Shannon-Baker, 2015).

Mixed methodologies have a number of further associated benefits such as higher levels
of confidence in the results, more insight, and understanding and increased validity in
the conclusion that the researcher is drawing (B. Johnson & L Christensen, 2004; Molina-
Azorin, 2012).

A further advantage obtained through a mixed methodology include triangulation, which
seeks to corroborate the findings that examine the same theoretical approaches, as well
as being complementary in the attempt to clarify and enhance the results obtained
through one method (Bryman, 2006, 2016; Molina-Azorin, 2012).

Concurrent data collection has been employed, not only due to time constraints in the
collection of data but also to allow for a comparison with Parmigiani (2007) study into the
concurrent sourcing (Cresswell & Clark, 2007; McManamny, Sheen, Boyd, & Jennings,
2014).
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This approach has further allowed the researcher to alternate between a truly deductive
process to allow for an inductive and iterative process to elucidate themes that may fall
outside the traditional literature or to highlight context specific elements that can affect

the overall results and subsequent discussions thereof (Doyle, Brady, & Byrne, 2009).
4.2.1. Qualitative Design

Being cognitive of this it was deemed necessary to do exploratory research as “it is about
discovering general information about a topic which is not well understood.(Saunders &
Lewis 2012).

It relies on issues and concepts that are influenced by prior learning and the scope for
misinterpretation is large. However, qualitative research has been defended by
acknowledging the central role of the researcher and how this provides high quality data

and findings and deep meaningful insights only possible with this role (Pierce, 2008).

A pragmatic philosophy as a research philosophy suggests that the researcher is to be
guided by what is possible and therefore a combination of philosophies can be adopted.
In this case, it is interpretism and critical realism (Saunders & Lewis, 2012) which has

been identified as being possible.

Exploratory research can be used to investigate phenomena, discover academic
relationships between disparate concepts and create the basis for further hypotheses

which can be tested in the future (Marshall & Rossman, 2014).

Smith & Bowers-Brown, (2010) describe qualitative research as looking in depth at the
information involved in a situation. Therefore, qualitative research was chosen to enable
in depth analysis of the responses from semi-structured interviews containing open-
ended questions. It is understood and accepted, as reasoned by Creswell (2014) that
reality has multiple views, therefore a qualitative approach to research is filled with

ambiguity and subjectivity.

In designing the study, reliance was placed on the theoretical lenses of the concurrent
sourcing choice which combines the traditional make-or-buy economic theory (Hanson,
Creswell, Clark, Petska, & Creswell, 2005; McManamny et al., 2014).
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The author, has been involved in the South African legal industry for over 10 years, is
following a deductive approach by following an established academic framework
established by Parmigiani (2007). However, in the coding of the interview data, the
researches allowed an inductive process to be followed in the first iteration of coding
which was subsequently developed to include the codes, which arose in terms of the
established framework.

421.1. The De Jure model/Academic frameworks

The first phase of the research design was to identify the current framework around the
make-or-buy decision, in order to provide the theoretical base for the input “data” of the
de jure model by extracting the key themes. In doing so the framework assisted in the
first phase in-depth interview and the second phase of quantitative survey responses,

providing a common platform that demonstrated the key concepts of the research topic.

4.2.1.2. In — depth interviews

Semi-structured interviews were conducted in order to gather the information to answer
the research questions posed in Chapter 3. By following a localist, interpersonal,
interactive approach (Qu & Dumay, 2011), and utilising semi-structured interviews the
researcher was able to enquire about themes, using predetermined questions, enabling
the researcher to probe and ask additional questions as appropriate to garner a more
profound understanding of what is being answered by the participant(Saunders & Lewis,
2012).

4.2.2. Quantitative Design

The quantitative design is based exclusively on the work of Parmigiani (2007). The
survey schedule is based directly on the survey used in the Parmigiani study; however,

it has been adapted to suit the context of the study, the In-house legal department.

It was further decided to focus on a general description of legal services. This was done
because using the Lacity and Wilcock’s (2013) framework would introduce complexity to
the data. As the use of the quantitative portion is for the purposes of verification and

triangulation of the qualitative data, which focused on legal services in general, a
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consistent approach was followed in the quantitative portion of the research’ (Doyle et
al., 2009).

4.3. Sampling

4.3.1. Qualitative

Saunders & Lewis, (2012) suggest that non-probability sampling is sampling techniques
that are used for selecting a sample when one does not have a complete list of the
population. The author’s judgement was used to obtain the correct types of samples to
getthe bestresults. This is defined by Saunders & Lewis, (2012) as a purposive sampling

technique.

The researcher tried to obtain access to the mix of organisations. However, responses
were most forthcoming from the banking and mining sectors, being represented by 4
Bank and 2 mining companies respectively. The author does not expect the limited mix
of organisational representation to diminish the findings or generalizability other than
highlighting specific idiosyncrasies, which can be directly attributed to the specific

industry.

In order to target appropriate senior In-house legal department respondents, non-
probability sampling was employed based on respondents willingness to patrticipate in
the research and hence the sample selection is dependent on personal contacts of the
researcher (Creswell, 2011). In attempts to reduce the bias associated with this type of
sampling, the researcher only sought senior In-house respondents in senior positions,

either that of Chief Legal Officer or a Head of Legal Function.

4.3.2. Quantitative

As the total number of In-house legal departments and lawyers is unknown, this research
chose the Corporate Counsel Association of South Africa (“CCASA”) as a sample which
would be representative of the greater population. As a result, this research focuses on

a closed non-random sampling frame.

As a result, the survey was sent out to 486 individual members of CCASA in order to act

as a closed sample of In-house lawyers.
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4.3.3. Population

The In-house Legal Department will be the population for this study. It is not possible to
obtain a complete list of all In-house legal departments, which limits the research to rely
on non-probability methods to determine the population and sampling method
(Saunders, Lewis, & Thornhill, 2007).

4.4. Sampling size

4.4.1. Qualitative

Semi-structured interviews were performed and it was the author’s intention to conduct
interviews until additional data collection provides little or no additional insights into the
research objectives. Saunders & Lewis, (2012) refer to this stage of semi-structured
sampling strategy as data saturation. The exact quantity of interviews could not be
predicted before the interview process had run its course, it became evident after 10
interviews that the same themes had been repeated several times and that saturation
point had been reached.

For the purposes of implementation of the sample, the researched used a convenience
approach relying on the author's own network and the extended networks of other

individuals in the legal industry.

The factors to be considered when using the purposive sampling will be to gain access

to the following types of respondents:

1. Head of Legal/Chief Legal Officer/General Counsel; or

2. Head of Legal Function, within an In-house position.

Table 1 sets out basic descriptive information for all 12 respondents.
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Table 1: Overview of Respondent’s

Respondent ‘ Roles and Responsibilities

Respondent 1: Head of Legal Risk, General Council — Retail and Business

Banking — South African bank

Respondent 2: Principal Legal Counsel — Retail and Business Banking, -
South African Bank

Respondent 3: Principle Legal Counsel — Head National Credit Act — Retail

and Business Banking — South African Bank

Respondent 4: Head Of Risk, Legal and Compliance — South African Short

Term Insurance Group

Respondent 5: General Counsel — COO, Head of Enterprise and Shared

Services — South African Bank

Respondent 6: Head Of Legal — South African Mining company

Respondent 7: Head of Legal — Group Legal — South African Investment
Bank

Respondent 8: Head of Group Legal — Group — South African Bank

Respondent 9: Head of Legal Function — Energy Company

Respondent 10: Head of Legal Function — South African Bank

Respondent 11: Head Of Legal — South African Mining Company

Respondent 12: Chief Legal Officer — South African Pharmaceutical Company

4.4.2. Quantitative

A non-probability purposive sampling will be used to conduct the quantitative research.
All 486 members of the Corporate Lawyers Association of South Africa will be recipients
of the quantitative questionnaire. Members of CCASA will be requested to complete the
survey in their individual capacities and not on behalf of the member organisation.
Respondents were further requested to consider legal services in general if they deal

with more than one of the identified legal services areas.
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45. Data collection

4.5.1. Qualitative

Interview questions were compiled using a number of sources as frameworks to create
themes and ideas so that respondents were guided through a conversation using open-
ended questions. This type of data gathering is referred to as semi-structured, in-depth
interviews. Saunders & Lewis (2012) argues that semi-structured, in-depth interviews
are used to give the interviewer the ability to cover certain themes during the interview
and to be able to ask additional questions or delve deeper into certain aspects where
appropriate and to seek “deep” information and knowledge (Johnson & Rowlands,
2012).

The data collection process was guided by Saunders and Lewis (2012) Semi Structured
Interview method as described below in Figure 4:

Figure 4: Data Collection Process — Semi Structured Interview Method

Data Collection Process — Semi Structured Interview Method

Transcribe and

Prepare Record in analysis
tool

+ Prepare an interview guide with = Plan Pilot: Select participants,  + Setup room and materials + Store signed consent form
topics for discussion and setup ima/date + Get consent from participant + Transcribe recording into word
predsfined questions (incl. * Perform pilot and test (sign consent form) processingtool
opening question) recording mechanism * Requestpermissionto record  + Record input into qualitative

* Setup Interview: Contact + Assesspilot results: Notes, + Conduct the interview data analysis tool - Atlas
participant, explain purpose of recording quality, outputs - Record interview ahd take + Provide participant with a
interviaw, setup location, date . ppake changes and updates to notes summary of finding/copy of
and time interview materials and - Thank Participant interview notes (if required by

= Arrange recording mechanism procedures participant)

+ Develop consent form

.

Print consent forms

(Saunders & Lewis, 2012)

4.5.2. Pre-Testing Interview and Interviews

The interview schedule was pre-tested on a single In-house counsel, who would not take
part in the study. From the pre-testing, the general questions and flow of the interview
schedule were regarded as being capable of being understood by an In-house counsel
who is either the Head of the Legal Department or a Head of a Legal Function. It was
further indicated that some concepts, especially those associated with the economies of
scale and scope area should be explained in order to have the respondents aware of the
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distinction between the concepts. It was further highlighted that a high-level question
should be asked at the outset and then afterwards to delve deeper into the main research
question through the academic lenses highlighted above.

The interviews were conducted face to face. The researcher ensured that each
respondent has provided informed consent to participate in the research and that each

respondent is forwarded a copy of the findings (Saunders et al., 2007).

These initial interviews were also be used to pre-test the quantitative questionnaire. From
the initial interview and prior to the distribution of the survey, the issue and complexity
associated with general and specialist services were observed. This will be dealt with

fully below.

It was found that the access to individuals was more challenging than expected and that
the use of the author’s contacts was paramount in securing initial interviews. Fortunately,

the quality of respondents was exceptional and could be used to complete the study.

Twelve Interviews were conducted, on average each interview lasting between 25 to 60
minutes. Each interview was recorded in order to ensure for data to be captured in its
original format. The recordings of the interviews were then subsequently transcribed, the
researcher personally checking each transcription in accordance with the recording and

handwritten noted of the researcher taken during the interviews.

4.5.3. Reliability and Validity

Reliability and validity are used as broader concepts to test the trustworthiness of and

quality of the qualitative data obtained by a researcher (Golafshani, 2003).

Guba and Lincoln (1994) have proposed 2 key criteria to be used in assessing the validity

of a qualitative study, namely credibility and transferability(Guba & Lincoln, 1994).

The key to qualitative research must be that the research is credible and defensible. By
increasing the credibility of the research, the research is regarded as more trustworthy
and hence increases the validity of the research, which can then be used to generalise

the results across other academic disciplines (Golafshani, 2003).
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The main purpose of the quantitative portion of this research methodology was to reduce
reliability and validity concerns associated with the pure qualitative method of research
and to lead to the generalizability of the results.

Data reliability involves the extent to which the data collection methods and analysis
procedures provide consistency (Saunders & Lewis, 2012).

As a result, the researcher ensured that the interview schedule was standardised and
each interview was conducted in terms of the same sequence of the schedule unless the
respondent’s answers required deviation from the original schedule. However, all

respondents were asked all guestions in the schedule.

The importance of the quantitative portion of the research is to allow the researcher to
primarily triangulate and hence validate and corroborate the results obtained pursuant to
the analysis in the qualitative portion of the research. Triangulation is the method of cross
referencing data from multiple sources to produce accurate results which can be
regarded as certain (O’Danoghue & Punch, 2003).

4.5.4. Quantitative

The nature of the research makes the questionnaire an appropriate method to use due
to the array of variables that needed to be evaluated for relevance to the make or buy
decision of In-house legal departments (Venkatesh, Brown, & Bala, 2013). See appendix

Il for the complete survey.

The survey considered the constructs highlighted below and consisted of ordinal data

based on a 7-point Likert scale.

The questionnaire was pre-tested with 6 non-members of CCASA, and from respondent
4’s organisation. This testing sample was chosen as the organisation, as its employees
are not members of CCASA and would not be receiving the questionnaire as part of the

primary sample.

Pursuant to the pre-testing of the questionnaire and the feedback received in this regard,

the following amendments were made to the questionnaire:

1.) Included definitions of the legal services;

50

© University of Pretoria



&
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Q= YUNIBESITHI YA PRETORIA

2.) Inconsistent use of “your” and “our” in the questions;
3.) Included examples into question 4;

4.) Reworded question 19 and 22 of the questionnaire in order to make the questions

clearer to the respondent.

The independent variable in the questionnaire and quantitative portion of the research

was the In-house legal department with numerous dependent variables.

The data obtained was coded. The survey relied on a 7-point Likert scale from Mostly

Untrue to Mostly True. The code book used is set out in Table 2 below:

Table 2: Likert scale Coding

Likert Scale Code

Totally True
Mostly True
Sometimes True
Neutral
Sometimes Untrue
Mostly Untrue

o Ul W N R O

Totally Untrue

The data obtained was cleaned in order for the data to be properly analysed using IBM
SPSS. Of the 39 Respondent’s there were 7 Make Respondents, 0 Buy Respondents
and 31 Concurrent Respondents. Respondents 6, 7, 11, 23, 26, 28 and 36 were removed

from the data due for failing to answer questions 5 to 28.
No reverse coding was necessary for the purpose of conducting the descriptive statistics.

Composite variables were created in order to be able to determine the average mean of
the composite variables. The following questions were used to create the composite

means:

Asset Specificity: Question 5,6 and 7

Volume Uncertainty: Question 8 and 9;

Technological uncertainty: Question 10, 11 and 12;
Performance Uncertainty: Question 13, 14, 15 and 16;
Economies of Scale/Scope: Questions 17, 18 and 19;
Firm Expertise: Question 20, 21, 22, 23,

Supplier Expertise: Question 24, 25, 26, 27 and 27.

N o g bk~ w0 DN PRE
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4.6. Unit of analysis

This study focuses on why In-house Legal departments either make, buy or concurrently
source legal services and not on the actual number of transactions itself. As a result, the
In-house Legal Department has been chosen as the unit of analysis for this paper
(Saunders et al, 2007).

4.7. Data analysis

4.7.1. Qualitative

All interviews were recorded using either a mobile phone recording application. The
recordings were then transcribed and the transcripts were analysed by examining the
contents and using Atlas.ti specialist qualitative data analysis software to identify themes.
A list of codes from the theory, exposed during the literature review, was compiled as an
initial starting point. However, additional codes were introduced as the data collection
revealed further themes.

4.7.1.1. Coding of Data and Data Analysis

The coding of the data was an iterative process with numerous iterations produced. The
researcher followed an inductive process in the initial first iteration of coding of the

interview data to allow for any issues, which were raised to be considered.

Coding was conducted utilising a qualitative data analysis programme AtlasTi. An
inductive and deductive approach was followed, with deductive reasoning stemming
from the literature review and inductive from the data that presented itself but had no link

to the literature review or clear framework (Saunders & Lewis, 2012).

The author's handwritten notes and observations were used to highlight areas of
importance. This was only done after the first coding was conducted and included as
interesting quotes within the codes. Subsequent to the first iteration, the researcher
created a high-level overview table of the responses given. This was used to get the

general nature of the response to the individual questions. See appendix IlI.

The second iteration of coding was conducted. In this iteration, the researcher included
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direct coding to each question asked in the interviews in order to create a higher level
coding. These question codes were then allocated to the academic framework in terms
of the themes of asset specificity, volume uncertainty, and performance uncertainty,
economies of scale/scope, technological uncertainty, firm expertise and supplier
expertise.

These codes where then allocated to super families in terms of which were the three
main academic foundations, namely Transaction Cost Economics, Neoclassical

Economics and Capabilities Economics as set out in Figures 5, 6 and 7 below:

Figure 5: Neoclassical economics coding and families

Eco Vqume Performance
Scale/Scope Uncertainty Uncertainty

— 3 — Q11

— Q16 — Q12

Figure 6: TCE coding and families

Performance
Uncertainty

Asset Volume
Specificity Uncertainty
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Figure 7: Capabilities Economics Coding and Families

Capablities

F|rm
Expertlse

Suppller Tech
Expertise Uncertalnty

Q7

The researcher relied on the co-occurring codes to each question in order to determine,
any further themes or factors that arose because of the codes being allocated to specific

guestions and thus specific academic frameworks.

All relevant key words identified as being relevant to a particular theme will also be
carried out to be analysed using Atlas.ti specialist qualitative data analysis software
which allows “researchers to uncover and systematically analyse complex phenomena

hidden in unstructured data” (Lewins & Silver, 2007).

The researcher created a high-level grid of answers from each interview respondent.
This was then compared to the co-occurring codes that were highlighted in terms of
Atlas.ti in order to determine if any further themes were identified in the high-level
answers that did not form part of the academic basis highlighted in Chapter 2.

4.7.2. Quantitative

The data obtained was ordinal by its nature, in that there is a clear ordering of the
variables(Jamieson, 2004).

The quantitative data will use descriptive statistics as to the nature of the sourcing
decisions. The quantitative data with serve to triangulate the data obtained in the

qualitative portion of the study(Jick, 1979).

In order to conduct the required statistical tests, the researcher will use IBM SPSS
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software to conduct same.

Descriptive statistics have tested the central tendency and especially the means of the
single grouping of all respondents. Further composite means were created from the
constructs highlighted in 4.7.2.1 below. This has been facilitated through the use of the

ordinal nature of the survey.

The reliability of the descriptive statistics will be considered through the lens of the
standard deviation to demonstrate the range within the collected data and the responses
thereto (Schreiber, 2008). The coefficient of variation was considered, and calculated by
dividing the standard deviation by the mean to compare the degree of variation within
the questionnaire data. The lower the coefficient of variation is, the smaller the relative

variability to the predicted value. This is suggestive of a good model fit.

4.7.2.1. Constructs

Parmigiani (2007) identified six separate constructs in the study. Same has been

followed and adapted to the suit the needs of this specific context.

The constructs as highlighted are:

Asset Specificity;

Volume Uncertainty;
Performance Uncertainty;
Economies of Scale/Scope;

Firm Expertise; and

o gk w N ke

Supplier Expertise.

In terms of the survey, the following questions relate to each construct:

8. Asset Specificity: Question 5,6 and 7

9. Volume Uncertainty: Question 8 and 9;

10. Technological uncertainty: Question 10, 11 and 12;
11. Performance Uncertainty: Question 13, 14, 15 and 16;

12. Economies of Scale/Scope: Questions 17, 18 and 19;
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13. Firm Expertise: Question 20, 21, 22, 23,
14. Supplier Expertise: Question 24, 25, 26, 27 and 27.

4.8. Research Limitations

By its nature qualitative data is inconclusive in its outcomes, with the conclusions drawn
in this research representing a portion of the population. The research process is limited
in its number of available respondents and time restrictions available to the researcher

and is as a result, not exhaustive.

The use of non-probability sampling means that the sample is has limited representative
applicability to the entire population (Saunders & Lewis, 2012). However, the quantitative

portion of this research attempts to limit this by validating the qualitative results.

Exploratory research is by it very nature subjective. This can potentially result in the
interpretation of the data being influenced by the perspectives of the researcher, allowing
for potential bias, especially with the application of judgemental and convenience

sampling (Saunders & Lewis, 2012).

The closed and limited sample for the quantitative portion of this research, which can

only validate the research in terms of generalised legal service

Given the nature of this research, researcher bias is possible, however attempts will be
made to avoid personal interpretation of the interviews and rather fact based analysis to
take place. The use of the academic frameworks constituting the de jure model is aimed

at reducing the effects of researcher bias.

The participants in the quantitative may not understand the de jure model of academic
frameworks, and individual questions asked in relation to the frameworks, which could

lead to skewness in favour of the respondent’s incorrect understanding.
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5. CHAPTER 5: RESULTS

Interviews were conducted with 12 respondents, all of whom were in the position of Chief
Legal Officer, Head of Legal or Head of a Legal Function (i.e. Head of Litigation). The
respondents were all well positioned to consider and explore the research questions. All
respondents were asked to consider all 19 questions. Total interview time was 423

minutes with an average interview time of 35.23 minutes.

The quantitative survey was sent via an online survey tool to all 486 members of CCASA.
Excluding the pre-testing sample, there were 39 responses to the survey. Using
Parmigiani’s (2007) 10% distinction, there were seven respondents internally produced
more than 90% of their own legal services and could be classified as make respondents.
Thirty-two Respondents internally produced between 10 to 90% of their legal services
and can be classified as concurrent. There were no buy respondents who procured over
90% of the legal requirements externally. Seven respondent’s responses were removed

for incomplete responses.

In general, a difference between generalised and specialised services arose to the fore
as a major complexity in relation to the Make-or-Buy decision for the delivery of legal

services by In-house departments.

5.1. Contextual Questions

A general gquestion relating to the types of legal services delivered was asked to all
respondents. In general, all respondents covered numerous areas of legal services,
including but not limited to Dispute Resolution services, Employment Law Services,

Commercial Law Services, Corporate Law services and Property law related services.
The sizes of departments that the respondents are responsible for also differ:
e 4 out of 12 respondents worked in departments between 30 to 40 lawyers,

e 3 out of 12 respondents had departments between 20 and 30; and

e 5 out 12 respondents with In-house legal departments of less than 20 lawyers.
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A general question asked to all respondents was what type of legal service providers
does the organisation use, the responses as follows:

e 12 out 12 respondents confirmed the use of traditional Law Firms as suppliers,
e 7 out of 12 respondents specifically noted the use of advocates,

e 5 out of 12 respondents noted the use of consultants/experts whilst;

e 3 outof 12 respondents noted the use of alternative legal suppliers such as Legal

Process Outsourcing suppliers.

Figure 8 below sets out the co-occurring codes in relation to types of legal service

providers used.

Figure 8: Types of Legal Services Providers
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In terms of the survey questions posed to the chosen sample, questions 1 to 4 aimed at
highlighting, at a high level the types of legal services delivered by the organisation, a
description of the manner of legal services delivery, the percentage of legal services
delivered internally and what impediments were faced when delivering legal services

internally.

Question 1.

o 19 of the 32 survey responses highlighted that the respondent delivers Dispute
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Resolution Services to the organisation;

16 of the 32 survey responses highlighted that the respondent delivers
Employment Law services to the organisation;

24 of the 32 survey responses highlighted that the respondent delivers Property
Law services to the organisation;

27 of the 32 survey responses highlighted that the respondent delivers
Commercial Law services to the organisation;

25 of the 32 survey responses highlighted that the respondent delivers
Procurement Law services to the organisation;

15 of the 32 survey responses highlighted that the respondent delivers
Intellectual Property Law services to the organisation;

26 of the 32 survey responses highlighted that the respondent delivers
Compliance services to the organisation; and

The other services highlighted not directly set out but falling under the category of “other”

included Company Secretarial (Compliance Service), Litigation (Dispute resolution

service), Insurance (Commercial Law Services/Dispute Resolution Services) and

Contract Drafting (Commercial/Procurement etc.). All of these other services can fall

within one of the seven categories highlighted. This indicates that the categories can

have more comprehensive definitions in order to assist the respondent.

Question 2 and 3:

Only 3 of the 32 survey responses indicated that they produce all required legal
services internally;

29 of the 32 survey responses indicated that they both produce legal services
internally and procure legal services externally in the market;

No response indicated that they only externally procure legal services;

Of the 29 responses indicating concurrent sourcing, 14 indicated that they
produce 75 -90% of required legal services internally.

A further 5 responses indicate that they produce over 90% of the required legal
services internally, whilst 6 responses indicated internal production of 50-74% of
the required legal services, 2 responses produced 26-49% of legal services
internally and 1 response indicated both internal and external but did not specify

a percentage of internal production.
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Question 4:

24 of the 32 survey responses highlighted a legal impediment to internal
production of legal services.

7 of the 32 highlighted conveyancing services as a legal impediment to internal
production of legal services;

20 out of 32 survey responses highlighted the use of external attorneys and
specifically advocates for litigation matters; and

5 of the 32 survey responses further highlighted the use of Intellectual Property
expertise for Intellectual Property related services.

10 of the 32 survey responses further highlighted the use of external suppliers
for specialist expertise and capacity. Even though this appears not strictly to be
a legal impediment to internal production, it does clearly highlight the use of
specialists, be that litigation, intellectual property or other in areas that fall outside
of the skills of the organisation itself.

However, the only two real impediments to internal delivery of legal services seem to be

the use of conveyancing attorneys for property related requirements and the use of

attorneys/advocates to appear on behalf of the organisation in court appearances. This

indicates that In-house departments can cover a very broad range of legal services and

are not compelled to seek a majority of legal services in the external market.

5.2.

Research Questions and Related Hypothesis

5.2.1. High Level

How do In-house legal departments determine when to make, buy or concurrently

source legal services?

From the answers received from the respondents, six clear themes arose, namely:

Cost, Skill/lExpertise, Capacity, Legal Risk, Volume and Complexity. More specifically:

6 out of 12 respondents listed Costs as an important factor,
8 out of 12 listed expertise as a factor,
5 out of 12 highlighted capacity as an important factor,

4 out of 12 specifically highlighted volume and legal risk as important factors
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and lastly
o the complexity of legal function was highlighted by numerous respondents, 1
specifically and 7 relating it to the expertise required for delivering legal services

as more specialised services are inherently more complex.

From the Co-occurring codes in relation to the High Level answers given by the
respondents, the following codes co-occurred in the High Level question on more than

occasions, in Figure 9:

Figure 9: Co-occurring codes: High Level
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Respondent 4 highlighted the organisation's general approach by, “We would only look
to outsource in, where we don't have the relevant expertise. Or it is a matter where we
require external levels of expertise. All the day-to-day matters, we would not outsource
but things like technical tax matters, very technical competition matters, and anything
outside of the skills centre we can offer the group, we will look to outsource. But there
again we try to limit those outsourcing cost as much as we can.” This was confirmed by
Respondent 9 also highlighting the importance of the internal legal advisors by

highlighting that the decision “largely depends on the legal advisor”
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Respondent 5 noted the importance of legal risk in answering: “So there’s two primary
considerations and those are legal risk and cost. That is what we always balance when
we make a decision. So there are three drivers for legal costs. One is the per unit cost
for delivery, which can either be an hour of work or a finished product. The second one
is risk appetite and the third one is demand for volume. So legal controls two of those
and assists in the managing of the third. We control per unit cost and we set the risk
appetite. The business in respect of their volume of activity and the risk that they expose
themselves to, kind of like influences the demand more than we can because
they have to also comply with our appetite. So that is essentially how we look at it. So
as soon as the risk outweighs the benefit of the cost at which we can do it in-house, we
will make the decision to buy more legal risk coverage externally.

This was confirmed by respondent 7 who summarised the position as: “/t’s very simple.
The overriding factor, especially in a bank, is legal risk. It is not cost. Because on a
billion rand transaction if it is wrong and the agreements are wrong and you cannot
perfect your security, the fact that you save yourself 500 000 rand or a million rand or 2
million rand is immaterial. So it’s very much driven by legal risk.” This response indicates
the further role that industry type plays in primary strategic concern in relation to the
delivery of legal services.

Respondent 8 highlighted the role of internal capacity in the decision in that: The other
area where we might go externally is when it is a capacity issue. When there is large
projects, especially on the mergers and acquisition side we will always involve an
external law firm who can lend heads or hands to a project if you need more than the
capacity that we have. That is basically, on large projects it’s basically a combination of

expertise and resources.”

Respondent 10 was comprehensive in his answer to the question at a high level, in that:
“Okay so | think, the fact is what one must have a look at is the skill set, volumes,
confirmation from outside. So let us deal with the first one being the skill set. In certain
instances the skill sitting in the bank is actually better than we can get outside. So its
sophisticated instruments like derivatives and that. The bank might internally sit with the
skills set. Volumes we sometimes can do the work internally but it is just too much and

just more cost effective to outsource it and the number of works, let us say if you have a
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big rather than employ\an additional legal advisor. And the thirdly, often, let’s say, there
is an issue which our auditors are querying or we think we might have a problem with a
regulator, then rather getting an internal, we'll have an internal legal view, which is then
confirmed by an outside. Letus say itis a very technical matter on an NCA or something,
our internal experts will have a view but because it might have ramifications, we just want
to confirm it with an outside council. So ja, | thinks its skill set, cost effectiveness and in
outside confirmation. | also think that cost is not the only driver, sometimes once they
have the hybrid of, to ensure that you're internal lawyer’s remains exposed to outside
views as well. Not to have, | do not want to call it academic inbreeding, but not marking

our own work.

5.3. Research Question 1: Asset Specificity

5.3.1. How does asset specificity affect the Make-or-Buy decision?

There is low asset specificity for generalised legal services and higher asset specificity
for specialised legal services. As a result, asset specificity is of greater importance when
an In-house legal department is looking at whether to make-or-buy specialised legal
services. On the other hand generalised legal services is not as affected by asset
specificity as the skills needed for internal production are widely available and generic
and with high numbers of suppliers who can service the requirements for external

production.

In order to assess how asset specificity could potentially affect the make or buy decision
for In-house legal departments, and as highlighted above in accordance with Parmigiani
(2007), questions relating to availability of skills, the nature of the skills, the number of

suppliers in the market and switching concerns were asked to the respondents.

5.3.1.1. Question 1: Are skills needed to produce legal services widely

available and generic?

e 7 out of 12 respondents answered “Depends”. All highlighted the complexity
associated with generalised and specialised services;
e 10 out of 12 respondents had positive answers for generalised legal services;

and
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e 9 out of 12 respondents had negative answers in relation to specialised legal
work. This includes the seven respondents who noted, “depends” and 2 more
respondents, both organisations in specified banking areas.

This amplifies the answer in that in general services, skills are widely available and
generic whilst for specialised services, the skills required are not widely available and

generic.

The Co-concurring codes for this aspect highlighted a number of key themes, namely
the role that the distinction between generalised and specialised services plays in
relation to the required skills. Training was also highlighted as often being a requirement
to make core skills applicable to industry specific environment Figure 10 below indicates

the codes that co-occurred with Question 1 more than 2 times.

Figure 10: Co-occurring code: Skills — Widely available and generic?
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B Co-occuring Codes

In order to assist in highlighting the difference between specialised and generalised
services Respondent 6 set out the complexity: “Some of the skills required in our
organisation are not genetic and are not widely available. So the regulatory stuff is most
definitely not widely available. There is not an overabundance of skilled mining lawyers,
and skilled environmental lawyers, there is not an overabundance of skilled project

lawyers, who are people who can do construction agreements, and things of that nature.
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There is not an abundance of that. The day to day stuff, which we call staying in business
stuff, which is contracting, whether it is with customers or suppliers, employment law type

of stuff, that stuff is not generic but it's abundantly available.”

Respondent 10 further highlighted the distinction of specialised and generalised services
but further the influence that industry specific knowledge plays: “Let me say to you, in
the litigation space, yes. It is fairly widely available. On the commercial side, let us call
it ordinary work, let us just say contracts, you know we do marketing contracts or a
procurement contract. | mean those things should be universal. Where it does get tricky,
maybe jt’s banking specific products.”

As result, question 1 highlights the difference between specialised and generalised skills
as well as the fact that skills are widely available and generic for general services and

not so widely available and generic for specialised services.

5.3.1.2. Question 2: Number of suppliers in the market?

e 10 out of 12 respondents had positive answers in that there were many suppliers
in the market.

e 2 out of 12 responses were ambivalent, in that the respondents only used a few
suppliers and did not know.

e 5 out of 12 respondents noted the complexity between specialised and
generalised services, with all noting that there were numerous suppliers for

generalised services with limited suppliers for specialised services.

There are large numbers of available legal services providers. However, there are fewer

suppliers in the specialised areas that can service the respondent’s needs.

The Co-concurring codes for this aspect highlighted a number of key themes, namely
the role that the distinction between generalised and specialised services plays in
relation to the required skills. Figure 11 below indicates the codes that co-occurred with

Question 2.
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Figure 11: Co-occurring codes: Number of suppliers in the market?
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B Co-occuring Codes

Respondent 10 highlighted the role of Industry specific knowledge and institutional
knowledge in responding: “Only after three years you know enough from the bank, it's
not to say you don't add value from day one but to be a rounded bank legal advisor with
technical legal skills and bank knowledge. Because you know you must be able to work
the banks systems.”, whilst Respondent 2 highlighted it as follows: “l think that the reason
why we intend not to instruct legal council is not so much to do with the skills being

available, but its more the institutional know how that goes with it”

These themes of Institutional Knowledge and Industry specific knowledge came out of
specialised areas such as banks and mines operations. This posits that the higher
importance of knowledge based skills that are industry specific in areas that require

highly specialised legal services delivery.

Concerning the number of suppliers available to the organisation, the complexity
associated with general and specialised services arose again. In relation to general
requirements, respondents, in general, felt that there was an abundant supply of

suppliers’ available to assist in the delivery of legal services.

However, in the specialist environment, there were fewer suppliers available to the

respondents. The role of what is known as the “Big Five” law firms was highlighted as
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being used by the organisations to deliver legal services to them.

Respondent 2 noted in relation to Question 2, also highlighting industry specific
knowledge that, “It is quite a lot of suppliers. | would say there are two things. | think to
a large degree there is an oversupply of lawyers but an under supply, let us call it, in
good technical sound lawyers that understands our business. Ja, banking lawyers. That

is their skill.”

The relationship in the number of suppliers was perfectly encapsulated in respondent
11’s response: “So from a general sort of day to day legal / think there’s probably more
than enough attorneys in the, and legal resources out there. Specialist type work, so
your environmental law, your M&A and your banking stuff is very limited.”

This was confirmed by Respondent 8 who once again highlighted the difficulty, which
arises due to specialised and generalised services, in that: “So | think there is a huge
amount of, let me put it this way, if you deal with more generic type of legal services,
there’s a big offering. When you get to the more specialist type of work, taking into
account efficiency and effectiveness of the service you need to be rendered, it becomes

limited.”

5.3.1.3. Question 3: Is it easy to change suppliers?

e 11 out of 12 respondents had positive responses to it being easy to switch
suppliers.

e The single negative respondent highlighted Institutional knowledge as the barrier
to switching suppliers. This respondent’s organisation once again was in the
specialised banking industry.

e 2 out of 12 respondents highlighted the complexity surrounding generalised and

specialised services.
Due to a large number of service providers, as highlighted above, the overwhelmingly
positive response can only conclude that it is easy to switch suppliers, especially in

general legal services.

The Co-occurring codes for this aspect highlighted a number of key themes, namely the
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role that the distinction between generalised and specialised services plays in relation to
the required skills. Figure 12 below indicates the codes that co-occurred with Question
3 more than 2 times.

Figure 12: Co-occurring codes: Easy to change suppliers?
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B Co-occuring Codes

The Co-occurring codes have highlighted the role of institutional knowledge/industry
specific knowledge in relation to the existing relationships between firms and their
suppliers. The use of multiple suppliers in order to mitigate risk as well as the complexity
created by general and specialist suppliers became further apparent in relation to service
providers. The size and complexity of the matter were highlighted as themes when

determining whether it would be easy to switch suppliers.

In relation to Switching of Suppliers, the general approach according to the respondents
that it was easy to change suppliers. However, it was further prominent that the
respondents did not want to have “key man dependency” and would in general procure
external services from a number of different suppliers by Respondent 10’s answer to
question 3, in responding: “Look what we do Rian to ensure that we don't have single
person dependency we do have more than one supplier so it will only be, it’s not a matter
of us changing suppliers, its adjusting volumes. So it doesn't work like that so let’s say |
have three attorneys from three firms , and they each get each a third of the work, and

something happens to the one, | increase the work to the other and it will give me time
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to find an alternative. But one must be very careful. As | say, it works in single person

dependency. “

Respondent 6 further highlights the role of industry specific and institutional knowledge
in relation to the switching of suppliers, in that: “And that’s premised on the fact that they
know us really well, and they understand what it is that freaks us out and so they avoid
it. Okay. And that really about familiarity. So how easy would it be for me to change?
Well | am going to say to you the skills, the core delivery skills that sit inside of a Weber
Wentzel are not dissimilar to the core delivery skills that sit in a Bowman Gilfillan or a
Edward Nathan or a Cliff Decker. | think it is much of a muchness. The difference is the

one crowd knows us really well, and the other crowd doesn't.”

Respondent 7 notes who the existing relationship between the organisation and its legal
suppliers plays a role in the make-or-buy decision, by: “Essentially there’'s a an
institutional history with them so um we invariably use the same lawyers over and over
again just because they know our documents and our requirements and because the

stakes are often so high”

5.3.2. Descriptive Statistics

Table 3 highlights the descriptive statistics including the mean and standard deviation
of quantitative data.

Table 3: Descriptive Statistics: Asset Specificity

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Asset Specificity 2 32 3 7 6.03 .861
Asset Specificity: 1 32 2 7 5.34 1.310
Asset Specificity: 3 32 1 7 4.25 1.626
Asset Specificity Composite 32 3.3 6.7 5.208 .8540
Valid N (listwise) 32

Question 6: Asset Specificity 1 - The skills needed to produce Legal services are generic
and widely available?
The Mean statistic for question 6 of the survey provided a score of 5.34, indicating that

the mean response to the question sits between Sometimes True to Mostly True, whilst
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the standard deviation is 1.310. The co-efficient of variation is 0.211, indicating low

variance.

Question 5: Asset Specificity 2 - Numerous capable Legal Service Providers exist in the
market?

The Mean statistic for question 5 of the survey provided a score of 6.03 on the 7-point
Likert scale, indicating a response sitting closer to Mostly True to Totally True, whilst the

standard deviation is 0.861. The co-efficient of variation is 0.142, indicating low variance.

Question 7: Asset Specificity 3 - Switching Legal Service Providers would be quick and
easy to do?

In relation to question 7, the Mean statistic provided a score of 4,25 on the 7 point Likert
scale, indicating a positive response on the side of Neutral to Sometimes True, whilst
the standard deviation is 1.626. The co-efficient of variation is 0.382, indicating low

variance.

The composite mean statistic for asset specificity produced a result of 5.208, which
results highlight answers on the side of Sometimes True and Mostly True, whilst the
standard deviation is 0.854. The co-efficient of variation is 0.163, indicating low variance.

The descriptive statistics confirm that there is low asset specificity in relation to
generalised legal services, and serves to validate and confirm the qualitative results in

relation to asset specificity in generalised legal services.

5.3.3. Asset Specificity: Conclusion

As a result, the role that asset specificity plays in the make-or-buy decision for firms is
subject to the inherent complexity associated with general and specialist legal services.
In relation to general services, it would appear that there is low asset specificity as there
are large numbers of suppliers available, skills required to do the work would be
somewhat generic and it would not be difficult to switch suppliers. This was confirmed
by the results and in contradiction with general TCE thinking that areas with high
specificity should require internal production, which is not the case in In-house legal

services.
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In specialist services, there would be a higher asset specificity as the skills required are
by their very nature, not generic or widely available. This is further highlighted, in that
switching is more difficult in specialist areas as there are fewer suppliers which can deal
with the high volume or complex matters and thus affecting the ability to switch and skills
which are neither widely available nor generic.

5.4. Research Question 2: Volume Uncertainty

5.4.1. How does volume uncertainty affect the make-or-buy decision?

There is low volume uncertainty for generalised core services and higher volume
uncertainty in relation to future looking once-off/project type services. These services are

regarded as of a more specialised nature.

As a result, there is an inherent complexity in relation to volume uncertainty in relation to
the make-or-buy decision for In-house departments. The role of the firm’s strategy could
help act to reduce the volume uncertainty in relation to once-off/project and general

requirements.

In order to assess how volume uncertainty affects the make or buy decision for In-house
legal departments, questions relating to how firms forecast their needs for legal services

and whether there were patterns in legal services delivery were asked.
5.4.1.1. Question5: How do you forecast requirements for legal services?

e 8 out of 12 respondents noted the use of historical data in relation to forecasting
legal services requirements.

e 9 out of 12 respondents noted future requirements in the forecasting of legal
services.

o 4 of these respondents specifically recorded the use of the organisation's strategy
as part of the future legal services obligations aspect.

e 6 out of 12 respondents noted specifically that there is a difficulty associated with

the forecasting of legal services.

Accordingly, there is low uncertainty in relation to legal services where historical data
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exists and moderate uncertainty in relation to once-off/project related requirements. This
volume uncertainty is somewhat reduced by alignment with the organisation's strategic

objectives and scanning of potential future requirements/events.

In terms of the co-concurring codes that arose from this question, issues relating to
capacity, demand fluctuation and the difficulty/inaccuracy of legal services forecasting
came to the fore, especially in once-off project related legal services. Figure 13 below

indicates the codes that co-occurred with Question 5 more than 2 times.

Figure 13: Co-occurring codes: How are legal services forecast?

Co-occuring Codes: Question 5

._.
ONDOOOO
Capacity [
Forecast |GGG
|
]

Patterns - Yes -

General Services [l
Capacity

Forecast - Future

Forecast

=
Forecast - Strategy _

specialist Services [l

Demand Fluctuation [l
Forecast - Innacurate [l
Forecast - Internal
Demand

Forecast - Historical
Internal Production -

Once-Off/Project - Can't

B Co-occuring Codes

What is clearly highlighted is the general volume uncertainty in relation to the forecasting
of legal services demand. The very nature of items such as litigation is uncertain.
However, the effective use of data, especially in related to historical requirements allows
an organisation to reduce uncertainty in relation to volume for services that would be

classified as generalised.

The position is well summarised by Respondent 1 who highlighted as follows: “Well,
some things you can forecast and something’s you can't. | mean if you take for example,
routine debt recovery work or conveyancing work in connection with a home loan, you

pretty well know your volumes and you can pretty well predict them. So that’s relatively
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easy. If however, what you cannot predict is large M&A deals because either they
happen or they do not happen. And equally, if you have a large project you cannot
regularly enforced or something like that you cannot really foresee or plan for those.
When it came to something like litigation services that you mentioned earlier?

Some you can and some you cannot. Its routine so if you take for example my area of
responsibility has plus or minus nine hundred thousand cases. That the replacement rate
is fairly constant so the, if you look over the last two or three years, you kind of know in
terms of the relatively routine of litigation you can predict that. But if you get something

major, a major one off, you can't.”

5.4.1.2. Question 6: Are there predictable patterns?

e 10 out 12 respondents indicated a positive response towards predictable
patterns, whilst

e 5out 12 also noted that the answer “depends”, whilst

¢ Only 1 respondent had a clear negative answer and 1 respondent did not provide

an answer.

Organisations do have predictable patterns that are relied on for the purposes of

reducing volume uncertainty.

In terms of the co-occurring codes, the theme of historical data featured strongly as a
key in volume forecasting as well as the difficulty in forecasting once-off/project related
requirements. Looking forward to potential occurrences was highlighted as a theme.

Figure 14 below indicates the codes that co-occurred with Question 6 more than 2 times.
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Figure 14: Co-occurring codes: Are there predictable patterns?
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The general response to how firms forecast for legal services elicited the general
response that there was an inherent difficulty in determining the volume of required legal
services due to demand fluctuations. Once again, complexity was highlighted in that
there was a difference between legal services that were delivered in accordance with
day-to-day business needs and those that occur due to a once-off occurrence or project

based requirements.

This distinction adds further complexity to the make-or-buy decision. The once-off/project
types services can further be defined as generalised and/or specialised and often have

wide reaching affects across an organisation.

In general, firms have regard to the historical volume requirements per area, the potential
future occurrences which could affect volumes as well as the strategic needs and goals

of the firm itself.

Respondent 11’s response to Question 6 summarises the role of forecasting and
patterns in legal services by: “So we try and use it based on a historical use. So we look
at basically the previous year to see what’s been done and then try and forecast what
legal services will be required coming up. And to the extent there’s obviously is repetitive
work it’s easy to forecast, but there’s are some items that you know you need to make

provision for that may or may not arise. So we treat it as part of our normal budgeting
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process. lIts linked to that so I'll run, being the head of the division, I'll look at what we've
done historically year to date and I'll make an estimate as to what additional work will
need to be done going forward. The accuracy is probably not, maybe about 25%

accuracy, based on the contingent items that may or may not happen.”

This is confirmed by respondent 5 that highlights as follows: “Well you're obviously have
a, it’'s a mixture of a look back and a look forward. So historically, you will have your
seasonal cycles of when things happen, when they do not happen. For example, we will
know which time of the year we have our wage negotiations with the incumbent trade
union so we know we need more labour lawyers around that time. Therefore, there is a
seasonal aspect that we have a line of sight of and then for the rest you have to be in
consultation with the business, when they envisage large projects. For example, now
with the sell down by Barclays, obviously we know that that is going entail a massive
amount of legal work. So it’s to understand the strategy of the business going forward
and how it differs from the past and what the inherent legal risks in those strategies are
that might generate legal work that might exceed capacity.”

In response to whether there were predictable patterns in the delivery of legal services,
the general responses noted complexity between once-off/project requirements and the
legal services for day-to-day operations of the firm. In general work areas, there were
indeed historical patterns that could be relied on, in turn, the corollary in relation to a
specialist or once off/project type work, it would be less predictable.

5.4.2. Descriptive Statistics

Table 4 highlights the descriptive statistics including the mean and standard deviation

of quantitative data.

Table 4: Descriptive Statistics: Volume Uncertainty

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Volume Uncertainty: 1 32 2 6 4.94 1.134
Volume Uncertainty: 2 32 2 6 5.00 1.437
Volume Uncertainty 32 3.0 6.0 4.969 1.0994
Composite
Valid N (listwise) 32
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Question 8: Volume Uncertainty 1 - Your forecasts for Legal services are very accurate?
The Mean statistic for question 8 of the survey provided a score of 4.94, indicating that
the mean response to the question sits between Neutral to Sometimes True and closer
to Sometimes True, whilst the standard deviation is 1.134. The co-efficient of variation is
0.229, indicating low variance.

Question 9: Volume Uncertainty 2 - There are predictable patterns to your requirements
for Legal services?

The Mean statistic for question 9 of the survey provided a score of 5 in the 7-point Likert
scale, indicating a response sitting closer to Sometimes True to Mostly True, whilst the

standard deviation is 1.437. The co-efficient of variation is 0.287, indicating low variance.

The composite mean score for questions relating to volume uncertainty was 4.969 on
the 7-point Likert scale, which indicates an answer between neutral and sometimes true,
whilst the standard deviation is 1.099. The co-efficient of variation is 0.221, indicating

low variance.

This composite mean indicates a positive leaning towards moderate to low volume

uncertainty, in that forecasting is accurate and there are predictable patterns.

5.4.3. Volume Uncertainty Conclusion

This theme highlights the difference between services that can rely on historical data and
those that must consider future requirements, which look at the more uncertain future

events to forecast legal services.

The descriptive statistics confirm that there is moderate to low volume uncertainty in
relation to generalised legal services, and serves to validate and confirm the qualitative
results in relation to volume uncertainty, which further indicated that there was low

volume uncertainty for generalised legal services.

5.5. Research Question 3: Performance Uncertainty

5.5.1. How does performance uncertainty affect the Make-or-Buy decision?
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In-house legal departments have moderate to low performance uncertainty. The role of
objective and subjective metrics was highlighted as forming the framework for
performance measurement. The role of the legal advisor itself moderates and reduces
the performance uncertainty due to its institutional knowledge or industry specific
knowledge especially in relation to problems experienced in the internal delivery of legal

services.

In order to assess how performance uncertainty could potentially affect the make or buy
decision for In-house legal departments, and as highlighted above in accordance with
Parmigiani (2007), questions were posed to the respondents in terms of describing
needs to suppliers, measuring internal and external performance, identification of

problems and measuring suppliers against each other.

5.5.1.1.Question 9: Is it easy to describe your needs to your suppliers?

e 12 out of 12 respondents indicated that it was easy to describe their needs to
their suppliers.

e Of those 12, 10 out of 12 highlighted the role of the internal advisor, institutional
knowledge or Industry Specific Knowledge in describing the needs.

There tends to exist a common language between the In-house department and their
suppliers that allow for easy translation of needs and requirements as All respondents

found it easy to describe their needs to their suppliers.

In terms of the Co-occurring codes in relation to this issue, themes such as Institutional
Knowledge/Industry specific knowledge played an important factor, the role of the legal
advisor was also highlighted. In relation hereto, the existing relationship between supplier
and firm was important. Figure 15 highlights the co-occurring codes that were highlighted

in question 9, more than two times:
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Figure 15: Co-occurring codes: Is it easy to describe needs to suppliers?
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The results are best encompassed in Respondent 10’s answer, in terms of which: “Yes
because we talk a common language. | think that is the greatest advantage of legal
advisors. | often call us the translators, because that’s what | meant you need
experienced bank legal advisor because | can take the requirement of business, translate
it into legal speak, and tell my lawyer what | want.” Which was confirmed by Respondent
11 in highlighting: “So generally it is. Unfortunately I'm always the bridge between the
business and who our legal suppliers are, so part of my job is to actually understand, you
know, what the legal risks are, what the legal output is needed. So | can direct it to the

correct resource. So it’s generally quite easy.”

Respondent 9 further noted the role of the legal advisor in communicating needs to
external service providers, as is noted: “I've not had a problem and in fact | think that’s
where the value of my life as In-house legal has been most realised is | am able to give
the business's perspective to my external suppliers and they are then able to give more

directed input into my request for support.”

5.5.1.2. Question 10: How do you measure performance internally and

externally?
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e In relation to internal performance measures, all 12 out of 12 respondents
highlighted very specific performance measures.

¢ Inrelation to external, 12 out of 12 respondents highlighted specific performance
measures. Some of these specific measures highlighted were turnaround time,
360 degree type feedback.

o 9 out of 12 respondents mentioned cost; however, the respondents were really
looking at value for money/value added in relation to costs.

e 8 out of 12 respondents highlighted the quality of work provide by the supplier,
however, this was somewhat subjective on the suppliers and advisors

themselves.

In having regard to the co-occurring codes, which were highlighted in terms of
performance measures, quality, cost and turnaround time were highlighted as important
external performance measures. From an internal point of view, turnaround time,
stakeholder satisfaction and risk management were highlighted as important

performance measures.

Figure 16 below highlights the co-occurring codes that arose in relation to question 10,

2 or more times:
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Figure 16: Co-occurring codes: How do you measure performance?
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B Co-occuring Codes

In relation to internal performance, in general, In-house legal departments applied

specific metrics and performance measures to the internal resource delivering legal

services. These were often related to objective considerations such turnaround time and

360 degree feedback from stakeholders and some more subjective measures such as

quality and risk management. In relation to external service providers, firms regard

performance such turnaround time, quality and cost as important measures. There were

also more subjective measures such as value added and risk mitigation that were

elucidated.
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Respondent 5 was clear in response to this question, in setting forward internal
performance: “So we measure round 14 key aspects of legal service delivery and
behaviours that we measure performance against. So are you the trusted advisor, do
you understand the clients business, is your turnaround good, do you make commercially
based decisions, do you instil legal discipline in the business instead of just taking the

work out.”

Respondent 6 noted the performance measures in terms of the external service provider
in that, “In terms of our external law firm providers, we had a matrix that we were using,
where we looked at an internal assessment by our own department, again on a survey
basis. Our key clients, because obviously our key clients were engaging with the law
firms as well, so there was a satisfaction survey component to that as well. And then
over and above that we kind of measured in terms of cost effectiveness, and what we

used as a proxy for cost effectiveness”

Respondent 8 also highlighted the subjectivity which is often associated with
performance measures in the delivery of legal services: “There’s not a lot of
measurement criteria and that basically to do with, and the reason for that is you don't
have a lot of quantitative measurement tools | can't view, | don't measure my guys on
how much contracts they draft in a week or how many opinions they issue. It goes about
the quality of their work. And it’s is about 360 what the feedback from their clients are
about. Turnaround times, quality of work ant all of that there is general division. And

that’s basically how internally we measure.”

5.5.1.3. Question 11: If problems exist, can you easily determine the

cause?

¢ Nine out of 12 respondents indicated that it is easy to determine the cause of

problems that arise.

In relation to firms being able to determine if and where problems exist, respondent found
it easy to identify problems, which arise in the delivery of legal services. From an external
point of view, the supplier is put into the position to determine the problems if problems

arise.
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Figure 17 highlights the co-occurring codes that were highlighted in question 11, more
than two times:

Figure 17: Co-occurring codes: Easy to determine problems?
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B Co-occuring Codes

In terms of the co-occurring codes in relation to problems in the delivery of legal services,
the ability to switch suppliers could be influenced by the size (history) of the matter and
whether the matter is of a specialist nature. Once again, the complexity in generalised

and specialised services was present.

5.5.1.4. Question 12: Do you measure one supplier's service against

another?

e 11 out of 12 respondents indicated that they measure one supplier against
another, of which seven of these 11 in indicated that this was done on an informal
basis.

In terms of the co-occurring codes, themes that were raised in relation to measuring one
supplier against each other were on objective measures like turnaround time and cost

and more subjective approaches like quality. Figure 18 highlights the co-occurring codes
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that were highlighted in question 9, more than two times:

Figure 18: Co-occurring Codes: Measure one supplier v another?
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B Co-occuring Codes

What was apparent, in general, In-house legal departments will measure the

performance of its suppliers against each other, even if not in a formal manner.

Respondent 3 also confirmed the approach in that: “You know, to the best of my
knowledge, not formally. But, | mean, obviously you know that firm A will charge you X
rand per hour and firm B will charge you XXX rand per hour and then you make a choice.
This instruction of such a nature that you want to got to the most expensive firm but you
also try to distribute your work evenly, not only to use only one firm but it’s certainly in
the back of your mind when you an instruction. Where are you going to get the best
value for money? That'’s certainly and of course if you know that one firm delivers quickly
and another one takes really a month after the deadline to deliver then it will definitely

play a role in instructing them or not.”

Respondent 8 importantly noted the role of subjectivity in the measurement of suppliers,
in that: “Again it’s subjective and discretionary. And the type of work we refer outside its
not that easy always, because you might have two or three guys in the market who is an
expert in the particular matter and if you ask for an opinion in something you not going

to ask for same opinion from the other two so you cannot compare it. So you again you
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exercise a professional judgement on the quality of the service and the attention that has

been given to it. So it’s a professional discretion.”

5.5.2. Descriptive Statistics

Table 5 highlights the descriptive statistics including the mean and standard deviation
of quantitative data.

Table 5: Descriptive Statistics: Performance Uncertainty

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation

Performance Uncertainty: 1 32 2 7 5.44 1.045
Performance Uncertainty: 2 32 1 7 4.25 1.796
Performance Uncertainty: 3 32 2 7 5.66 1.004
Performance Uncertainty: 4 32 1 7 3.94 1.722
Performance Uncertainty 32 3.3 6.3 4.820 .7493
Composite

Valid N (listwise) 32

The Mean statistic for question 13 of the survey provided a score of 5.44, indicating that
the mean response to the question sits between Sometime True to Mostly True, whilst
the standard deviation is 1.045. The co-efficient of variation is 0.192, indicating low

variance.

The Mean statistic for question 14 of the survey provided a score of 4.25 on the 7-point
Likert scale, indicating a response sitting closer to Neutral than Sometimes True, whilst
the standard deviation is 1.797. The co-efficient of variation is 0.423, indicating low
variance. This indicates that there is a moderate use of metrics to evaluate supplier

performance

The Mean statistic for question 15 of the survey provided a score of 5.66 on the 7-point
Likert scale, indicating that the mean response to the question sits between Sometime
True to Mostly True, whilst the standard deviation is 1.004. The co-efficient of variation
is 0.177, indicating low variance. This indicates a positive response to In-house

departments being able to determine causes of problems when they arise.
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The Mean statistic for Question 16 of the survey provided a score of 3.94 on the 7-point
Likert scale, indicating a mean response between Sometimes Untrue and Neutral in
relation to it being difficult to measure one supplier's services against another’s. Whilst
the standard deviation is 1.722. The co-efficient of variation is 0.437, indicating low

variance.

The composite mean score for questions relating to volume uncertainty was 4.820 on
the 7-point Likert scale, which indicates an answer between neutral and sometimes true,
whilst the standard deviation is 0.749. The co-efficient of variation is 0.155, indicating
low variance. This composite mean indicates a positive leaning towards moderate to low

performance uncertainty.

5.5.3. Performance Uncertainty Conclusion

There is moderate to low performance uncertainty in relation to the delivery of legal
services. The role of the legal advisor and their own skill competence are of utmost
importance in reducing uncertainties in relation to performance. The In-house lawyers
have a good understanding of their requirements as well as sufficient knowledge to
convey this to external service providers. What is further of importance is that the In-
house department can determine the quality of the services delivered both internally and
externally.

The descriptive statistics confirm that there is moderate to low performance uncertainty
in relation to generalised legal services, and serves to validate and confirm the qualitative

results in relation to performance uncertainty.

5.6. Research Question 4: Economies of Scale/Scope

5.6.1. How do economies of scale/scope affect the Make-or-Buy decision?
Economies of scale and scope can potentially be present for In-house legal departments.
There is the potential for both the In-house legal department and external supplier to be

in a position to achieve both, however, by design In-house departments prefer to have

multiple suppliers in a single area to reduce key man dependency.

What was clearly highlighted is that internal production of legal services does reduce the
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cost of delivering legal services. Where a problem for In-house legal departments can
exist is the use of the resources. There are obvious attempts in the In-house legal
departments to ensure that the resources are allocated to the appropriate complexity of
legal requirements, however, there are times when a high-level resource can potentially
focus on low complexity work. This mix of allocation is done in attempts to create either

economies of scale or scope from the resources utilisation.

In order to assess how economies of scale and scope could potentially affect the make
or buy decision for In-house legal departments, and as highlighted above in accordance
with Parmigiani (2007), questions relating to costs of internal production, use of
resources and economies of scale and scope both internally and externally, were asked

to the respondents.

5.6.1.1. Question 13: By producing legal services internally, do you

reduce your costs?

e 11 out of 12 respondents confirmed that by producing legal services internally,

the organisation can reduce the costs of legal services delivery.

The co-concurring codes in relation to this question highlighted the role that internal
capacity plays in reducing costs. Figure 19 highlights the co-occurring codes that were

highlighted in question 13, more than two times:
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Figure 19: Co-occurring codes: Internal production — lower costs?
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B Co-occuring Codes

What was further apparent is that the current legal services provider, the law firm, can
be regarded as high in costs compared to internal production.

Respondent 6’s response to Question 6 was quite specific and afforded a ratio, which is
applied by the organisation, as highlighted in the response: ‘1 pay on average
somewhere in the region of R400 per hour. Per hour billing is not the way that | do things
buts it is the most effective way of measuring it. | pay R400 per hour for an LPO. | pay
between R900 and R1 200 per hour for an internal resource and | pay R3 500 for an

external law firm resource. That’s my ratio.”

Respondent 5 who answered confirmed this: “Yes of course. And the general rule of

thumb that we work by is that internal is roughly a third of the cost of external.”

Respondent 10 and 12 further set out that internal production of legal services reduces
costs answering as follows: “That | mean, okay | don't want to give you the amounts, but
we reduce the bank's legal spending in the millions. Literally millions that we have saved
the bank just by doing work internally. | think” and Respondent 12 who indicated as

follows: “Tremendously, tremendously. So I've got an exact case study. In Mexico some
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of the internal drafting is, all the internal drafting of distribution agreements, and there’s
three or four templates, goes to an external law firm. | was there last month and we
seeing what’s its costing us and it costs us twice a month of what a junior lawyer who

could draft under the senior lawyer. And we busy changing it.”

These quotes highlight the high cost of external legal services. The costs associated with
internal production are between one third and half of procuring the service in the external

market.

5.6.1.2. Question 14: Do you make the best use of your resources?

e 6 out of 12 respondents highlighted that it depends on whether they are making
the best use of their internal resources.

o A further 7 out of 12 respondents indicated that there is a definite effort to make
the best use of the resources; and

e 6 out of 12 recognised that complexity associated with generalised and

specialised work.

When discussing if the firms made the best use of the resources available to them, the
general response was that the firms attempt to ensure that the correct resource is
allocated to the correct complexity of work. However, the firms have inconsistent results
in this regard. The complexity associated with general and specialist services further are

highlighted as important considerations.

In terms of the co-occurring codes, the role of complexity and volume were themes that
came out strongly. The idea of attempting to commoditise high volume low complexity
legal work was a further theme that arises from the respondents. Figure 20 highlights the

co-occurring codes that were highlighted in question14, more than two times:

88

© University of Pretoria



&
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
Q= YUNIBESITHI YA PRETORIA

Figure 20: Co-occurring codes: Do you make the best use of your resources?
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m Co-occuring Codes

The distinction between generalised and specialised legal services arose again, which
complexity can be attributed to the fact that there is inherent difficulty in ensuring that the
right resource is allocated to the right complexity of work. This inconsistency can
potentially add to inefficient methods of legal services delivery, especially in the internal

environment.

Respondent 1 noted the inherent complexity in that: “You tend to have, | for example
have a rather large team of junior lawyers and small number of senior ones to oversee
them, but other parts of the function have rather too many senior lawyers which isn't very

efficient because they are relatively expensive for the level of work that they are doing.”

The importance of resource allocation and complexity was noted by Respondent 5:
“Having the right legal counsel doing the right work at the right time for right client is
something that we do consider very strongly and that’s something that we measure the
performance of the general councils against. So what we encourage legal counsel to
do, very strongly, as part of our minimum requirements, is to commoditise repetitive work

all automated either by means of a system or by means of a tool kit.”
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Respondent 6 was more blunt in the approach followed: “It’s the right people with the
right skill doing the right work and the right cost. You got to do that analysis consistently.
You cannot have a situation where you have a lawyer with twenty years post qualification
experience who is an expert in mining law buggering around on your supply chain

agreements.”

5.6.1.3. Question 15a: Can you achieve economies of scale?

e 9 out of 12 respondents highlighted that the organisation could achieve

economies of scale internally.

5.6.1.4. Question 15b: Can your suppliers achieve economies of scale?

e 8 out of 12 respondents indicated that potentially external service provides could
create economies of scale from the organisation's work.

e This was highlighted as a potential, but 5 out of the 8 who responded positively
indicated that there exists a preference to spread work across numerous external

suppliers to reduce risk.

Even though economies of scale for external service providers is possible, there is an
active move away from creating dependency on a single supplier. It is further apparent,
that In-house legal departments can create economies of scale, depending on the

volume of the required service to be delivered.

From the co-occurring codes, the complexity in relation to specialised and generalised
work arose again. Volumes that drive the economies was prominent and once again
related to the distinction between specialised v generalised services. Figure 21 below

highlighted co-occurring codes with Question 15 that arose more than 2 times.
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Figure 21: Co-occurring codes: Can you/suppliers achieve economies of scale?

Co-occuring Codes: Question 15
25
20
15

10

0 [] - | |
%) wn wn %) — %) wn ' )
2 2 o 2 P 2 3 3 s ¢ 2 3 o =
® > > > > c O o =
! \ ! ' ! \ | 5 S — s (o8 =]
< =2 = = = k> + + I ! < B o)
o x < c = £ ] ©n > ) = x
2 & Ry = £ i & £ 3 n ge gé >
— 1 1 ] [ —_— L
pras) ' ' —
@ @ o Q@ @ Q w w e L2 2 Do
<1 g = T © g = S g g2 ® o€
S %) Q %] 3 o Q o P, n o o =
(=} 2 n 3 = 9 9] = -
o [o} %} n o © =
O o o (@] Q [= %
s} © o o =
o o w il o Q o [} n Q
L w i w c >
7} a
(V)
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It is apparent that it would be easier to create economies of scale internally for an In-
house department than it would be for an external supplier. It appears that it would be
possible to achieve economies of scale in the environment of general services where

there are higher more consistent volumes.

Respondent 5 confirmed the position by highlighting: “so the legal discipline that goes
into those things are infinitely scalable once we've deployed our tool kit standard
documentation system announcements or system controls. And that’s the same for low
value commercial contracts, employment contracts, work orders that’s subject to
framework agreement, so we achieve economies of scale on many many aspects of the

way in which we deliver legal advice and legal risk management.”

“So from a resilience perspective its better for us to have our work spread over a number
of suppliers, cause then an operational risk event that takes out your supplier will only
affect a small portion of your legal risk management”

5.6.1.5. Question 16a: Can you achieve economies of scope?

e 10 out of 12 respondents indicated that internal production can create economies
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of scope, in that a single resource is occupied with many activities instead of a
single focus.

5.6.1.6. Question 16b: Can your suppliers achieve economies of scope?

e 7 out of 12 respondents indicated that it is possible for external firms to create
economies of scope through the organisation's work;

e 5 out of 12 said that this would not be possible;

¢ Inrelation to the costs of internal legal services production, all respondents were
of the opinion that internal production is lower in costs than procuring the services
in the external market;

e 4 of the 7 respondents who highlighted that external service providers can create
economies of scope further indicated that this was possible but in reality was not
achieved.

From the co-occurring codes, the complexity in relation to specialised and generalised
work arose again. Volumes that drive the economies was prominent and once again
related to the distinction between specialised v generalised services. Figure 22 highlights

the co-occurring codes that were highlighted in question 16, more than two times:

Figure 22: Co-occurring codes: Can you/suppliers achieve economies of scope?
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Respondent 2 forwarded the inefficiencies that can arise in order to achieve economies

of scale or scope: “Well that’s what we try and do. | thinks sometimes it is not always
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possible to achieve that, and some of that has to do with | guess, both our business units
that we support and ja both the business units that we support and the way that we
manage our portfolios. So if | take an example of that, I've got one senior lawyer dealing
with the home loans portfolio but inevitably means that while she does focus on the high-
level work she also has to focus on the kind of rats and mice or the low-level stuff that
we would ultimately like to manage away. So that’s when come back to business unit

efficiency.”

Respondent 8 confirms the position in that: “l can to a certain extent achieve economies
of scale, if you look at the nature of the legal the legal nature of the problem. So | have
somebody who does IT law or somebody that does competition law, or focuses thereon,
or somebody who focuses on IP. There | can but not in the nature of the work that comes

in if I'm making sense.”

In relation to economies of scope and scale, same must be considered together. Firms
are potentially either able to achieve either economies of scale or economies of scope
in relation to the delivery of legal services. The potential for both exists, however,
volumes of internal requirements drive the decision. It is apparent that In-house counsel
can have individual focus, creating economies of scale from the resource; alternatively,

the resource will focus on numerous different activities in order for full utilisation.

The complexity of generalised and specialised services further complicate the matter. It
would be easier to drive economies of scale in generalised work (e.g. doing repetitive
processes) and economies of scope in specialised work (e.g. advising multiple areas

and matters on a complex issue).

From the external point of view, the general response was that external suppliers have
the potential to generate both economies of scale and scope from firms. In that, external
service providers can potentially have focused areas that can generate economies of
scale for the supplier. Further firms can have a number of different departments that can
be occupied by a single firms work. However, the consensus is that even though it is
possible, in reality, it is not achieved, as firms prefer to mitigate single supplier

dependency by spreading work to more than one supplier.

Respondent 10’s comprehensive answer sets out numerous difficulties in relation to
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economies of scale/scope: “When you tallying resources here, so we will have people
that specialise in home loans for closures, we will have people that specialise in motor
car, call it, simple repossessions. Because, to foreclose on a house, is different from
foreclosing on a motor car. The one is a quick moving asset. In addition, you must get it
as quickly as possible; the other one cannot run away. That is in contrast, let’s say, to
your conveyancing attorneys. And in the third contrast, let’s say, you’re unsecured, let’s
say, somebody is collecting credit card debt, its | suppose that is volume, /t’s few and far
between that you will have a individual doing all the products. But in a firm there might
be two people doing the home loans and one, another partner doing the motor vehicle,
and a third and a fourth partner doing the conveyancing. So in that sense, | suppose a
bank often likes to go to a bigger firm because under one roof is all the skills. When |
say a bigger firm, it does not have to be 80 partners or something like that. So that is, in
economies of scale. | also must warn you there, so the bank has got certain compliance
issues, so we ensure that maybe not more than, | don't want to give the game away, but
let’s call it a percentage of the work, let’s say for instance, not more than 10% of your
home loan foreclosures may go to one firm. So even if that means, and we have seen
it, that attorneys will come back and say that these volumes do not justify economies of
scale working for us. Because this is not, obviously we say to them we will give you
large volumes of instructions at a lower rate. But some will come and say look if you
only give me ten instructions a month, so that can happen. So some attorneys will come
and say look, you know if they don't get, I'm just saying, using a number, fifteen
instructions a month’s it’s not worth their while and if you look at our benchmarks and
say will you will get more than 10%, there’s a risk with the bank in having too much. It

adds on to your previous question, when | think you asked how quickly can | switch.”

5.6.2. Descriptive Statistics

Table 6 highlights the descriptive statistics including the mean and standard deviation

of quantitative data.
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Table 6: Descriptive Statistics: Economies of Scale/Scope

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Firm Scope Economies 32 1.0 7.0 5.328 1.3174
Composite
Firm Scope Economies:1 32 1 7 5.59 1.521
Firm Scope Economies:2 32 1 7 5.06 1.390
Supplier Scope Economies: 32 2 7 5.16 1.110
1
Valid N (listwise) 32

The Mean statistic for question 17 of the survey provided a score of 5.59, indicating that
the mean response to the question sits between Sometimes True to Mostly True on the
7-point Likert scale, whilst the standard deviation is 1.521. The co-efficient of variation is

0.155, indicating low variance.

The Mean statistic for question 18 of the survey provided a score of 5.06 on the 7-point
Likert scale, indicating a response sitting closer to Sometimes True than Mostly True,
whilst the standard deviation is 1.390. The co-efficient of variation is 0.275, indicating

low variance.

The Mean statistic for question 19 of the survey provided a score of 5.16 on the 7-point
Likert scale, indicating a response sitting closer to Sometimes True than Mostly True,
whilst the standard deviation is 1.110. The co-efficient of variation is 0.215, indicating

low variance.

The composite mean score for questions relating to volume uncertainty was 4.820 on
the 7-point Likert scale, which indicates an answer between neutral and sometimes true,
whilst the standard deviation is 1.317. The co-efficient of variation is 0.273, indicating
low variance. This composite mean indicates a positive leaning towards moderate to low

performance uncertainty.

The descriptive statistics confirm that there is moderate to low performance uncertainty
in relation to generalised legal services, and serves to validate and confirm the qualitative

results in relation to performance uncertainty.
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5.6.3. Economies of Scale/Scope Conclusion

In relation to economies of scope and scale, same must be considered together. In-
house legal departments are potentially either able to achieve either economies of scale
or economies of scope in relation to the delivery of legal services. There is potential for
both to exist, however, volumes of internal requirements drive the decision. It is apparent
that In-house counsel can have individual focus, creating economies of scale from the
resource; alternatively, the resource will focus on numerous different activities in order

to achieve full utilisation.

The complexity of generalised and specialised services further complicates the matter.
It would be easier to drive economies of scale in generalised work (e.g. doing repetitive
processes) and economies of scope in specialised work (e.g. advising multiple areas

and matters on a complex issue).

5.7. Research Question 5: Capabilities

5.7.1. How do capabilities/expertise affect the Make-or-Buy decision?

What is apparent that the core skills of lawyers exist internally and externally. However,
there are specialist skills that are present in the external market that is not capable of
internal replication and there are skills internally, heavily reliant on institutional
knowledge, that cannot be replicated externally. The skills are complimentary but it is in
areas of expertise and capacity that often internal legal delivery cannot replicate the

capabilities of external suppliers.

In order to assess how capabilities/expertise could potentially affect the make or buy
decision for In-house legal departments, and as highlighted above in accordance with
Parmigiani (2007), questions relating to internal skills and external skills, as well whether

the external expertise could not be replicated internally were asked to the respondents.
5.7.1.1. Question 17: Do you have the required skills internally?

e 12 out of 12 respondents responded positively to question 17 in that they had the

required skills internally to deliver legal services.
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e 2 out of the 12 respondents highlighted the importance of training in the
development of the required skills whilst a further 2 of the 12 respondents
highlighted the distinction between generalised and specialised legal services, in
that they did not have all the required specialist skill internally, and this was by

design.

Figure 23 below highlights co-occurring codes in Question 17 that arose more than 2

times in the question:

Figure 23: Co-occurring Codes: Do you have the required skills internally?

Co-occuring Codes: Question 17
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In terms of the code co-occurrences that arose as a result of this question, the complexity
in relation to generalised and specialised services arose again. There was further
indication highlighting capacity and demand as issues that affect whether the In-house
departments have the required skills internally. The role of training further arose in that

firms are often required to train to suit their own needs and purposes.

Respondent 1 forwarded: “What you would call "business as usual” yes. Because if you
know that you have that business requirement you can recruit somebody who, if not
immediately, can do the work”. This was confirmed by Respondent 11: “To the extent

that sort of the general day to day and the general practitioner, definitely.”
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As slightly contrasting response from Respondent 5 noted the In-house department’s
specific approach by “No and that’s by desire. Some of them are, you will not keep a
Ferrari in the garage if one day a year you have to drive to the corner shop. Does not
make economic sense. So it is by design that we do not internally house all the skills.

So let me just take it one-step back. You do actually have the skills that you guys require.
Yes. Because you require, you have met, you have dealt with We have what we require
in terms of the risk balance formula. Yes. So stuff that we go very light on by design is
for example, is environmental law and then like the esoteric tax structures and stuff. We

just buy that externally when it arises. And it’s once or twice every two or three years.”

All respondents and firms were of the view that they had the necessary skills internally
to produce legal services, however, the complexity associated with general and specialist

services was again present in the results.

5.7.1.2. Question 18: Are skills needed internally similar to external?

e 6 out of 12 respondents responded negatively to whether skills for internal
production of legal services was similar to the external production of legal
services.

e This, however, is qualified by 6 out of 12 respondents highlighting the difference
between general and specialised skills.

e 5 out of 12 respondents noted that the core skills of internal and external lawyers
are similar, were the skills diverge and become complementary is as a result of

industry specific skills and institution specific skills.

Figure 24 below highlights co-occurring codes in Question 18 that arose more than 2

times in the question.
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Figure 24: Co-occurring Codes: Are skills needed internally similar to external?
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In relation to whether skills required internally were similar to those required externally,
the general theme of complementarity arose. Once again, a distinction of generalised
and specialised skills was highlighted in that often the core lawyering skills are present,
but it is the differing requirements of the differing roles that have specific skills. The
benefit of institutional knowledge was forwarded as an important differentiator between

In-house and external lawyers.

The co-occurring codes highlighted the role and importance that institutional knowledge
plays in the delivery of legal services. Even though the skills tend to be generic,
institutional knowledge is a skills that assist the In-house counsel to deliver legal services
as set out by Respondent 3: “Ja | think so except that the benefit is with in-house of
course that after a while you really grow into your product and you staple this and
because you know them and you much closer to your business, you know a lot of detail

that you don't have to know when you outside.”

Respondent 6 further set out the importance core legal skills and of institutional
knowledge in that: “So core legal skills, obviously. | think that even though | indicated
earlier on that pure generalist are hard to find, people have spent a while within my
organisation understand the breadth of our environment a hell of a lot better than an
external law firms do, and generally the external law firms tend to specialise in a
particular discipline to a greater degree than we do, so there’s a matching. It’s a kind of

a funny matching if you think of, I don't know how to explain it but its stuff we have that
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they don't have and there’s stuff that they have that we don't have.”

5.7.1.3. Question 19: Do your suppliers have expertise/skills that cannot

be replicated internally?

e 8 out of 12 respondents highlighted the complexity associated with generalised
and specialised services in answering whether suppliers have skills/expertise
that cannot be replicated internally. Included in the skills that are often difficult to
replicate internally are specialised expertise and greater capacity to deal with

volume related legal services delivery.

In regards to whether suppliers have skills that cannot be replicated internally, the
complexity in relation to generalised and specialised services was once again
highlighted, in that the skills required internally and externally can be regarded as
complimentary. There are certain areas in relation to capacity and expertise where it is

difficult to replicate external capabilities internally.

Figure 25 below highlights co-occurring codes in Question 19 that arose more than 2

times in the question.

Figure 25: Co-occurring codes: External supplier's skills that cannot be replicated
internally?
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In terms of the co-occurring codes that have arisen in relation hereto, the complexity in
relation to the type or organisation arose. There are skills in relation to specialisation that
could not be replicated internally, as well as not being able to cater for high demand.

Respondent 3 has suggested that capacity in relation to high volume demand is crucial
in that: “'m not so sure about expertise really. | think we have actually; we probably
cover all the areas of expertise. What they certainly have is the volume. Like the
example that | used. We are being involved and typically you might have experienced
in your own career as well when there’s a big transaction was a secret and then all of a
sudden that lands on your desk and then all of a sudden you have to do a massive due
diligence and you have a week or two to do that. When you have that volume available,
we can never just pull ten people form their tables and say go to that town and do a due
diligence. We just do not have that capacity. While you can do that with a supplier.”

Respondent 4 further confirms the position in relation to specialisation by answering: “Ja,
ja some of them. Like | said, well we could replicate them internally. It would be possible
but it would be highly, it would be silly because we simply do not have enough of that
type of work. So again, the tax work, the competition work, and the very intricate

commercial work we do outsource.”

5.7.2. Descriptive Statistics

Table 7 highlights the descriptive statistics including the mean and standard deviation

of quantitative data.
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Table 7: Descriptive Statistics - Capabilities

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation

Firm Expertise: 1 32 4 7 5.91 T77
Firm Expertise: 2 32 2 7 5.22 1.289
Firm Expertise: 4 32 2 7 4.69 1.491
Firm Expertise: 3 32 1 7 5.78 1.581
Firm Expertise Composite 32 2.5 6.5 5.398 .9564
Supplier Expertise: 1 32 2 7 5.31 1.256
Supplier Expertise: 2 32 1 7 4.88 1.809
Supplier Expertise: 3 32 1 7 4.28 1.746
Supplier Expertise: 4 32 1 5 2.78 1.313
Supplier Expertise: 5 32 1 6 3.34 1.696
Supplier Expertise 32 2.6 54 4.119 .7651
Composite

Valid N (listwise) 32

Question 20: Firm Expertise 1 - Your legal staff can/could easily produce * Legal
services?

The Mean statistic for question 20 of the survey provided a score of 5.91, indicating that
the mean response to the question sits between Sometimes True to Mostly True on the
7-point Likert scale, however, closer to Mostly True, whilst the standard deviation is
0.777. The co-efficient of variation is 0.131, indicating low variance.

Question 21: Firm Expertise 2 - Making Legal services requires a deep expertise that
your organisation understands.

The Mean statistic for question 21 of the survey provided a score of 5.22 in the 7-point
Likert scale, indicating a response sitting closer to Sometimes True than Mostly True,
whilst the standard deviation is 1.289. The co-efficient of variation is 0.247, indicating

low variance.

Question 22: Firm Expertise 3 - The skills used to make one type of Legal service are
closely related to those that you use to make other similar types of legal services?

The Mean statistic for question 22 of the survey provided a score of 4.69 in the 7-point
Likert scale, indicating a response sitting closer to Sometimes True than Neutral, whilst
the standard deviation is 1.581. The co-efficient of variation is 0.337, indicating low

variance.
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Question 23: Firm Expertise 4 - We have internally produced Legal services for years.
The Mean statistic for question 23 of the survey provided a score of 5.78, indicating that
the mean response to the question sits between Sometimes True to Mostly True on the
7-point Likert scale, favouring Mostly True, whilst the standard deviation is 1.491. The
co-efficient of variation is 0.258, indicating low variance.

The Composite Score for Firm Expertise was 5.398. This indicates the composite means
sits between and closer to Sometimes True and Mostly True, whilst the standard

deviation is 0.9564. The co-efficient of variation is 0.177, indicating low variance.

Question 24: Supplier Expertise 1- The leading Legal suppliers have proprietary
knowledge/expertise that gives them an advantage over other organisations?

The Mean statistic for question 24 of the survey provided a score of 5.31, indicating that
the mean response to the question sits between Sometimes True to Mostly True on the
7-point Likert scale, whilst the standard deviation is 1.256. The co-efficient of variation is

0.237, indicating low variance.

Question 25: - Supplier Expertise 2 - You rely on your suppliers to help us keep up with
Legal technology?

The Mean statistic for question 25 of the survey provided a score of 4.88 in the 7-point
Likert scale, indicating a response sitting closer to Sometimes True than Neutral, whilst
the standard deviation is 1.809. The co-efficient of variation is 0.371, indicating low

variance.

Question 26: Supplier Expertise 3 - There is very little difference between the process
you would use to make Legal services and that used by a supplier?

The Mean statistic for question 26 of the survey provided a score of 4.28 in the 7-point
Likert scale, indicating a response sitting closer to Neutral than Sometimes True, whilst
the standard deviation is 1.746. The co-efficient of variation is 0.408, indicating low

variance.

Question 27: Supplier Expertise 4 - As compared to suppliers, your internal production
of Legal services is/would be higher in price?
The Mean statistic for question 27 of the survey provided a score of 2.78, indicating that

the mean response to the question sits between Sometimes Untrue to Mostly Untrue on
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the 7-point Likert scale, whilst the standard deviation is 1.313. The co-efficient of
variation is 0.472, indicating low variance. This answer indicates and confirms that firms

have lower internal production costs than their suppliers.

Question 28: Supplier Expertise 5 - As compared to your suppliers, your internal
production of Legal services is/would be lower in quality?

The Mean statistic for question 28 of the survey provided a score of 3.34, indicating that
the mean response to the question sits between Mostly Untrue and Neutral on the 7-
point Likert scale, whilst the standard deviation is 1.696. The co-efficient of variation is
0.507, indicating low variance. This answer indicates that the sample respondents did
not believe that the quality of internal legal services delivery was equivalent to the quality

produced or slightly below the quality of external service providers.

The composite mean score for the questions relating to supplier expertise is 4.119, whilst
the standard deviation is 0.7651. The co-efficient of variation is 0.186, indicating low

variance.

This confirms that the respondents did believe or only sometimes believed that the
overall expertise to delivery legal services internally and externally is similar. It further
indicates that capabilities neither favour the internal or external production of legal

services. However, cost and capacity/volume play an important role adding complexity.

The descriptive statistics confirm that the In-house legal departments have the required
skills and capabilities to deliver most legal services internally at the same level and
quality as external providers. , and serves to validate and confirm the qualitative results

in relation to generalised legal services.

5.7.3. Expertise Conclusion

There is very little appreciable difference in capabilities of legal services production
between In-house and external suppliers. What is however at play is the complexity that
is inherent in specialised and generalised services. This favours the external production

for services that require specialised skill or capacity to manage high volumes.

What is further apparent is that were skills do diverge, is in the realm where industry
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specific or institutional knowledge is crucial to the effective delivery of legal services. This
can be knowledge, which is inherent to the organisation or external specialised expertise
in a specific industry.

This must all be considered in the context that the skills and expertise internally and
externally are capable of delivering similar services. There is little appreciable
indications, other than mitigating legal risk, why In-house departments would not produce
legal services in generalised areas internally, as In-house departments have the skill to

produce similar quality legal services in comparison to external suppliers.

5.8. Research Question 6:

5.8.1. How does technological uncertainty affect the Make-or-Buy

decision?

The overwhelming majority indicated that disruptions from technology were expected in
the manner in which legal services are delivered. What was further apparent was that

the role in high volume areas would be most be most apparent.

In order to assess how technological uncertainty could potentially affect the make or buy
decision for In-house legal departments, and as highlighted above in accordance with
Parmigiani (2007), questions relating to whether the respondent expect disruptions from
technology in the delivery of legal services and what type of technology is presently being

used, were asked to the respondents

5.8.1.1. Question 7: Do you expect disruptions from technology in the

delivery of legal services?

e 10 out 12 Respondents highlighted that they expected disruptions from
technology in the delivery of legal services.

e 3 out of those 10 further identified the high volume commoditised legal services
as an area for technology implementation and

e another 3 recognised that technology will act as an enabler to the delivery of legal

services.
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In terms of the co-occurring codes, the commoditisation of general services was
highlighted as well as technology acting as an enabler for the delivery of legal services.
Figure 26 highlights the co-occurring codes that were highlighted in question 7, more
than two times:

Figure 26: Co-occurring Codes: Disruptions from technology in legal services delivery?

Co-occuring Codes: Question 7
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Technology is a very broad topic, but Respondent 1 insights highlight: “Well, yes we hope
so. The there is a few, there is few trends. At the commodity end of the market, increased
use of technology does show some promise in reducing the very basic types of legal
work to process and automation so if you take our retail banking products within the
bank, they're all now delivered automatically, so if you take, for example, very recently
needed to change the terms and conditions applying to 600 000 credit card holders and
once we worked out the how and the words the rest of its done completely automated.
So you've got a very high level of automation in the bank and that’s been driven very fast
by digital innovation so you would expect to be substantially paperless so we get into the
world of digital signatures and all of those things. So within the bank the industry is
moving very fast and that requires a lot of innovation the way we think and risks that we
take. Externally the service providers are you get the outfits where they'll deal your
commodity for you, it’s kind of slightly early days, | suspect that the, | suspect that the
way it will go is that the sort of drafting systems within law firms will become semi

intelligent and the idle document assembly there'll be a greater level of document
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assembly and those sorts of things. So yeah, but | would expect the pace of that to

increase.

Respondent 5 when answering further posited this position: “/ think only a fool would say
no. You have to expect that and | do not say by expecting the unexpected that is
something that could go into that category. | think technology has been making quite a
lot of inroads into the legal field but I think we still, lawyers are still looking at technology
as enabling instead of disruptive and we still asking the question, how will technology
make my easier, instead of asking the question how will technology make my client's life
earlier. | think that is where the disruption can potentially happen. There’s nothing that
would prevent an uber type platform for legal services. | can't see why that will be

impossible”

Respondent 6 was the most emphatic in the opinion on technology :“I'm convinced there
will come a time where technology may in fact become a replacer. You know, with some
of the Al type of developments happening, | think that some of the stuff that we do around
contracting, which is template based, may in fact in the next ten to twenty years may

make a lot of low level lawyers quite redundant, | suppose.”

5.8.1.2. Question 8: Do you make use of technology to deliver legal

services?

All 12 respondents indicated that technology used in the delivery of legal services.

The technology that was identified is case management systems, matter management
systems, document management systems and then knowledge management systems.
Further use of email and online databases was further highlighted.

No respondents indicated the use of E-Discovery, Technology Assisted Review or

Artificial intelligence technology solutions.

Figure 27 highlights the co-occurring codes that were highlighted in question 8, more

than two times:

107

© University of Pretoria



&
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Q= YUNIBESITHI YA PRETORIA

Figure 27: Co-occurring codes: Types of technology used?
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When it came to the technology being implemented, there is no indication of application

of the latest artificial intelligence or related legal software. Most organisations use the

traditional online databases, email and matter management systems.

In terms of the co-occurring codes, online databases, knowledge management tools and

software were all present.

5.8.2. Descriptive Statistics

Table 8 highlights the descriptive statistics including the mean and standard deviation

of quantitative data.

Table 8: Descriptive Statistics — Technological Uncertainty

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Technological Uncertainty: 1 32 2 7 4.34 1.638
Technological Uncertainty: 2 32 2 6 4.72 1.397
Technological Uncertainty: 3 32 2 6 4.66 1.405
Tech Uncertainty Composite 32 2.0 6.0 4.573 .9049
Valid N (listwise) 32

Question 10: Technological Uncertainty 1 - The processes and skills to perform Legal

services are mature and unlikely to change in the future?
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The Mean statistic for question 10 of the survey provided a score of 4.34, indicating that
the mean response to the question sits between Neutral and Sometimes True on the 7-
point Likert scale, whilst the standard deviation is 1.638. The co-efficient of variation is
0.377, indicating low variance.

Question 11: Technological Uncertainty 2 - Major Legal services innovations are very
likely within the next few years?

The Mean statistic for question 11 of the survey provided a score of 4.72 in the 7-point
Likert scale, indicating a response sitting closer to Sometimes True than Neutral, whilst
the standard deviation is 1.397. The co-efficient of variation is 0.296, indicating low

variance.

Question 12: Technological Uncertainty 3 - Major innovations in how Legal services are
delivered are very likely within the next few years.

The Mean statistic for question 12 of the survey provided a score of 4.66 in the 7-point
Likert scale, indicating a response sitting further from Neutral than Sometimes True,
whilst the standard deviation is 1.405. The co-efficient of variation is 0.302, indicating

low variance.

The composite mean score for the questions relating to technological uncertainty is
4.573, whilst the standard deviation is 0.905. The co-efficient of variation is 0.197,
indicating low variance. This composite mean indicates a positive leaning towards

moderate to low performance uncertainty.

However, the descriptive statistics confirm that the central tendency is moderate to low
technological uncertainty in relation to generalised legal services, and serves to validate

and confirm the qualitative results in relation to technology uncertainty.

5.8.3. Technology Uncertainty Conclusion

What is clear, and confirmed by the descriptive statistics is that there will be technology
disruptions in the legal services industry. Limited technology is being applied in all
aspects of legal services delivery, however, there is moderate uncertainty in relation to

how technology will affect the delivery of legal services.
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As a result, there is low uncertainty in relation to technology, in that the industry does
expect some form of disruption. However, this is slightly tempered in that there moderate
uncertainty in relation to how these disruptions will affect the way legal services are
delivered.
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6. CHAPTER 6: DISCUSSION OF RESULTS

The make-or-buy decision for In-house legal departments is inherently complex by its
very nature. Using the framework of Parmigiani (2007), the results have shown differing
results in relation to TCE, Neoclassical economics and Capabilities economics, in

relation to the concurrent sourcing choice.

From the results obtained pursuant to both the qualitative and quantitative research, the
results of the research questions in terms of the main academic frameworks will be

discussed together.

A decision tree model has been designed and developed in accordance with the main
findings of the research in order to assist In-house legal department in making the

decision to produce legal services internally or procure them in the external market.
6.1. Inherent Complexity

What was clear from the outset of the data analysis was that legal services, and
potentially services in general, are highly complex environments subject to numerous
different and sometimes opposing forces. A distinction between generalised and
specialised legal services must be drawn from the outset as it frames the results and

analysis of data obtained.

However, the boundary between what is generalised and what is specialised is, however,
inconsistent. What became apparent from the respondents was that the context of the
notion and distinction between generalised and specialised legal services was
organisation and potentially industry dependant. Many references were made to the
industry or institutional specific knowledge and expertise. Even within the context of an
industry, a retail bank would have a different distinction between generalised and

specialised services as compared to an investment bank.

This does not, however, diminish the generalisability of the study across the South
African legal industry or potentially to other jurisdictions. The decision to make the
quantitative instrument general as opposed to specific could be a limiting consideration
in the validation role of the survey results. However, further consideration of specialised

services can be given in further studies.
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Lacity and Wilcock's (2013) exposition and definition of legal services attempt to create
a more specialised distinction in the type of legal services by creating towers of legal
subject matters, be it litigation or corporate to employment, can be used in future studies
to potentially limit the uncertainty created by the distinction in services. The effect of
volume and expertise in the different towers could potentially indicate more precisely the
role of transaction cost economics, neoclassical and capabilities economics on legal

services(Parmigiani, 2007).

However, the role of the governing industry needs to be further investigated alongside
the specific service towers to further attempt to explain the potential role and
consequential affects the distinction between generalised and specialised legal services

plays in the context of the make-or-buy decision.

6.2. Transaction Cost Economics

Research Question 1: How does asset specificity affect the Make-or-Buy decision?

The role that asset specificity plays in the make-or-buy decision for In-house legal
departments is subject to the inherent complexity associated with the distinction between
generalised and specialised legal services. In relation to general services, there is low
asset specificity as there are large numbers of suppliers available, skills required to do
the work would be somewhat generic and widely available and it would not be difficult to

switch suppliers.

In specialist services, there would be a higher asset specificity as the skills required are
by their very nature, are not generic or widely available. This highlights, in that switching
is more difficult in specialist areas as there are fewer suppliers that can deal with the

high volume or complex matters and thus affecting the ability to switch.

Concerning the availability and nature of skills, the general response elicited complexity
in that responses made a distinction between general and specialised skills. Skills for

general services were generally found to be widely available and generic.
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Research Question 2: How does volume uncertainty affect the Make-or-Buy

decision?

This theme highlights the difference between services that can rely on historical data and
those that must consider future requirements, which look at the more uncertain future

events to forecast legal services.

The descriptive statistics confirm that there is moderate to low volume uncertainty in
relation to generalised legal services, and serves to validate and confirm the qualitative
results in relation to volume uncertainty, which further indicated that there was low

volume uncertainty for generalised legal services.

Research Question 3: How does performance uncertainty affect the Make-or-Buy

decision?

There is moderate to low performance uncertainty in relation to the delivery of legal
services. The role of the legal advisor and their own skill competence are of utmost
importance in reducing uncertainties in relation to performance. The In-house lawyers
have a good understanding of their internal business requirements as well as sufficient
knowledge to convey this to external service providers. What is further of importance is
that the In-house department can determine the quality of the services delivered both
internally and externally.

The descriptive statistics confirm that there is moderate to low performance uncertainty
in relation to generalised legal services, and serves to validate and confirm the qualitative

results in relation to performance uncertainty.

Transaction cost economics, and specifically asset specificity, volume uncertainty and
performance uncertainty cannot alone explain concurrent sourcing of legal services,

which is more complex by its very nature as compared to manufacturing.

Generalised services, which have lower asset specificity, lower volume uncertainty and
lower performance uncertainty are generally being produced internally. This contradicts
the traditional TCE approach. The very fact that these services generate volumes

required to generate economies of scale or scope seem to be the main contributing factor
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to the internal production of legal services.

The traditional TCE approach (Coase, 1937; Poppo & Zenger, 1998; O. E. Williamson,
1985; Oliver E Williamson, 1981) dictates that areas with low asset specificity, low
volume uncertainty and low performance uncertainty would be outsourced to the external
market as service providers can increased efficiencies and reduce costs. The corollary
seems to be true in legal services, as the cost of external production far exceeds the

costs of internal production.

In relation to specialised services, which has higher asset specificity, moderate volume
uncertainty in relation to once-off/project type requirements and low performance
uncertainty, the results contradict the prevailing thinking which indicates that such an
environment should lend itself to internal production. These legal services tend to be

procured in the external market.

The results of the qualitative portion and the questions relating to asset specificity
specifically bears out the inherent complexity associated with the make-or-buy decision
in the context of In-house legal departments. The complexity arises due to what can be
labelled as specialised or generalise legal services. This concept arose throughout the
study and was expected by the author.

In relation to asset specificity, the number of suppliers in the market can very well be
determined to be distinguished again through the generalised or specialised capabilities
and expertise of the suppliers. There are fewer available suppliers for more specialised

work as compared to generalised work.

The fact that the distinction was once again highlighted in the In-house legal
department’s ability to switch suppliers, being easier in relation to generalised services
and harder in relation to more specialised services leads one to the conclusion that there
is higher asset specificity in relation to specialised services and low asset specificity in

relation to generalised services.

Williamson (1985) argues that asset specificity and uncertainty motivate firms to
produce internally as both drivers increase the costs associated with market

exchanges. It builds on two behavioural assumptions: bounded rationality and
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opportunism (Mols, 2010a; O. E. Williamson, 1985). is however potentially
contradictory to the results obtained, in legal services, where asset specificity is high in
specialised services, In-house legal departments tend to source more services
externally in areas that require specialised skill and internally produce the generalised
work, depending on how the distinction is drawn by the In-house legal department.

TCE has argued that in consideration of whether an organisation should consider
internal production must be based on the transaction specific costs between the parties
(Kulkarni & Jenamani, 2012; Mclvor, 2008). This is not supported by the analysis of the
data obtained; in that, the costs of external legal services coupled with low
performance uncertainty do not outweigh the mitigation of risk that is associated with
using external legal services providers. In this regard, even though there are high
transaction costs in the use of external service providers, high transaction costs do not

appear to force internal production for specialised services.

Cost is not the primary driver behind the decision to seek legal services in the external

market, nor is performance or volume uncertainty the main determinant.

Williamson has indicated that TCE assumes that the ability to create economies of
scale favour the external market over internal production(A. Smith et al., 2013; O.
Williamson, 1973).

This notion would be correct in general, however, as the research has shown, both the
internal and external production of legal services can achieve economies of scale.
These economies exist in areas where the In-house legal department regards the
delivery of the specific legal service as core to its business and where volumes can be
generated. External suppliers look to create economies in areas that are not core to the
In-house legal department, or where low or high volumes do not justify the internal
production of legal services, either by failing to generate economies or not having

sufficient capacity to deal with high demand.

Smith et al (2013) have set out that external production favours the creation of
economies of scale by those external providers, in that the provider is able to leverage
its capacity to produce higher volumes to many customers. These economies of scale

allow the procurement from external suppliers at lower costs than the firm can produce

115

© University of Pretoria



ot
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

internally. As a result, firms should externally procure when they are able to benefit
from the lower costs created in areas that have economies of scale created by the

external supplier (Ang & Cummings, 1997; Poppo & Zenger, 1998; A. Smith et al.,

2013).

The corollary is, however, true in the delivery of legal services. The cost of procuring
external services is in general higher than the internal production of legal services.
External service providers ought to be able to create the required economies, but their

high costs prohibit the In-house department from benefitting from those economies.

As highlighted the alternative service providers are attempting to capitalise on this
disparate situation, in trying to reduce costs by creating economies of scale in high
volume low complexity legal requirements. Traditional law firms have left the door wide
open for other suppliers to exploit what can only be described as a considerable

opportunity in the legal services market.

However, if the In-house legal department can internally create economies of scale in
the areas that have high volume requirements, then the In-house department should
produce internally. As a result, Transaction costs economics presumes that firms will
produce internally when the costs of using the external market are higher than internal
production costs (Kulkarni & Jenamani, 2012; Poppo & Zenger, 1998; Safizadeh et al.,
2008)

So, as has been demonstrated, In-house legal departments are forced to produce
internal legal services in areas that can be driven by generalised high volume services,
as the costs for such services in the external market exceed the costs of internal
production. However, this position seems artificial in that external services providers
can create economies of scale by servicing many clients, which should have the effect

of lowering production costs for the external supplier.

However, in relation to outsourcing in general, professional services may be more
complex than other forms of outsourcing. Outsourcing is not solely about lower costs
and There are potential long term challenges which must also be factored into the
overall costs associated with an outsourcing decision (Ellram et al., 2008). These

transaction costs are mitigated by the role of institutional knowledge as well as the core
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skills of internal and external lawyers being similar and complimentary.

Building thereon, the role of institutional knowledge of the external supplier and the
relationship with the In-house department are a testament to the complexity in the
decision for In-house departments. The role that risk mitigation plays in the sourcing
decision adds a further dimension, in that there are circumstances when to reduce risk,
procuring services in the external market, even though at a higher rate, satisfies the
firms needs to mitigate risk. This is counter-intuitive to the traditional TCE approach

and supports the view postulated by Ellram, Tate and Billingham (Ellram et al., 2008).

As demonstrated in chapter 1, legal services are trending towards the outsourcing of
high volume low complexity services to alternative legal service providers who are
more efficient than internal production. In-house departments look at outsourcing the
high complexity low volume legal work to external experts. This serves as a function of
legal risk management. So as the research indicates, areas of high asset specificity, as
associated with specialised services are not conducted internally, but rather
outsourced, which lends itself to indicating that asset specificity alone cannot assist in

the make-or-buy decision when sourcing is concurrent.

The uncertainties, be it performance or volume plays varying roles in the transaction cost

realm.

Volume uncertainty in this realm can be regarded as moderate to low in that there are
predictable legal delivery areas and some that are unpredictable. Predictable areas rely
heavily on historical data and unpredictable areas seem to be those that are beholden
to a future event, or the strategy of the organisation itself. It is the interpretation of the
researcher that this distinction is closely related to the distinction between generalised

and specialised services and how the firm makes the distinction.

What is apparent is that the In-house legal department can use external suppliers to limit
any negative effects associated with volume uncertainty, in that the firm can procure
capacity related or expertise related services from the external market to adequately
mitigate the uncertainty experienced with moderate to low volume uncertainty. This tends
to lend itself to the Parmigiani’'s (2007) hypothesis indicating moderate volume

uncertainty would lead to a concurrent sourcing approach.

117

© University of Pretoria



ot
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

The results do however not lend themselves towards a continuum, but rather a discrete
choice and how the firm decides to mitigate the risk.

Parmigiani postulated that the higher the asset specificity of the good, the higher the
percentage of the good will be produced internally, which means that goods with a
medium asset specificity should be concurrent sourced. Parmigiani has further
connected asset specificity with volume and performance uncertainty. However, the
empirical evidence does not support this notion and hence lends itself to the argument
of Heroit and Kulkami (Heriot & Kulkarni, 2001) in that TCE cannot be the explaining
factor in concurrent sourcing in isolation (Mols, 2010a). This research confirms that TCE
alone cannot be the explaining factor in the make-or-buy decision for In-house legal

departments.

This is further borne out because of the complexity associated with the generalised and

specialised services distinction.

With the changing cost structures in today’s economies, where non-physical, service
oriented exchanges may have low transaction costs due to information technology, the
assumption that a high level of transactions equates to a high level of costs is not valid
(Yang et al., 2012). This is borne out by the shifts towards commoditising repetitive high
volume legal services that can be regarded as general to an In-house legal department.
As a result, and in contradiction to the past, large volumes of legal services should be
benefitting from the reduction of costs through better use of information technology and

its associated efficiencies.

There is little to no indication that firms have difficulty in relation to the performance of
their external or internal suppliers. Switching suppliers tend to be easier in the
generalised than specialised areas which bear out the inherent difficulty in following an
exclusively TCE approach to the make-or-buy decision in the provision of legal services.
Low demand uncertainty further does not bear out that TCE alone describes the make

or buy decision for In-house.
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6.2.1. Transaction Cost Economics Conclusion

Transaction costs alone cannot explain the make-or-buy decision for In-House legal
departments.

In contradiction to previous research, high asset specificity does not lead to internal
production, but instead leads to external procurement of legal services, especially in

areas of specialised services.

Volume uncertainty can be regarded as moderate too low for generalised services and
moderate for once-off future projects. This conforms with previous research in that In-
house departments can use external suppliers to deal with areas of high demand by

providing capacity the In-house legal department does not have.

Performance uncertainty does not seem to influence the make-or-buy decision for In-
house legal departments. Performance uncertainty is reduced by the role of institutional
knowledge, industry specific knowledge or the role of the legal advisor and does not
appear to be a cause for either internal or external production in generalised services.

It does however influence the decision to outsource in specialised areas where external

expertise is used to mitigate performance uncertainty and legal risk.

6.3. Neoclassical Economics

Research Question 2. How does volume uncertainty affect the Make-or-Buy

decision?

This theme highlights the difference between services that can rely on historical data and
those that must consider future requirements, which look at the more uncertain future

events to forecast legal services.

The descriptive statistics confirm that there is moderate to low volume uncertainty in
relation to generalised legal services, and serves to validate and confirm the qualitative
results in relation to volume uncertainty, which further indicated that there was low

volume uncertainty for generalised legal services.
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Research Question 3: How does performance uncertainty affect the Make-or-Buy

decision?

There is moderate to low performance uncertainty in relation to the delivery of legal
services. The role of the legal advisor and their own skill competence are of utmost
importance in reducing uncertainties in relation to performance. The In-house lawyers
have a good understanding of their requirements as well as sufficient knowledge to
convey this to external service providers. What is further of importance is that the In-
house department can determine the quality of the services delivered both internally and

externally.

The descriptive statistics confirm that there is moderate to low performance uncertainty
in relation to generalised legal services, and serves to validate and confirm the qualitative

results in relation to performance uncertainty.

Research Question 4: How do economies of scale/scope affect the Make-or-Buy

decision?

In relation to economies of scope and scale, both must be considered together. In-house
legal departments are potentially either able to achieve either economies of scale or
economies of scope in relation to the delivery of legal services. There is potential for both
to exist, however, volumes of internal requirements drive the decision. It is apparent that
In-house counsel can have individual focus, creating economies of scale from the
resource, alternatively, the resource will focus on numerous different activities in order

to achieve full utilisation.

The complexity of generalised and specialised services further complicates the matter.
It would be easier to drive economies of scale in generalised work (e.g. doing repetitive
processes) and economies of scope in specialised work (e.g. advising multiple areas

and matters on a complex issue).

A neoclassical explanation for concurrent sourcing is founded in demand uncertainty.
The basic premise expounded by Adelman (Adelman, 1949) is that an organisation can
keep internal production at full capacity and rely on the use of external suppliers to handle

additional volumes.
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This explanation fits better into the results obtained. Firms use the external suppliers
largely to assist with capacity or expertise. Both of these influence volume uncertainty,
in that are often once-off projects or future strategic requirements that will require that
the firm seek either the required expertise or the capacity to assist in the delivery of the
legal services.

This position relies on the assumption that the market has a large number of qualified
suppliers who will charge a premium to provide the output flexibility and that the firms
will be willing to pay this premium instead of investing in further capacity, which may not

be utilized due to the demand uncertainty (Adelman, 1949).

Adelman’s (1949) observations are confirmed in the qualitative portion, in that In-house
legal departments are willing to procure services at a higher cost externally in areas that
are not core to the business, or where volumes are insufficient to generate any form of
economies for the firm. As lawyers tend to be expensive resources themselves, the fact
that there may be an area of law that seldom arises, it is not in the organisations best
interest to attempt to produce this service internally, due to the potential low utilisation
rate of the resource. This supports the Neoclassical approach as expounded by
Parmigiani (2007) that a firm will both make and buy in order to have flexibility to meet
unexpected demand, as external service providers tend to support the In-house

departments with either expertise or capacity.

Neoclassical Economics has as one of its primary drivers, the reduction of production
costs by leveraging both economies of scale and scope. Porter (1980) focuses on
internal production as a means of exploiting both scale and scope. Economies of scope
reduce the costs of producing services if the same input is shared. Hence, this leads to

higher utilisation rates of the resource (Mols, 2010a; Panzar & Willig, 1981).

This is supported in theory, but potentially not in practice. As highlighted, both firms and
suppliers have the potential to generate both economies of scale and scope, depending
on the circumstances. Resources in the In-house environment, in order to ensure full
utilisation, tend to have either a singularly focused task or having many different tasks

within areas.
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The external supplier, on the other hand, has the potential to create economies of scale
by producing a single service for many clients, or are able to support many clients in
many different areas, creating scope utilisation. However, due to the reluctance and the
dangers associated with key man dependency, most In-house legal departments tend to
provide portions of the pie to multiple suppliers. As a result, it is difficult for external
suppliers to build either economies of scale or scope for a single In-house legal
department, and hence are required to service many clients to generate economies. This
further lends credence to the contention that the greater the economies of scope for the
firm, the greater the motivation to produce the service internally whilst the greater the
economy of scope for the supplier, would, in turn, lead to a higher degree of outsourcing

from the firm (Parmigiani, 2007).

Parmigiani’s (2007) argument is hence when economies of scope are present for both
the supplier and the firm, a concurrent approach will more likely be the preferred sourcing
choice(Rosenberg Hansen et al., 2011). This has been confirmed in theory and would
be dependent on the distinction of the In-house department between core and non-core
and generalised and specialised services. The role of the external supplier is to provide
either expertise or capacity to the In-house legal department.

As a result, if both the In-house and the supplier can reduce production costs through
the use of economies of scope, the firm would concurrently source the service in order
to enjoy lower costs of internal production for services which it has economies of scope
in and enjoy reduced costs from its supplier, where the supplier enjoys economies of
scope (Parmigiani, 2007). This in reality is however, not the position, as traditional

external service providers do not have reduced costs resulting from economies of scope.

The only part of this postulation is supported, in that if firms can generate either
economies of scale or scope, the general position for In-house legal departments is that
it is cheaper to produce the service internally. However, this choice is fundamental, as
the In-house legal department will not benefit from suppliers providing external legal
services in the traditional manner, as those are more expensive than internal production.
Where however this may ring true, is in the area of alternative legal service providers
and LPO’s who produce legal services cheaper that internal production in areas of high

volume and low complexity.
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Parmigiani (2007) further hypothesises, which does not find support in the study, in the
greater the performance uncertainty of the good, the more likely the firm will concurrently
source (Parmigiani, 2007) and would rather choose to make over concurrent sourcing
and to make over buying in areas of high performance uncertainty. The result of this
study do not conform with this postulation, in that areas with high specialisation, where
performance uncertainty is higher, leads the In-house department to procure services in
the external market, in order to mitigate risk coupled with the requirement of specialised
skills not being available in the organisation. Generalised services that have lower

performance and volume uncertainty are be produced internally.
6.3.1. Neoclassical Economics Conclusion

The results and analysis of this study show a more favourable acceptance of the role
that Neoclassical economics, especially in areas such as economies of scale and scope
and volume uncertainty. Performance uncertainty, despite being relatively low, has
contradictory results owing to the distinction and complexity associated with generalised
and specialised legal services.

As a result, neoclassical economics alone cannot explain with complete satisfaction the

concurrent sourcing approach in In-house legal services delivery.

6.4. Capabilities Economics

Research Question 5: How do expertise affect the Make-or-Buy decision?

There is very little appreciable difference in capabilities of legal services production
between In-house and external suppliers. What is however at play is the complexity that
is inherent in specialised and generalised services. This favour the external production

for services that require the capacity to manage high volumes.

What is further apparent is that were skills do diverge, is in the realm where industry
specific or institutional knowledge is crucial to the effective delivery of legal services. This
can be knowledge, which is inherent to the organisation or external specialised expertise

in a specific industry.

123

© University of Pretoria



ot
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

Research Question 6: How does technological uncertainty affect the Make-or-Buy

decision?

What is clear, and confirmed by the descriptive statistics is that there will be technology
disruptions in the legal services industry. Limited technology is being applied in all
aspects of legal services delivery, however, there is moderate uncertainty in relation to
how technology will affect the delivery of legal services.

The decision to make-or buy will be dependent on whether the In-house department has
the required resources to perform the required legal services. If not, the In-house legal
department is more likely to outsource where it can obtain skills and expertise that will
be more efficient in producing the service. As a result, the better resourced the firm is,
the more it will tend to make the service, whilst the corollary favour outsourcing if the
supplier possesses greater expertise and resource to perform the service. (K. Conner &
Prahalad, 1996)

This is supported by the In-house legal departments producing general services where
the organisation has the required internal skill to produce and deliver legal services. It,
however, is more complex in relation to specialised services in terms of where firms
would only possess the specialised skills that are core to their business (and so regarded
as general), where suppliers are well position to meet the In-house legal department's

expertise requirements and hence services are procured externally.

What is further inherent in the decision is that it would be more difficult to generate
economies of scale and/or scope in specialised legal services, as there is an inherent

lower demand coupled with higher demand uncertainty for specialised services.

Parmigiani (2007) found that concurrent sourcing would be the preferred mode of
governance if both the firm and the supplier has significant expertise in the production of

the service.

The results and analysis of this study confirm that the skills requirements between
external and internal service providers do overlap and are to some degree
complimentary to each other. It is the combination of these skills that drives the In-house

legal department to both, produce internally as compared to externally, and vice versa.
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In-house legal departments generate skills and expertise in certain areas and are able
to procure services in areas where the external supplier has the required expertise, or
when the expertise of the supplier is used to mitigate the risk for the firm.

Concurrent sourcing further exposes the firm to external complementary knowledge
which in turn increases the expertise and knowledge of the firm, which will develop its
own internal expertise and production capability (Ahuja, 2000; Ahuja & Lampert, 2001,
Cassiman & Veugelers, 2006; Hashai, 2016; Lavie & Rosenkopf, 2006; Leiblein &
Madsen, 2009; Parmigiani, 2007; Parmigiani & Mitchell, 2010; Phelps, 2010; Sampson,
2007) There can be no denying the role that industry specific or institutional knowledge
plays in the delivery In-house legal services, but also acts to reduce performance
uncertainty in relation to the external production of legal services. The skills often develop

to ensure complementarity with internal and external legal services production.

The research confirms that In-house legal departments rely on both internal and external
expertise and capability to deliver legal services. The internal delivery of generalised
legal services is supported through the external procurement of specialised expertise

and capacity.

What has clearly been demonstrated through this research is that technology will
undoubtedly change the ways in which legal services are delivered. Atrtificial intelligence
and other associated software can greatly assist organisations in delivering high volume
lower complexity legal services. The eventual role that technology will play is open to

speculation.

This would tend to support the view of Parmigiani (2007) in that the greater the
technological uncertainty, the more likely the firm will concurrently resource. However,
not all activities affected by technological uncertainty have to be outsourced. Having
access to information from an external provider or providers, as highlighted above will
mitigate the risk associated with technological uncertainty (Mols, 2010b; Parmigiani,
2007).

Technology is only now emerging as a trend in the South African legal market and the
role it will play will increase over time. What was clear from the research is that
technology is going to enable the delivery of legal services, be it internal or external and

will assist in the efficient delivery of legal services. Both internal and external production
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can benefit from the use of technology related solutions, the effect of such, can only be
determined in time. This accords with the “Evolution of Legal Services” model (Susskind,
2008) that demonstrates, as a number of respondents highlighted, the attempt to

commoditise legal services,

As demonstrated, the role of institutional knowledge or industry specific knowledge has
a supporting and moderating effect on the internal delivery of legal services. This
knowledge must be harnessed to leverage internal capabilities, which can potentially
propel the In-house department to be specialists within the organisation and the greater
industry. This can reduce the requirement to seek external specialists as the internal

capability exceeds that of the external service provider.
6.4.1. Capabilities Economics Conclusion

However, capabilities economics would not tend in itself to explain the concurrent
sourcing decision in the delivery of legal services. Knowledge and capabilities tend to
moderate the uncertainties associated with volume and performance uncertainty.
Neither capabilities nor technological uncertainty can alone or together explain why an

In-house legal department will make-or-buy legal services.

6.5. Concurrent Sourcing

Concurrent sourcing appears to be a distinct choice over making or buying, rather than
a linear combination of the two sourcing modes as supported in her study (Parmigiani,
2007). This has been confirmed in this research as In-house legal departments are

required to consider a number of different factors, which can have distinct results.

As defined above Parmigiani states that“[cJoncurrent sourcing emphasizes that firms
are making and buying the same good, in contrast to considering a broader unit of
analysis and/or one with more heterogeneity”. (Parmigiani, 2007) What is apparent is
that legal services, can be considered as homogenous in general but there is complexity
which arises and can affect the different types of legal services, as described earlier
(Lacity & Willcocks, 2013).

Most research has further focused on the application of concurrent sourcing in the

manufacturing sectors and industries (Heide, 2003; Parmigiani, 2007; Stump & Heide,
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1996). Hybrid/Plural/Concurrent sourcing models have received little attention in
knowledge based areas and services such as ITO and BPO, where the decision has
been regarded and developed into strategies where these firms make the distinct choice
to either make or buy, but not both. In reality, In-house legal departments are only really
impeded legally from conducting conveyancing and court appearance roles but their use

of concurrent sourcing goes much wider than those two areas.

What is borne out by the study is that it is difficult to consider legal services in one
composite definition. There is inherent complexity which rings out that the different
towers as described by Lacity & Wilcocks (2013) can potentially be affected in different
ways by the make-or-buy decision. In-house departments tend not to concurrently source
the same service that they are producing internally, but procure externally when the legal
services required exceed the internal capacity or the internal expertise of the In-house

department.

Puranam (Kretschmer & Puranam, 2008) have postulated that the emergence of
plural/mixed strategies can be seen to emerge out of knowledge complementariness that
are arising between both the internal production and external supply. Overlapping
expertise and mutual learning are the main drivers behind firms both making and
buying(Cassiman & Veugelers, 2006; Parmigiani & Mitchell, 2010; Sako et al., 2013).
This finds real credence in this study, as the skills between the internal and external
production of legal services, in its core, are very similar. However, it is where In-house
legal departments and external service providers have complementary skills that tend to
encourage the concurrent sourcing approach, however the services produced internally

do differ yet compliment from the services procured externally

The academic sources have tried to establish which theoretical basis would be better to
follow by the firm in making the make-or-buy decision. Watjatrakul (2005) has found that
if the theories have differing predications, then TCE is the better explanation as
compared to the resource based view. Arnold (2000) developed an outsourcing model
that combines the theories. However, there does not seem to be conclusive approaches

to the question (Kulkarni & Jenamani, 2012).

There is apparent confirmation for the notion that no single theory can adequately explain
the make-and-buy decision for In-house legal departments. Neither TCE, Neoclassical
Economics nor Capabilities Economics can adequately explain the make-or-buy decision

for In-house legal departments alone.
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Volume uncertainty and the difficulties in predicting demand have lent credence to the
concurrent sourcing approach. Firms cannot plan internal production and the volume
uncertainty results in reduced performance and raised costs, as there is a waste and or
underutilised resources. A concurrent sourcing strategy can assist firms in mitigating risk
associated with volume uncertainty (Harrigan, 1984; Mols, 2010a). The concurrent
sourcing approach tends to alleviate the concerns, which can be described by the
moderate volume uncertainty results obtained in relation to specialised services, or
projects that are once off by their nature. In-house legal departments tend to outsource
when they require expertise, capacity, and external providers often provide both, which

mitigates any concerns associated with volume uncertainty.

In clarification, concurrent sourcing reduces a firm’s risks associated with balancing
capacity with demand, by using internal production capacity for stable workflows and
external suppliers for peak demand areas. Concurrent sourcing has further shown to be
an effective approach to encouraging competition between suppliers and reducing
dependence on external suppliers, in that there is an internal capability that can be
leveraged (Adelman, 1949; Mols, 2010b). What was of importance in relation hereto is
that the role of the legal advisor and the institutional or industry specific knowledge that
they have, is definitely an internal capability that is leveraged by In-house legal
departments to reduce performance uncertainty with external suppliers. In-house
departments can both subjectively and objectively measure the performance of their
suppliers, which in turn creates benchmarks to improve the performance of external

suppliers as well as internal production

This logic can further be applicable to the notion that Internal production can reduce risks
associated with information asymmetry in that external suppliers can be better monitored

and controlled by the information generated through internal production (Heide, 2003).

From a concurrent sourcing point of view, Mols indicates that cost is higher for firms that
follow a mixed strategy as the firm must govern external providers as well as make the
necessary investments into internal production and capability(Heide, 2003; Mols, 2010b;
Puranam et al., 2013). This is true for the In-house legal department as the concurrent
sourcing choice does seek legal services at much higher costs in the external market.
The In-house department benefits from being in a position to commoditise its internal
general legal services at a lower cost and seeks more specialised services, that have
lower and more uncertain volumes, at what should be a lower cost than it would be to

have a full time resource in that specialisation.
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The benefits are largely an increase in efficiency and services. Parmigiani (2007) has
found that firms have a distinct choice to follow a concurrent sourcing approach based
on the lack of information in the market, levels of asset specificity in governing external
suppliers and other uncertainties related to volume, performance and technology
(Parmigiani, 2007). These uncertainties have further been found to lead a risk mitigation
strategy by the application of a concurrent sourcing model (Hefetz et al., 2014). This
approach is fundamentally confirmed by this research, as legal risk mitigation was seen
to be a primary driver behind the decision to buy legal services.

Concurrent sourcing further highlights the effect of co-specialisation of resources, which
can be leveraged by utilising synergies with specific resource combinations(Argyres,
1996; Kogut & Zander, 1992). As a result, in concurrent sourcing, In-house legal
departments will prefer and rely on internal production over external sourcing when there
are greater opportunities to combine unique resource combinations (Sako et al., 2013).
Limited support was found to confirm these previous findings. In-house legal
departments can combine general resources supplemented with internal specialised
resources in order to deliver legal services. This is one of methods required to generate
economies of scope for full time utilisation of specialised resources. The theme of
institutional knowledge and industry specific knowledge can be the result of long

practiced concurrent sourcing mode in legal services.

Concurrent sourcing, in its second main consideration, firms rely more heavily on
external sourcing when firms choose a concentrated number of suppliers that have a
large range of capabilities amongst them. In such a choice, relational contracting and
client specific investments reduce the transactional costs associated with the
governance of external suppliers (Dyer, 1997; Sako et al., 2013). Many of the
respondents indicated the limited number of suppliers used, the so-called “Big Five”,
largely due to the skills and expertise available as well as the relationships that have
been established over time. This has definitely influenced and reduced the performance
uncertainty associated with the use of external legal services suppliers and has tended
to lend itself to the concurrent sourcing choice. What it has however not encouraged is
the reduction of costs by external suppliers who can achieve economies of scale and

scope and the benefits associated with it.

As Parmigiani (2007) highlights, that goods with a moderate performance uncertainty,
firms are more likely to use concurrent sourcing as both the firm and the external supplier

can exploit economies of scope. This study has shown a strong reliance to support this
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notion, in that In-house departments and external suppliers in the legal industry can
achieve some form of economies of scope or scale in theory. In-house departments tend
to exploit either economies of scale or scope internally in generalised services whilst
external providers, offering wide ranges of services assist in areas where the In-house
department lacks the specialised skill and knowledge and where the In-house

department does not have the internal capacity to satisfy the demands of excess volume.

Concurrent sourcing is to be regarded as a strategic approach which can be used in both
the public and private (Hefetz et al., 2014). This finds support in the research and
confirms that the decision to outsource legal services to external providers is a discrete
one. Factors such as risk mitigation, volume and skills and expertise influence the make-

or-buy sourcing choice.

Supplier performance, though vitally important to any business, is often difficult to
manage and control. Concurrent sourcing allows a firm to evaluate and compare the
services of one external supplier with another (Heide, 2003). There is strong confirmation
that concurrent sourcing provides rich data from which to reduce performance
uncertainty by comparing one supplier with another. Even though in a services
environment, this task can be somewhat subjective, comparison help alleviates and

reduce performance uncertainty.

Concurrent sourcing does not have the effect of reducing performance uncertainty other
than in areas where the performance uncertainty is related to the lack of information. If
that is not the case, then performance uncertainty does directly influence concurrent
sourcing, but the information provided does reduce negative consequences of
performance from external suppliers (Mols, 2010b). Mol's position is confirmed as legal
services concurrent sourcing approach most definitely reduces performance uncertainty
as external sourcing provides both internal and external benchmarking information,

which is then used to reduce the associated uncertainty.

As concurrent sourcing exposes firms to external knowledge sources especially on costs
and prices. This allows the firm to have better knowledge of prices of the external
supplier, which in turn facilitates the firm to obtain better prices from external suppliers
(Adelman, 1949; Parmigiani & Mitchell, 2010). The research does not reach a similar
conclusion. External traditional legal services are expensive, with many In-house
departments using many of the same suppliers in the market. This has not resulted in

lower external legal costs. However, the In-house department can easily determine costs
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of external service providers and whether the costs are reasonable in the circumstances.

However, cost is not the primary driver behind the make-or-buy decision in legal services.

However, this does tend to confirm Parmigiani in her approach to concurrent sourcing,
when she argues that the firm has the best of both worlds. The firm will be in a position
to develop its own knowledge and expertise in areas where it has the strong internal
expertise and further be in a position to exploit the knowledge of the external suppliers
in areas where it has superior expertise(Parmigiani, 2007; Rosenberg Hansen et al.,
2011a, 2011b). This can clearly be related to the inherent complexity associated with
legal services delivery. An In-house legal department cannot cover all the bases, so to
say, but what the research has shown, is that the In-house legal department can build
capabilities that can deal with all the generalised legal requirements (as decided by each
In-house legal department as general to their organisation) and use external suppliers
for all specialist areas, where having internal capacity would not reach any form of
economy, be that scale or scope.

Finding support for Adelman’s notion setting forth that concurrent sourcing allows a firm
to use external supply for the irregular demand and internal production for the ordinary
demand (Adelman, 1949). In-house legal departments rely heavily on external service
providers to deal with the excess demand for internal production that cannot be met

through internal production capacity.

This is further found to be a low risk strategy when there is demand uncertainty as the
external supplier can absorb the fluctuation in demand whilst the internal production can
operate optimally (Harrigan, 1984). This relates directly to In-house departments using
concurrent sourcing and more specifically external suppliers to help mitigate legal risks

that face the organisation.

As a result, concurrent sourcing acts to moderate uncertainty and performance for the
firm (Mols et al., 2012) and which has been confirmed by the research and data obtained
in this study. This allows a firm to utilize its internal resources and assets whilst affording

the firm the flexibility in the demand for internal production (Mols, 2010b).

As argued by Argyres, firms that have different capabilities will have different production

costs (Argyres, 1996). As a result, a firm with strong capabilities will decide to make and
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a firm with weaker capabilities will decide to buy from the external market. In-house
departments will tend to produce generalised services or specialised services that are
core to the business and seek external suppliers in specialist and high peak areas, where
the capabilities of the In-house legal department are weaker in terms of being able to

satisfy the requirements.

Concurrent sourcing purports that strong internal capabilities can be used to create
stronger capabilities in the external provider and a buyer can learn from the external
supplier. As a result, both the firm and the external provider benefit from the concurrent
sourcing mode (Cassiman & Veugelers, 2006; Parmigiani, 2007).

Parmigiani (2007) demonstrates some support for the performance uncertainty and
asset specificity. There was no support for TCE hypothesese when trying to explain the
make-or-buy decision for services when looking at Danish municipalities. It was further
highlighted the difference between services delivery and not manufacturing of products
(Rosenberg Hansen et al., 2011b). This accords with the results highlighted above in
that TCE did not proffer an satisfactory explanation for the make-or-buy decision for In-
house legal departments.

The best value regime was recommended to be that In-house should deliver all core
services and use the external suppliers to assist in meeting excessive demand, hence
the research considering both internal and external expertise (Rosenberg Hansen et al.,
2011b). This can be related to the complexity which arises from specialised and

generalised services.

The importance of the role that institutional knowledge or industry specific knowledge,
both internally and externally, in the delivery of legal services plays has been elucidated
by the research conducted. This tends to support the view that concurrent sourcing tends

to benefit both the supplier and the In-house legal department.

6.6. Make-or-buy?

Pursuant to Chapter 5 and 6, the make-or-buy decision for In-house legal departments
is more complex than the make-or-buy decision in manufacturing or production. An
inherent complexity in relation to what an organisation deems generalised and

specialised legal requirements exists.

The neoclassical and capabilities view tend to better explain the make or buy decision
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for In-house legal departments in relation to generalised services and specialised
services, when one specifically relate the use importance of economies of scale or scope

and the capabilities an In-house legal department has to deliver services.

TCE view does not find support in relation to the delivery of legal services because there
is relatively low volume and performance uncertainty, especially in relation to generalised
services. It further contradicts the TCE approach which indicates that items with high
asset specificity would be produced internally (Parmigiani, 2007). The results further do
not bear out the assumption of TCE in that economies of scale favour the external
supplier, as external suppliers in the South African legal industry have not reduced the
costs of external production through economies of scale (A. Smith et al., 2013; Oliver E
Williamson, 1981a).

Legal risk mitigation acts as an exogenous factor and must be considered as an
independent factor that can lead to the external procurement of legal services. It can
operate independently from the other considerations. Attorneys have professional
indemnity that covers any negligent conduct on their parts, which then allows for In-
house departments to rely on the external legal services in order to reduce risk
associated with incorrect advice or production of services. As a result the decision can
be made to procure external services in both generalised and specialised services when
the nature and matter dictates that the organisation can be severely prejudiced by the

subsequent legal risk.

6.7. Conclusion and managerial implications

There are few impediments to the internal production of legal services. The primary
impediments to the internal production of legal services, only excludes In-house
departments from delivering services in relation to conveyancing requirements for
property related legal services and court appearance related requirements in dispute
resolution related requirements. As a result, an In-house legal department, other than
stated above, deliver many of the internally related legal requirements an organisation

can have.

From the high-level point of view, the general factors that need to be considered in the

make-or-buy decision are capacity, expertise, cost and legal risk mitigation. This is
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considered in relation to the inherent complexity in the distinction between generalised
and specialised legal services.

A summary of the main findings are as follows in Table 9 below:

Table 9: Summary of findings

Research
Question

Research Results

Research Findings

Q1. How does
Asset Specificity
affect the make-

or-buy decision?

Low Asset Specificity —
Generalised Services
Higher Asset Specificity
— Specialised Services

Contradictory to TCE research in that
areas with low asset specificity are
produced internally. Asset specificity
and TCE do not explain the make-or-
for In-house

buy decision legal

departments.

Q2: How does
Volume

Uncertainty affect
the make-or-buy

decision?

Low Volume Uncertainty
for historically delivered
services Moderate
Volume Uncertainty for
Once-off/Project

delivered services

Confirms concurrent sourcing, in that

areas  with moderate  volume

uncertainty leads to concurrent

sourcing. In-house departments are

able to generate legal services

internally for areas of lower

uncertainty and use external service

providers in times of excess demand.

Q3: How does
Performance
Uncertainty affect

the make-or-buy

Moderate to Low
performance uncertainty
for both generalised and

specialised services

Performance uncertainty does not
affect the make-or-buy decision, and
confirms current academic position.

Role of institutional/industry specific

decision? knowledge mitigates performance
uncertainty.
Q4: How do | In-house legal Economies of Scale and Scope are

Economies of
Scale/Scope
affect the make-

or-buy decision?

departments can
achieve both
scale/scope internally
External providers can
achieve both scale

/scope externally

both presentin legal services delivery.
Internal generation of economies
leads to internal production, due to
reduced costs. External providers
supply expertise and capacity to

support In-house production.
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Q5. How does
firm

expertise/supplier
expertise  affect
the make-or-buy

decision?

In-house departments
do have required skills
to deliver required
services. Suppliers
have specialised skill or
capacity. Institutional
knowledge and
complementary skills

are important.

Skills are complimentary. Expertise
affects the make-or-buy decision in
that In-house departments either have
the capabilities to perform internally,
or seek external capabilities for either
related

expertise or high volume

external service production.
Generalised services tend to be
performed internally with specialised

services being bought externally.

Q6: How does
Technological

uncertainty affect
the make-or-buy

decision?

There is moderate to low
technological

uncertainty.

Technology acts as enabler and is
incorporated within the capabilities of
the In-house legal department or
Use to drive

External suppliers.

efficiencies and commoditisation.

6.7.1. Institutional Knowledge/Industry Specific Knowledge

An important aspect, namely the role of institutional knowledge or industry specific
knowledge must also be considered. Institutional knowledge has a supporting and
moderating effect on the internal delivery of legal services. This knowledge currently
appears to be a tacit knowledge that resides with the individual legal advisor. This
knowledge must be harnessed to leverage internal capabilities, which can potentially
propel the In-house department to be specialists within the organisation and the greater
industry. This can reduce the requirement to seek external specialists as the internal

capability exceeds that of the external service provider.

6.7.2. Legal Risk

Mitigation of legal risk serves as an overriding consideration that can potentially act to
limit and constrain the decision to make-or-buy legal services. There are legal scenario’s
that can have dramatic effects on organisations. This cannot be discounted when
considering the make or buy decision. If at any stage, the legal risk exceeds an
acceptable limit for the In-house department and the organisations, the consideration to

seek external legal services, due to mitigating affects, should be of more importance.
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Thresholds can help identify guidelines as to when these high areas of legal risk are of

applicability.

From the findings generated above, there is no clear academic basis that can
conclusively define and explain the make-or-buy decision for In-house legal
departments. As a result, the important factors that affect the make-or-buy decision for

In-house legal departments are:

Generalised or specialised;
Volumes and Economies of Scale and Scope;
Internal capabilities;

Cost; and

o~ w0

Overriding factor in legal risk.

6.7.3. In-house legal services: Make-or-buy decision tree

From the validated results in relation to generalised services and the qualitative findings

in relation to specialised services, the following decision making process is apparent:

6.7.3.1. Decision Point 1:

The In-house department must consider the nature of the required legal services it
delivers. These must be classified into general and specialised services. In relation to
the distinction, In-house departments must decide what legal services are core or
strategic to its business as these must be regarded as generalised legal services.
Specialised services on the other hand are legal services that arise due to once-

off/project related requirements or in areas that are not core to the organisation.

6.7.3.2. Decision Point 2;

For each generalised service or specialised service, the In-house department must then
determine if it has the required volumes to generate either Economies of Scale or
Economies of Scope. Accordingly, each resource must be able to have high utilisation

through large volume focus or across many different areas within the organisation.
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6.7.3.3. Decision Point 3:

If the In-house department can generate with the volumes required, then the In-house
department either must determine if it has the capabilities to deliver the required service
internally or can create the capability to deliver the service internally? Technology is
considered as an enabler to the delivery of legal services and is part of the In-house
department’s capabilities.

6.7.3.4. Decision Point 4:

If so, only then does the In-house department consider the question of costs by asking
whether the organisation can deliver services (quality being a non-negotiable) at less
than can be procured in the open market? Here it is important to consider all service
providers including traditional and alternative, as the service providers do not have

similar pricing structures as highlighted by Respondent’s 6’s pricing ratio of R400:R800-
R1200:R3000 (LPO: Internal Production: Law Firms).

Figure 28: Make-or-Buy Decision Tree: In-house legal departments

Generalised v
Specialised

Spedialised

Volumes: Can
we achieve
Economies of
Scale or Scope?

Yes: Do we have
or can we build
the required
capabilities?

MNo: Procure
Services
externally

Yes: Internal
Production v
External — Cost
Effective?

No: Procure
Externally

MNo: Procure
externally

Yes: Produce
internally

Generalised

Volumes: Can
we achieve
Economies of
Scale or Scope?

Yes: Do we have
or can we build
the required
capabilities?

Mo: Procure
Services
externally

Yes: Internal
Production v
External — Cost
Effective?

No: Procure
Externally

No: Procure
externally

Yes: Produce
internally

(“Authors Own, 2016”)
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7. CHAPTER 7: CONCLUSION

7.1. Introduction

This conclusion will discuss and integrate the research conducted, the data collected
and the analysis of the data in order to fully ventilate the make-or-buy decision for In-

house legal departments.

In considering the main research question, academia has forwarded many different
lenses through which this decision can be explained, namely Transaction Cost

economics, Neoclassical economics and Capabilities economics.

7.2. Research background and objectives

There is no academic research which considers how the make-or-buy decision is made
by In-house legal departments. There is limited research that considers the make-or-

and-buy decision for services related industries.

There are massive global trends that are affecting the manner of delivery of legal
services. The emergence of technology-enabled delivery of legal services as well as
alternative legal services providers has caused much disruption in the manner in which
legal services are delivered, however South Africa lags behind other jurisdictions such

as the United States, United Kingdom and Australia.

In-house legal departments and the role they play within an organisation has increased
over recent times. In its traditional form, In-house legal departments both make and buy
legal services and have follow a concurrent sourcing approach. This can be attributed
towards growing pressure to add value and to meet organisations overall strategic

objectives.

The objectives of this research, by following the concurrent sourcing approach, was to
establish how In-house legal departments make the decision to either make or/and buy

legal services using a comprehensive framework.

These lenses have forwarded a number of different concepts in order to establish the
applicability of the different theories. In relation to TCE, reliance on asset specificity,

volume uncertainty and performance uncertainty have been relied on to establish an
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explanation for the make-or-buy decision. In relation to Neoclassical Economics, reliance
has been placed on Economies of Scale/Scope, volume uncertainty and performance
uncertainty. Lastly, the lens of Capabilities economics has relied on Firm Expertise,
Supplier Expertise and Technological uncertainty to establish and find support for how
organisations decide on making or buying the required services.

In order to full ventilate the primary objective of the research, further secondary
objectives were considered, in that how do asset specificity, volume uncertainty,
performance uncertainty, economies of scale/scope, firm expertise, supplier expertise
and technological uncertainty affect the make or/and buy decisions for In-house legal
departments.

7.3. Discussion on key findings

The key findings from the research indicate that no single academic basis can justify the

use of the concurrent sourcing approach. It has further highlighted that

Legal services and potentially services in general can be subject to the inherent
complexity that arose between the distinction between generalised and specialised legal
services. What is further apparent is that this distinction is not a uniform one and depends
on what the In-house legal department regards as core services to achieve the goals of
the organisation. What is core to some industries is potentially not core to others.
Specialised services on the other hand must regarded as those services that are not
core to the organisation or those that are of high complexity in the generalised core areas

where legal services are delivered.

This distinction is important as it frames many of the aspects considered in this research,
especially that in relation to asset specificity, volume uncertainty, economies of
scale/scope and expertise. As a result, the distinction between generalised and

specialised services is the first vital question any In-house department should make.

As highlighted, many In-house departments try and internally produced their legal
services due to the cost ratio and high expense of external legal services. The distinction
between generalised and specialised services helps an In-house legal department to

consider what work is ought to be delivering and which work is should not be delivering.
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The second important finding relates to the role that volumes play in relation to
economies of scale or scope. In relation hereto, if an organisation does not have high
volumes that generate economies of scale for the organisation, it must consider whether
the capability to perform this function can do numerous other function as well as the
primary function to ensure full utilisation of the resource. If In-house departments cannot
ensure high utilisation of the resource, it should externally procure services instead of

allocating resources that can be allocated for better use in other areas.

The third important finding relates to internal capabilities. What has been demonstrated
is that In-house legal departments have or ought to have the necessary capabilities to
perform the generalised services. If it does not, the research suggest, and especially
highlighted by the pricing ratio, it should consider the development of the capability to
produce internally. The use of technology under pins the In-house and external provider’s
capabilities as the use of technology will function as an enabler to the delivery of legal

services, at this current juncture.

It is lastly important to consider the production costs as related to the transaction costs.
If the production costs are lower as compared to the transaction costs, then the In-house
legal department must produce the legal services internally. However, the introduction
of alternative legal services providers in the South African market has further resulted in

the potential lowering of transaction costs in relation to external services providers.

What is abundantly clear is that all academic theories have some application to the
make-or-buy decision for In-house legal departments. What is further clear is that a
composite of theories can best explain how In-house legal departments decide whether

to make-or-buy, subject to the complexity of specialised and generalised services.

An important consideration for In-house legal departments is the role of institutional
knowledge and industry specific knowledge and the affect is has on moderating
performance and volume uncertainty. An overriding consideration by In-house legal
departments is legal risk, to which an In-house department must defer, in favour of the

risk mitigating role external legal service providers can play.
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7.4. Recommendations

The decision tree model, set out in Chapter 6.10 above, developed a logical framework
in which In-house legal departments can consider the make-or/and-buy decision. It
considers the complexity associated with generalised and specialised services as the
primary consideration and context in which any decision to internal produce or to

externally procure in the market.

The second consideration is that of forecasting volumes and determining whether these
volumes can generate either economies of scale or scope in the internal delivery of these
services. This is a vital consideration, in that, resources that are not optimally utilised,
then there are wasted expenditures and inefficiencies in the production of the internal
legal services. The

The third consideration is for the In-house legal department to determine whether it has
the internal capabilities to deliver the required legal services or it can create the
capabilities to deliver the legal services. This follows on from the second consideration
in that in relation to generalised services, the skills needed to produce legal services are
generic and widely available. Institutional knowledge must be leveraged to improve the

capabilities of internal legal services delivery.

Lastly, the In-house legal department must consider production costs as compared to
transaction costs. If internal production is cheaper than obtaining these required legal
services, externally, the In-house department should consider internal delivery of same.
In relation hereto, In-house departments must consider all available legal service
providers as there are different pricing ratio’s that have been demonstrated to be
applicable to the different models. A good mix of service providers, in relation to expertise
and capacity, be that generalised or specialised services, can result in the a more
efficient legal services delivery mix that not only reduces costs, but ensures high quality

delivery across all the organisation’s needs.

All decisions should consider how Institutional knowledge or Industry specific knowledge
could be leveraged to improve internal performance or reduce performance uncertainty,
as well as always considering risk thresholds, which may dictate the mitigating effect of

using external services providers.

141

© University of Pretoria



g
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

Lastly, In-house legal departments must consider Legal Risk as an overdoing factor. If
there is a Legal Risk scenario that could be detrimental and highly prejudicial to the future
of the organisation, the In-house legal department should consider the risk mitigating
effect of external law firms. The professional indemnity that covers the law firms can
assist the In-house department to mitigate internal risk.

7.5. Limitations of the study

This study focused on the research question from a general approach to legal services.
This was in order not to limit answers to any specific legal services. The role of
generalised and specialised legal services was highlighted as a complexity in the delivery
of legal services.

The small closed sample for the quantitative portion of the research could be expanded
on to seek In-house lawyers who are not members of the Corporate Counsels
Association of South Africa. The quantitative portion can further be focused on a higher
level of In-house lawyer, as was done in the gqualitative interview portion of the research,

and not to any lawyer within the In-house environment.

The context of the South African legal industry may limit the generalizability of results to
other jurisdictions as well as to other services industries. The inherent complexity to

services may limit the broad applicability of the research.
Further consideration can be proffered on adapting the Parmigiani (2007) testing

instruments to be specifically adapted to services and not only manufacturing or

production.

7.6. Recommendations for future research

It is important for future research using the concurrent sourcing framework, to consider
the inherent complexity that arises in services based industries and make clear

distinction from previous manufacturing orientated studies.

Further consideration to the role that institutional knowledge plays specifically in services
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related areas in relation to the make-or-buy decision will expose the potential mitigating
affect or leveraging affect within the role of internal production.

In relation to this study, further research, both qualitative and quantitative can be
conducted into the specific 7 towers identified by Lacity and Wilcocks (2013) to determine
if the different towers have differing results in relation to the concurrent sourcing
framework. The sampling frames can be reconsidered to increase the sample size that

can be used.

Further statistical analysis can be conducted on the further research to, like Parmigiani
(2007), in an attempt to identify specific correlations and predictions in terms of

regression modelling techniques.

7.7. Concluding statements

This research used a comprehensive framework for the make-or-buy decision to explore
how In-house legal departments, who both make-and-buy, determine the boundaries

between internal production and external procurement.

Validated results, through the use of a robust mixed methodology, has highlighted the
importance of the Neoclassical economics consideration of economies of scale and
scope and the Capabilities economics considerations of firm and supplier expertise
interact in the make-or-buy decision for In-house legal departments. An inherent
complexity arose between generalised and specialised legal services, which complexity

requires an In-house legal department to have full consideration to the distinction.

Further exogenous factors, such as the influence of institutional/industry knowledge and
an overriding consideration to legal risk, are important aspects that must be taken
cognisance of. This has combined into a decision tree model that can be applied and
adapted to suit the In-house legal departments and the wider organisations needs and

assist in delivering value-adding legal services.

As a result, the make-or-buy decision for In-house legal departments is a complex one
relying on a multitude of factors. There are new trends in legal services delivery, which
can be harnessed to grow and develop the role of the In-house legal department from a

support function to a valuable strategic partner.
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9. Appendices

9.1. Appendix I: Interview questions And Survey

9.1.1. Interview questions (Parmigiani, 2007)

Name:

Job Title:

Area of Influence:

Types of Legal Services:
Number of Lawyers:

Number of Paralegals and support:
High Level: How does you go about making the make or buy decision?

Asset Specificity:

1. Are skills needed to produce legal services widely available and generic?
2. Number of suppliers in the market?

3. Is it easy to change suppliers?

4. What type of the suppliers do you use?

Volume Uncertainty:

5. How do you forecast requirements for legal services?

6. Are there predictable patterns?
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Technological Uncertainty

7. Do you expect disruptions from technology in the delivery of legal services?

8. Do you make use of technology to deliver legal services?

Performance Uncertainty

9. Is it easy to describe your needs to your suppliers?

10. How do you measure performance?

a. Internally?

b. Externally?

11. If problems exist, can you easily determine the cause?

12. Do you measure one suppliers service against another?

Economies of Scale/Scope

13. By producing legal services internally, do you reduce your costs?

14. Do you make the best use of your resources?

15. Can you suppliers achieve economies of scale?

a. Internal?

b. External?

16. Can you suppliers achieve economies of scope?

a. Internal?
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b. External?
Capabilities
17. Do you have the required skills internally?

18. Are skills needed internally similar to external?

19. Do your suppliers have expertise/skills that cannot be replicated internally?
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9.1.2. Survey

Gordon Institute
of Business Science

University of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Welcome to My Survey

Thank you for participating in our survey. Your feedback and insights are very valuable.
| kindly thank CCASA for their assistance.

| am conducting research on when corporate legal departments either make or buy legal services.
To that end, you are asked to follow this link and answer the survey. This will help us better
understand whether corporate legal services should procure required legal services or whether
same should be internally produced. This survey should take no longer than 10 minutes.

Your participation is voluntary and you can withdraw at any time without penalty. All data will be
kept confidential and anonymous. By completing the survey, you indicate that you voluntarily
participate in this research. If you have any concerns, please contact my supervisor or me. Qur
details are provided below.

Researcher: Rian Hancock ! Research Supervisor: Mike
Holland
Email: 20079461@mygibs.co.za Email: mholland@pricemetrics.co.za
Phone: 083 277 7808 Phone: 011 513 4252
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Gordon Institute
of Business Science

Uniiversity of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Welcome to My Survey

This survey is conducted pursuant to interviews held with 10 In-House/Corporate Counsel in senior
positions in their organisation. In order to test the accuracy of the results and in order to confirm
the findings of the interview portion of this research, your participation in this survey can
potentially assist in same.

For the purposes of this survey, Legal Services includes:

Dispute Resolution Services: discovery, document, and case management services or any other
Dispute Resolution requirements;

Intellectual Property Services: patents, trademarks, and domain name services or any other
Intellectual Property Law requirements;

Commercial Law Services: mergers and acquisitions, transaction agreements, and corporate
financing services or any other Commercial Law requirements;

Compliance Services: regulatory and company policy compliance services or any other Compliance
requirements;

Procurement Services: contracts, service agreements, and outsourcing services or any other
procurement requirements;

Employment Law Services: employment contracts, disputes, immigration and injury services or any
other Employment Law requirements;

Property Law Services: purchase, lease, rent, or sale of physical property or any other Property
Law requirements; and

Any other area of practice required by the In-House/Corporate Legal Department.

For the purposes of this survey, kindly consider Legal services and how you and your organisation
deliver Legal services in general. If you only deal with a single area of legal services, only consider
your answers in that area. If you deal with more than one type of legal services, please consider
your answers generally.

The answers span from totally true to totally untrue. Kindly choose the most generally applicable
answer.

This survey contains 28 questions and should take approximately 10 minutes to complete.
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Gordon Institute
of Business Science

University of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Legal Services

This section relates to the provision of Legal services. Kindly indicate which categories of legal
services that you provide. Note: Dispute Resolution services must be seen independently even
though the subject matter may span a number of categories.

1. What types of legal services do you supply for your organisation?

Dispute Resolution Services: discovery, document, and case management services or any other dispute resolution related
raguirements

Employmant Law Services: patents, trademarks, and domain name sarvices or any other amployment |aw related requirements
Proparty Law Services: purchase, lease, rent, or sale of physical property or any other property law related requirements

Commercial Law Services: meargers and acquisitions, transaction agresments, and corporate financing services or any other
commercial law related requirements

Procurement Sarvices: contracts, service agreements, and outsourcing services or any other procurement reguirements

Intellectual Property Law Services: patents, trademarks, and domain name services or any other Intellectual Property Law
raguirements

Compliance Services: regulatory and company policy compliance services or any other compliance reguiremeants

Other (pleasa spacify)

|

OO OO OOoog Ad
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Gordon Institute
of Business Science

University of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Legal Services Questions

* 2. For the past fiscal year, which best describes how you source Legal Services?
_,J' All done intermally
. Al sourced with external service providers

'_\_- Both done intermally and sourced from external service providers
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Gordon Institute
of Business Science

University of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Legal Services Questions

3. If you marked "Both"in the previous question, what % of your requirements did you produce internally?

i
v
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Gordon Institute
of Business Science
University of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Legal Services Questions

4.

If you were unable to produce a Legal service intermnally due to a legal impediment, please state the
impediment? (E.g Needed to use a conveyancing attorney, Needed an Advocate to appear etc)
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Gordon Institute
of Business Science

University of Pretoria

The Make or Buy Decision for In-House Legal Departments: A Concurrent Sourcing Model

Legal Services Questions

* 5. Mumerous capable Legal Service Providers exist in the market?

Sometimes
Totally True Mostly Trua Sometimes Truea Mautral Untrue Mosty Unfrue Totally Untrue
) @ 9 C () () P

* §. The skills needed to produce Legal services are generic and widely available?

Sometimes
Totally Trua Moaostly True Sometimes Trua Nautral Urtrue Mostly Unfrue Totally Untrue
® O o C O O ®

* 7. Switching Legal Service Providers would be quick and easy to do?

Totally Trua Mostly True Sometimes Trua MNautral Sometime Untrue  Mostly Unfrue Totally Untrue

— o — — Pt e =

J \ J L \ L) P

* B. Your forecasts for Legal services are very accurate?

Sometimes
Totally Trua Mostly Trua Sometimes Truea Mautral Untrue Mosty Unfrue Totally Untrue
M) g ) @ () () B

* 9. There are predictable patterns to your requirements for Legal services?

Sometimes
Totally True Mostly Trua Sometimes Truea Mautral Untrue Mosty Unfrue Totally Untrue
N e ®) C o ® N

* 10. The processes and skills to perform Legal services are mature and unlikely to change in the future?

Sometimes
Totally Trua Moaostly True Sometimes Trua MNautral Unitrue Mostly Unfrue Totally Untrue
\_.J.I l‘._, \-._.—:I I\_ I\._,-' L w._,-‘l
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* 11. Major Legal services innovations are very likely within the next few years?

Sometimes
Totally True Maostly Trua Sometimes Truea Mautral Untrue Mostly Unirue Totally Untrue

-, — - — — ey —_
1 | )| | | ] )|

* 12. Major innovations in how Legal services are delivered are very likely within the next few years?

Sometimeas
Totally True Mostly Trua Sometimes Trua MNeautral Unitrue Mostly Unirue Totally Untrue

s o -"\ o o —, ~
\ | ) ( { )

* 13. You can easily describe Legal services to your suppliers through descriptions and/or consultations?

Sometimes
Totally True Maostly Trua Sometimes Truea Mautral Untrue Mostly Unirue Totally Untrue

— — ~ — oy oy y
\ ( | ( [ |

* 14. You use several forms of inspection and several different metrics to evaluate Legal services quality?

Sometimes
Totally True Mostly Trua Sometimes Trua MNeautral Unitrue Mostly Unirue Totally Untrue
J L ) L L - v,

* 15. When there is a problem with a Legal service, you usually can determine its cause?

Sometimes
Totally True Maostly Trua Sometimes Truea Mautral Untrue Mostly Unirue Totally Untrue
\ \_ - L , \_ w,

* 16. It is difficult to equitably measure one supplier'’s Legal service vs. another supplier's?

Sometimes
Totally True Mostly Trua Sometimes Trua MNeautral Unitrue Mostly Unirue Totally Untrue
1 | | ( | |

- L S L L S -

* 17. By making your own Legal services, you do/could reduce our overall production costs of legal services?

Sometimes
Totally True Maostly Trua Sometimes Truea Mautral Untrue Mostly Unirue Totally Untrue

) L ) { [ I
- L A L A -
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* 18. You do/could better utilize our labour and equipment by making Legal services in addition to your
organisations core function?

Sometimes
Totally Trua Maostly Trua Sometimes Trua Mautral Untrue Meostly Unfrue Totally Unfrue
._,.:' ;\__- -_,Jl :'\._. :\-\_.' L --_JI

* 19. By making Legal services for you, your suppliers can reduce their overall production costs since they
can make better use of their labour and infrastructure?

Sometimes
Totally True Mostly Trua Sometimes True Mautral Untrue Mostly Untrue Totally Unfrue
= — — - — —
J k _.' L ! . _.'
* 20. Your legal staff can/could easily produce Legal services?
Sometimes
Totally Trua Maostly True Sometimes True Nautral Untrue Mostly Unfrue Totally Unfrue

— — — — . .
| | 1 ( [ 1

* 21. Making Legal services requires a deep expertise that your organisation understands?

Sometimes
Totally Trua Maostly True Sometime True Nautral Untrue Mostly Unfrue Totally Unfrue

5 - s o " =\
| [ | [ [ ]

* 22 The skills used to make one type of Legal service are closely related to those that you use to make
other similar types of legal services?

Sometimes
Totally True Mostly Trua Sometimes True Mautral Untrue Mostly Untrue Totally Unfrue
) ( 1 [ L) w. J
* 23. We have internally produced Legal services for years?
Sometimes
Totally Trua Maostly True Sometime True Nautral Untrue Mostly Unfrue Totally Unfrue

| [ | { [ |
- J L ] ]

* 24 The leading Legal suppliers have proprietary knowledge/expertise that gives them an advantage over
other organisations?

Sometimes
Totally Trua Maostly True Sometimes True Nautral Untrue Mostly Unfrue Totally Unfrue

— .~ —y . sy Yy —
] { \ ( | [ |
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* 25. You rely on your suppliers to help us keep up with Legal technology?

Sometimes
Totally True Maostly Trua Sometimes Truea Mautral Untrue Mostly Unirue Totally Untrue

— — - — — ey —_
1 | )| | | ] )|

* 26. There is very little difference between the process you would use to make Legal services and that used
by a supplier?

Sometimes
Totally Truea Maostly True Sometimes Trua Neautral Untrue Mostly Untrue Totally Untrue
] | | [ ! /
A N, b ., L %, 4 A

* 27. As compared to suppliers, your internal production of Legal services isfwould be higher in price?

Sometimes
Totally True Mostly Trua Someatime True Mautral Untrue Mostly Unirue Totally Untrue

] | ] { | ]
J t, A %, . 3 :

* 28. As compared to your suppliers, your internal production of Legal services isfwould be lower in guality?

Sometimes
Totally Truea Maostly True Sometimes Trua Neautral Untrue Mostly Untrue Totally Untrue
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9.2. Appendix lI: Letter of consent

Gordon Institu_te
of Business Science
University of Pretoria

| am conducting research on when corporate legal departments either make
or buy legal services. To that end, | request your assistance in agreeing to
be interviewed for this research. This will help us better understand whether
corporate legal services should procure required legal services or whether
same should be internally produced. This interview should take no longer
than 1 hour.

Your participation is voluntary and you can withdraw at any time without
penalty. All data will be kept confidential. By agreeing and participating in
this interview, you indicate that you voluntarily participate in this research. If
you have any concerns, please contact my supervisor or me. Our details are

provided below.

Signature of Participant

Name:

Signature of Researcher

Researcher: Rian Hancock Research Supervisor: Mike Holland

Email: 20079461@mygibs.co.za Email: mholland@pricemetrics.co.za
Phone: 083 277 7808 Phone: 011 513 4252
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9.3. Appendix lll: General Summary of Survey Responses
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Concenable. But spread risk.

Yes. Possible.

Mo dire-Ct ans e

s

Wes. Bt ittt wtid cnal
o el pe

Mo Exgpe i tises, WS
cap adi Ty vwolume.

s

Yes., Except sp-aoialised.

Mo, Except speecial e,

Yes. Mot specialist by design,
or ot usweal areas.

M. Except specialisad areas.
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nivbear e B

ExpertisedsC apacity

Invterview 9

Sl vis.onr Cheeeam dheawt.
P ofill e Risk, Expeer tise,

Mo, Bank specific. Skills are
g by oo kel

Eig 5. lovbesm ot bormal Fir o

ML sttt oo ik meoreelesd ge-.

Lires Farom s

Mo, spee-cialii sed weor k.

s all maj or. Geerser i - Yes.
See-Gi all ks o

Laws firms, adheocat es.

Deapeereds. Awailable, may e
m ot generic.

wWes  Spaead weirk ainos o

Lawws Firmms.

MOt am axact SOl o,

Mo, Tramsa ot o b asaed.

Db od by intermal dient.

Yes., Depends. Run of mill yes.
Project - Mo

Thasm b swc k. Strategy. futune, .
Mot wsing ower data.

Wes, i oer tain areas.

YWes. High wolwme space.

Yes. eal mana gennent
ESTE R E

Yes, in generalised
commoditised areas., Artificial
ot el el e

Kneorwl e-dlpe: nnamna gennent,
ol ine databases,

POt really. ML i owr
vy iino memeat.

Flather managermant

Wes. lnstitwticmal knowsbed ge.

intangible. If deal goes had.

Intamgibsle. 1T deal goes had.
v bermeavta G o of
I nesbnu CHHD IS, Tusmsaroaensd time,
qgueality, lesser degres oost.

Intermal. External - tihwey
Figure owt.

Fo.

Mot Fommalky .

360 degree, intemrmal dient
satisfaction, sub jective,
aualiy,

Crualit atinee, swhjec thve,

Wies. Exbermal st i thedic
EETTE

Imfor mal. Subjectinee amd
i or ek o .

Yeu., Legal advisor musst be
brikd ge between busimess and
legal meaos

T rmuarows e, apuea ity

Clwality . valwe add,.

W, DD thmes.,

Mot formal k.

Mo, o speec alised. Mot woleme

Wes. nstibu tiomal lonowsledge:

Pl ed. Mot all weork g

Wea | nstitetional ool edege

Core yei But then eoonme
ivdiu St iry specialised.

Mo, Specialist wor bk exctermal .
Imvtermal rellbes oo st b tho mal
kD wile-oge .

Fo . Howewer extermnal bhas
Capacity.

Mz
based syl ety .
Yes Mo, VWiork is varied. Ves
Theory yes. Bul spread e Comnceivable. Mo, Mot emougih "
L=
risk . Wl e e
Mo really. Most are fooused. Wes es
RS T TR TR VT B o B
] es
ST VAT W Mee-e-ris .
Wi s s

Yes, general. Compd imentary .
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berview 12 General Analyss Cuestion
Hybrkd. Expartiss, Volums Comt, Expartiss fSkills, Cagacity,

Legal Rlsk, Vidlume, Comple Xty

Compaosite Analysis

Genaral - Yes and Yes
Spacalsed, no and na

G arad - bt Specialaed - few

¥as, Dot want ey peErsan

Ganaml - ¥es and pes,
S chalined Mo

ferw.

Ganaral Yes, Specialsed -

Ganeral - Lots, Specialised -

Ganaral - Yas

Mo d et anmaar

Depends, Genseral - Lots,
Specialised - Limited, Big 5

Wes - Institutional knowbs dge,

=y
as
depandancy. MAcre ot v ol e nelency
Lew Frmes, Consultams, Advootes
Law frmis, & chvocates, soperts | Law Fioms, UPO's, Comultants Lavey Flrmia, o o °
Faamr 3

Dspands. Snecialsad/ Ganers

Depencs. Spacialised v Ganaralsad,
Mgy Supplers, Fewer in
Specialiend Areas, Low Assel
Epedficity for Generalised, Higher
for Spcia Baed

Histarc wolumes. Future

Historical, future needs

Yes

fonecast. Strateagic plan

Wes.

Difficult. Look historial, ty ta

Difficult. Mistorical data. Scann

Future Emdssnment, Srateagy

Depends - Some anes predictable

g

Depends. Diffcult. Use of data,
Onoe-offproject Moderate
Walume Uncertainty

N

Softwarne suppart, nathing

spedfic, onlbng databases

Wes. Speak & comman

Ly

Online databa ses inow bedge
franagameant

Convtract/Te mplate
Wanagement, onkne
clatabases, mater tracoer

Yes, Enalbing

Al #te. Onlns resounces

Maragement based software. Mo

Tachnabapcal uncartainty figh. Uss
of softeare and databases to
deBvar seadcss . Mot yet into A ar
samilar,

anguage  bnsttutiana
Enawiedg & bath ntemnal and
ot

Difficult, quality, fesdback,

Bash jective it ria. Qualty,

¥, quaity, tusnasaund

Yo, Legal acvisor bédge
nstitutional inowledge goes

Doth ways

380 degres, risk manag&ment,
i rnad revee, Soft targets

Prigng,. tumaround tmes,
quatty,

L]

MNa. Snghe suppler per ares

Wes, Industry institutiona
Enawiedgs

Wamers chased. Turnaround
v, caistame r satisfaction,
Epecific KPA Value added

Turnaround time, avalability,
walue 8 dded,

Mat farmally. Subjective

Wik, Instibuthana

Aobe of Legal Advisor

Specifc delverables, 360 type
feadbad, subjectve
lqua B de wics{ tumaround,
mernal satisfaction, matters
chosed)

ot {mone value for money],
semilas to nternal, 560 fesdback

quality, walue acd, tummansund Thme

¥as. Good nowbadge of processes

mternal and External.

¥es, fosmally. Qualty &

Turnanound, sulbje ctive

noadedge | internal and external)

mportance of nermal Advisorand

e tibutianal B nowied g {bvtennal v
Extermal]. Moderate o Low

parhrmance uncertainty. Some

mistrics, masthy s ubjsctive

iEnne g kG e, Specific skills
Mo, due 1o nsttutiona - -t
na, rnal mare pro
ki wlec ge
managemeant
Yes ¥es and Na.

¥as Tryto dewelop internally

Different but core yes.

e, Speoalists.

C
Complmentany sk

Yas b ] bl Wias, |nE Bhuthan &l Wnoe hedgs
Y Tre Yiia by bo. ok ahesrs Was, Endoutags peaphs 1o Dspande. Diffcult. Trg. Vialumes,
¥ ¥ ¥ beoomes svperks. Spedalised wGenera
Yas Ma a5 Wik Degand s, Eoonambes of Scops and
Zmle present. Driven by wolumes,
Depend A o Potent . Depends. Valumes, Spreading ane ar the other usually pmsent
work "
W ] e ok - " Wk, Spedalised v Generalised Meads.
External: Depends. Want to spread
§ wwar.
¥es. Cross functional/ orass
Yag Dapands an valume Wi, Cunnen iy i, nat Saghe Ma !
usness
Poms e, ot doss not
Yas Yes Tos degres Depands
hapoen .
Was Trasn 1o be
Yes Yes

sty tionalindustry specialist

Dapends, Specalist v Ganaralist
Diffe rent re quinements bvtennal @

External, Core skills same

D pencls. Spedalist v Generalst,
omplmea ntany Sidlls, Ca pacityand
EXpartise

Smnilar and Camplime ntasy Skills
nichu sty i stituticna | Enowled ge
and Complexity. Gansralised ¥
Specialssd. Expertiss and Capadty
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9.4. Appendix IV: Qualitative Codebook

HU: MBAZ2016.Thesis.20079461.MainProject

File:  [C:\A MBA\A Thesis\AtlastT\MBA2016.Thesis.20079461.MainProject.hpr7]
Edited by: Super

Date/Time:  2016-09-25 11:54:46

Africa

Alternative Pricing Models
Automation

Availability of Skills - Limited

Best Use of Resource - Mix

Best use of Resources - Highly Skilled for Low Complexity - Yes
Best use of Resources - Inconsistent
Best use of Resources - Less Skilled for High Complexity - No
Best use of Resources - No

Best use of Resources - Yes
Business Specific

Buy Decision

Capacity

Combination Internal and External
Commodity

Commodity - Low Complexity High Volume
Competition

Complexity

Conservatism

Control

Cost

Cost - low importance

Cost Reduction

Data

Data Availability - High

Data Availability - Low

Demand Fluctuation

Different Suppliers for Different Areas
Easy to determine problems - No
Easy to determine problems - Yes
Economies of Scale - External - No
Economies of Scale - External - Yes
Economies of Scale - Internal - No
Economies of Scale - Internal - Yes
Economies of Scope - External - No
Economies of Scope - External - Yes
Economies of Scope - Internal - No
Economies of Scope - Internal - Yes
Employment

Employment Equity

Employment Equity - Reduced Efficiency
Expertise

External
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External - Firms - Big 5

External - Firms - Higher pay

External - High Org Risk

External - High Volumes

External - Higher costs

External - Increased Capacity

External - Lower Risk

External - Specialized Skill

External Cost - Variable

External Skills Limited

External Skills Widely Available

Firms Needs to Suppliers - Common Language
Firms Needs to Suppliers - Internal Advisor Dependent
Firms Needs to Suppliers - No

Firms Needs to Suppliers - Yes

Forecast

Forecast - Difficult

Forecast - Future

Forecast - Historical

Forecast - Inaccurate

Forecast - Internal Demand

Forecast - Strategy

General Services

General Services - Low Complexity

General Services - Low Value/Risk

General Services - Outsourcing

General Services - Predictable

Growth of Legal Function - Increase External Spend - Yes
High Use of Data

High Use of Technology

Higher Volumes

Increased Demand - External supply

Increased Regulation - Increased Legal Spending
Identify Areas for Commoditization

Industry Specific - External Skills - Limited
Industry Specific Knowledge

Institutional Knowledge - Existing Relationships
Institutional Knowledge - Limited

Institutional Knowledge

Intellectual Property

Interesting Quote

Internal

Internal - Legal Risk

Internal Capacity Limited

Internal Cost - Fixed

Internal Production - Capacity

Internal Production - Impediment

Internal Production - Increase - Volume
Internal Production - Institutional Knowledge
Internal Production - Internal 1/3 of External
Internal Production - Less Capacity than Volume
Internal Production - Lower Costs

Internal Production - Preferred
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Internal Production - Reduced Turnaround Time
Internal Production Cost Reduction - Yes
Internal Production Costs Reduction - No

Legal - Not Core Function

Legal Consultants

Legal Costing’s

Litigation

Make or Buy - Advisor Dependent

Make or Buy - Business Importance

Make or Buy - Capacity

Make or Buy - Cost

Make or Buy - Demand

Make or Buy - Hybrid

Make or Buy - Internal Demand

Make or Buy - Internal Strategy

Make or Buy - Per Unit Cost

Make or Buy - Risk

Make or Buy - Skills

Make or Buy - Volume

Once-Off/Project

Once-Off/Project - Can't forecast

Organizational Design

Overseas Trends

Packaged Legal Solutions

Patterns - No

Patterns - Yes

Performance - 360 Feedback

Performance - Apply Org Standard
Performance - External - Difficult to Measure
Performance - External - Objective Feedback
Performance - External - Quality

Performance - External - Value Added
Performance - External - Value Added - Risk v Reward
Performance - Internal - Difficult to Measure
Performance - Internal - Feedback
Performance - Specific Deliverables
Performance - Subjectivity - High

Performance - Total Costs % of Income
Performance - Subijectivity - Low

Performance Measure - External

Performance Measure - External - Cost
Performance Measure - External - Cost Inflation
Performance Measure - External - Objective
Performance Measure - External - Quality
Performance Measure - External - Subjective
Performance Measure - External - Supplier Rankings
Performance Measure - External - Turnaround Time
Performance Measure - Internal

Performance Measure - Internal - Objective
Performance Measure - Internal - Quality
Performance Measure - Internal - Risk Management
Performance Measure - Internal - Subjective
Performance Measure - Internal - Turnaround Time
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Performance Measure - Internal Satisfaction
Performance Measure - Limitation of Risk
Performance Measure - Matters Closed
Performance Measure - Risk v Cost
Performance Measure - Stakeholder Satisfaction
Problems - Big

Problems - Small

Process Driven

Risk

Skills - Complexity/Skill Allocation

Skills - External v Internal - Complimentary
Skills - General - High Availability

Skills - Generic

Skills - Generic - No

Skills - Geographic Locations

Skills - High Turnaround

Skills - Internal - No

Skills - Internal - Yes

Skills - Internal v External - Different Delivery Obligations
Skills - Internal v External - Different Skills Required
Skills - Not Widely Available

Skills - Not Widely Available - Process

Skills - Process Orientated

Skills - Replicate Internal v External - No
Skills - Replicate Internal v External - Yes
Skills - Supplement Internal with External
Skills - Widely Available - Yes

Skills - widely available and generic - No
Skills - widely available and generic - Yes
Skills Internal v External - No

Skills Internal v External - Yes

Specialist Services

Specialist Skills - Availability - Low

Specialist Skills - High Complexity

Specialist Skills - Internal - Low availability then External
Specialist Skills - Low Internal Demand
Specialist Services - High Complexity
Supplier v Supplier - Single Supplier Per Area
Suppliers - Depends on Area of Service
Suppliers - Few

Suppliers - Many

Suppliers - Multiple - Adjusting Volumes
Suppliers - Multiple - Competitive Tension
Suppliers - Multiple - Limit Risk

Suppliers - Multiple - Switching Needs
Suppliers v Suppliers - Benchmarks
Suppliers v Suppliers - No

Suppliers v Suppliers - Yes

Suppliers v Suppliers - Yes - Informal
Switching Suppliers - Difficult

Switching Suppliers - Difficult - Larger Matters
Switching Suppliers - Easy

Switching Suppliers - Easy - Smaller Matters
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Technology - Continued Human Interaction
Technology - Enabler

Technology - Enabler - Admin

Technology - Human Control

Technology Disruptions - No

Technology Disruptions - Yes

Time - Specialist becomes Generalist
Training

Training - General to Specialist

Type of Supplier - Advocate

Type of Supplier - Consulting

Type of Supplier - Firm

Type of Supplier - Firm - High Costs

Type of Supplier - Firm - Higher Complexity Focused
Type of Supplier - LPO

Use of Technology - Knowledge Management
Use of Technology - No

Use of Technology - Online

Use of Technology - Software

Use of Technology - Yes

Volume

Volume - High

Volume - Low
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9.5. Appendix V: Ethical Clearance Confirmation

Dear Mr Rian Hancock
Protocol Number: Temp2016-01122

Title: Corporate Legal Services: The Make or Buy Decision, A Concurrent Sourcing Approach
Please be advised that your application for Ethical Clearance has been APPROVED.

You are therefore allowed to continue collecting your data.

We wish you everything of the best for the rest of the project.

Kind Regards,

Adele Bekker
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