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I. Introduction

As information systems (IS) outsourcing expands its scope of outsourcing areas
and its portion in the total IS expenditures increases, IS outsourcing has become a
fundamental issue in management of information systems. While outsourcing has
become a key issue in the field of MIS, empirical studies in IS outsourcing are quite
limited, and they have mainly focused on the investigation of the determinants of
outsourcing. A relatively neglected area in IS outsourcing research is the process of
implementing outsourcing services. There is very little empirical data available on the
success or failure of outsourcing arrangements.

The benefits of IS outsourcing are well documented in the IS literature. They
include cost savings, improved quality of IS services, access to up-to-date
technology, flexibility in IS operations, and focus on core competencies. There is,
however, a reason to believe that many outsourcing arrangements may have failed in
fulfilling organizations’ exXpectations. Most of the published stories of IS outsourcing
are about successes (Lacity and Hirschheim, 1993; Palvia and Parzinger, 1995). Yet,
other interorganizational arrangements such as strategic alliances have low success
rates (Mohr and Spekman, 1994, Sherman, 1992), casting doubts on this anecdotal
evidence. As for empirical data, in their case study of fourteen U.S. firms, Lacity and
Hirschheim (1993) found that many of the initially proclaimed benefits were not
realized.

Although researchers in the IS outsourcing arena have emphasized the need for
the investigation of critical success factors in outsourcing relationships (Loh, 1993;
Teng et al, 1995), very few empirical studies have investigated success factors in the
implementation of IS outsourcing. Gable and Sharp (1992) investigated the success
factors in the consultant engagement when external consultants are involved in the
selection of a computer system. The data were collected from forty-nine
computerization projects in the Small Enterprise Computerization Program of the
Singapore government. The resulting path analysis showed that the client/consultant
relationship and client involvement in the project are key factors to success. The
results of this study might be useful for the management of a client/consultant
relationship when an external consultant is involved in the ongoing management of
IS outsourcing or initial assessment of the outsourcing decision. However, this study
does not address other factors related to the implementation of IS outsourcing.

Cheon (1992) surveyed 183 U.S. firms to investigate implementation factors

determining IS outsourcing success. This study was conducted as a part of a large
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scale study that focused on the determinants of IS outsourcing. The unit of analysis
in this study was an organization. The respondents were instructed to state overall
perceptions when engaged with multiple service providers. The author found that the
service quality of the vendor and the quality of the partnership influenced the
degree of outsourcing success.

In this study, IS outsourcing is defined broadly as “the practice of turning over
part or all of an organization’s IS functions to one or more external service
provider(s)” (Grover et al. 1996, p9l1). The primary objective of this study is to
empirically investigate the factors contributing to the success or failure of IS
outsourcing relationships between client firms and vendors. This study is intended to
remedy problems in previous studies in success factors of implementation of IS
outsourcing and to augment knowledge for successful implementation of IS
outsourcing. First, the unit of analysis in this study will be the relationship between
a client firm and a vendor in a specific outsourcing task. Utilizing a relationship as a
unit of analysis allows an in-depth and precise analysis of an IS outsourcing
relationship. The vast majority of studies in interorganizational relationship success
also adopted a relationship rather than an organization as a unit of analysis. Second,
this study will employ a more comprehensive model that includes factors not
addressed in the previous studies, such as relational exchange characteristics,
communication behavior, and task characteristics. Knowledge acquired in this study is
expected to provide a framework for helping IS managers in the on-going

management of the relationships as well as in the selection of vendors.

I1. Theoretical Background

A relationship developed between a client firm and a vendor in IS outsourcing
can be characterized as an interorganizational relationship (IOR) since two parties
from different organizations work together. Various theories and frameworks of IORs
have been utilized in organizational economics, organizational theory, strategic alliance,
and relationship marketing literature. In this section, two major approaches in IORs,
transaction cost analysis and relational exchange theory, are briefly reviewed to
understand IS outsourcing from IOR perspective. The research model in this study is

primarily based on these two approaches.
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2.1 Transaction Cost Analysis

The focus of analysis in transaction cost analysis (TCA) is to identify efficient
governance structures that match transaction characteristics (Heide and John, 1988).
In TCA, governance structure problems are studied in transaction cost minimizing
terms. TCA postulates that appropriate governance structures are determined by three
primary dimensions of the transaction -~ uncertainty, frequency of exchange, and
asset specificity. When uncertainty is high, transactions are recurrent, and/or when
asset specificity is high 1n transactions, organizations are expected to adopt
insourcing to avoid high transaction costs generated in transacting with outside
parties. When transaction characteristics opposite to those described above exist,
organizations are expected to adopt outsourcing (Williamson, 1975).

Although TCA has been widely applied to studying organizational governance,
recently it has been under severe criticism. For instance, Ring and Van de Ven
(1992) pointed out three major limitations when TCA 1is applied to analyze
interorganizational relationships. First, TCA assumes that managers will be motivated
solely by efficiency considerations. Other factors, such as equity and flexibility, are
largely ignored. Second, in TCA, opportunism is the primary behavioral principle.
However, cooperative interorganizational behavior may occur frequently because of
long-term efficiency resulting from cooperation and deletion of actors whose
behaviors are habitually opportunistic (Hill, 1990). Third, TCA explores only two
kinds of governance mechanisms -- markets and hierarchies. It does not adequately
explore other available interorganizational governance structures between the extremes
of market and hierarchy, such as joint ventures, partnerships, and outsourcing
arrangements. In addition, TCA overemphasizes the structural features of the
interorganizational exchange (Zajac and Olsen, 1993). It views IORs solely in terms of
structural properties, but fails to recognize  developmental processes of IORs.
Hence, processual/behavioral aspects of interorganizational exchange are largely
ignored in TCA.

Although TCA has been mainly used in the investigation of governance
structure, it also provides normative prescriptions regarding the organization of
governance structure. It is suggested that an appropriate match between governance
structure and task characteristics in TCA enhances performance. For instance, tasks
with high uncertainty and high asset specificity will cause high transaction costs
when transacting with outside vendors and those high potential transaction costs will
eventually lead to decreased relationship performance. On the other hand, tasks with

low uncertainty and low asset specificity will cause relatively low transaction costs,
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eventually leading to good relationship performance.

Research in IS outsourcing has largely neglected the relationship aspects of the
client-vendor behavior while tending to study outsourcing transactions as discrete
events. This tendency is reflected in the dominant use of the TCA framework in the
empirical research in IS outsourcing. However, some researchers (Fitzgerald and
Willcocks, 1994, McFarlan and Nolan, 1995) view IS outsourcing agreements as
strategic alllances or partnerships and emphasize the importance of managing
outsourcing relationships. In IS outsourcing, the average length of contract is
estimated to be ten years (McFarlan and Nolan, 1995). As the outsourcing contract
term becomes longer and the scope of outsourcing expands to more core, strategic
areas of IS functions, it is essential to view IS outsourcing from the partnership

perspective rather than from a discrete transaction perspective.

2.2 Relational Exchange Theory

Relational exchange theory, as Macneil’'s (1980) neoclassical contractual
framework is often called, expanded Williamson’s (1975) initial description of market
versus hierarchy of the interorganizational governance structure. The theory suggests
that the governance structure can be arranged on a continuum of relationalism
anchored by market (discrete exchange) and hierarchy (relational exchange) at the
polar extremes (Noordewier et al, 1990). Macneil (1980) differentiated discrete
exchange from relational exchange along several key dimensions. Discrete exchange
is relatively short-term, and the relationships between highly autonomous buyers
and sellers are designed to facilitate economically efficient transfer of goods or
services (Ring and Van de Ven, 1992). Communication between parties is very
limited and the contents are very narrow. Since virtually no social exchange is
engaged, the identity of parties can be completely ignored. An appropriate example in
a pure form might be a one-time purchase of unbranded gasoline out-of-town at an
independent station paid for cash (Dwyer et al, 1987). Whereas, in relational
exchange, each transaction must be viewed in terms of its history and its anticipated
future. The participants are expected to derive complex, personal, non-economic
satisfaction and engage in social exchange (Dwyer et al., 1987). Its pure form occurs
in a form of hierarchy within an organization.

The concept of interorganizational structure or relational structure presented in
the relational exchange theory provides a significant opportunity to study hybrid
forms of interorganizational cooperative arrangements, which are neither markets nor

hierarchies. Powell (1987) argued that simultaneous pressures towards efficiency,
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flexibility, and speed are pushing more and more firms to form hybrid arrangements.
An IS outsourcing arrangement is a kind of hybrid interorganizational arrangement
since it involves a long-term commitment with about ten years of the average length
of contract. Relational exchange theory, to be discussed later in the attributes of
relational structure, also addresses the behavioral/processual aspects of relationships.
Hence, in this research, relational exchange theory will be used as the backbone of

studying IS outsourcing relationship.

II1. Research Model and Hypotheses

The model in this study is primarily based on the relational exchange theory.
Two TCA factors, uncertainty and asset specificity, are also included in a form of
task charactenistics to provide an economic efficiency perspective. Based on the
literature review presented in the previous section, literature in IS outsourcing, and
relationship marketing and other IOR literature, factors affecting success or failure of
implementation of IS outsourcing are identified and presented in <Figure 1>. Factors
identified are relational exchange characteristics, communication behavior, and task

characteristics.

Relational Exchange
Characteristics

- solidarity

- continuity expectation

- role integrity

- flexibility

- monitoring of the vendor

Success in IS Qursourcing
Communications Behavior - satisfaction

- information sharing - perceived benefits

- restraint in the use of power
~ participation

\

Task Characteristics
-~ uncertainty
- asset specificity

<Figure 1> Research Model
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3.1 Relational Exchange Characteristics

The first component of the model identifies relational exchange characteristics.
Researchers in relationship marketing and strategic alhances have used a variety of
sets of dimensions to measure the relational structure based on the situational factors
of the research settings. Examples of dimensions include solidarity, continuity
expectation, role integrity, mutuality, monitoring of the vendor, joint actions,
flexibility, vendor assistance, information exchange, restraint in the use of power, and
harmonization of conflict. Among these dimensions, the present study utilizes
solidarity, continuity expectation, role integrity, flexibility, and monitoring of the
vendor as the characteristics of relational structure. These dimensions are chosen to
capture the essence of characteristics of the relational structure in IS outsourcing
relationship. The first four items, solidarity, continuity expectation, role integrity, and
flexibility, are included since these items are among the most frequently utilized. The
remaining item, monitoring of the vendor, is included since it is considered a very
important success factor in an IS outsourcing relationship by researchers.

Information exchange and restraint in the use of power are addressed in the
separate section of communication behavior since these dimensions are important
elements in communication behavior. The separation of communication behavior from
the relational structure is consistent with the practice of other studies (e.g., Boyle et
al. 1992; Mohr and Spekman 1994).

3.1.1 Solidarity

The norm of solidarity refers to the extent to which an on-going relationship (as
distinct from a series of discrete transactions) is created and sustained (Kaufmann
and Dant, 1992). It represents the norm of holding exchanges together (Macneil,
1980). In relational exchange, the preservation of a unique and continuing
relationship is internalized by exchange parties as being important in and of itself,
thus exhibiting a partnership mentality between parties. In comparison, discrete
exchange displays little solidarity between parties due to its tendency to be
adversarial in relationship (Kaufmann and Stern, 1988; Young et al., 1996).

3.1.2 Continuity Expectation

The norm of continuity expectation refers to the expectation of future exchange
between parties (Noordewier et al., 1990). Note that the definition involves anticipated

— 57 J—
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duration into the future rather than the historical duration of the relationship. In
discrete exchange, the parties expect a low probability of future interaction. As
transactions become more relational, the parties expect that the current relationship
will last for the given contract period and renewal of relationship is also expected.
When the parties expect continuity of the relationship, each party is expected to
perform its activities more faithfully because “the shadow of the future” has been
enlarged and thus future interactions between parties provide an opportunity to
reward good behavior and punish opportunism (Axelrod, 1984).

3.1.3 Role Integrity

Role integrity refers to the extent to which the parties maintain highly complex
and multi-dimensional roles (Kaufmann and Dant, 1992). In relational exchange,
expectation of ongoing transactions necessitate complex roles involving a variety of
business and non-business issues (Dant and Schul, 1992). In contrast, the roles to be
maintained in discrete exchange are simplistic, just requiring simple buy-sell
interactions (Young et al, 1996). In IS outsourcing, the parties are expected to
exhibit highly complex and multidimensional roles in order to deal with the

complexity of information systems.

3.1_4 Flexibility

Flexibility refers to smooth alterations in practices and policies in the event of
unexpected or changing conditions (Boyle et al., 1992). As the transaction becomes
more relational, the terms of trade becomes more open—ended. Thus, planning and
adjustment are essential to cope with uncertain environments. In comparison, a
discrete exchange relationship requires little flexibility due to “binding and specific”
terms of trade (Noordewier et al., 1990). In IS outsourcing relationship, maintaining
flexibility is one of the important goals as well as a critical success factor (Lacity et
al.,, 1995; McFarlan and Nolan, 1995). Due to the long-term nature of IS outsourcing
arrangements, it is nearly impossible to precisely prespecify everything in detail
Flexibility 1s required to cope with evolving technology, and changes in the

organization’s business posture, market, and climate (McFarlan and Nolan 1995).

3.1.5 Monitoring of the Vendor

Monitoring of the vendor involves the monitoring or supervisory actions that the
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client firm undertakes to secure satisfactory vendor performance in the execution of
the agreement (Noordewier et al.,, 1990). The monitoring activities in IS outsourcing
include developing performance standards, measuring results, and then interpreting
them continuously (McFarlan and Nolan, 1995). In a typical discrete transaction where
well-specified, simple products are delivered, enforcement of the contract is a simple
task. When the contract becomes more relational, active supervision by the client
firm is necessary to ensure satisfactory performance. In the IS area, contracts tend to
be more relational since the contract is typically long-term and precisely
prespecifying everything in detail is very difficult. According to a survey on
telecommunications outsourcing performed by Thobe (1992), the respondents generally
did not feel that they have clear performance measures and indicated that clear
definitions of responsibilities and performance measure as the most important factor

for successful outsourcing arrangements.

3.1.6 Relational Exchange Characteristics and Success

As today’s IS outsourcing contract term becomes longer and the scope expands
to more core, strategic areas of IS functions, it is essential to view the IS
outsourcing relationship from a partnership or relational exchange perspective rather
than from a discrete exchange perspective (McFarlan and Nolan, 1995). Cheon (1992)
found that the quality of partnership has a positive effect on the performance of IS
outsourcing. Empirical studies in IORs have shown that a higher level of relational
exchange characteristics has a positive effect on both polity performance (trust and
satisfaction) and economic performance in interorganizational arrangements (Anderson
and Narus, 1990, Robicheaux and Coleman, 1994). Thus, the following hypothesis is
proposed regarding relational exchange characteristics:

H1: Success of an IS outsourcing relationship is positively associated
with the degree of :
A. solidarity
continuity expectation
role integrity
flexibility

monitoring of the vendor

@ oOouw
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3.2 Communication Behavior

Since communication processes underlie most aspects of organizational
functioning, effective communication between parties is essential for the success of an
interorganizational relationship (Mohr and Spekman, 1994). Effective communication
between parties leads to collaboration and cooperation (Cummings, 1934). On the
other hand, ineffective communication can be detrimental to the working relationship
by causing conflicts and eventually leading to misunderstanding, incorrect business
solutions, and mutual feelings of frustration (Etgar, 1979).

In IS outsourcing relationships, the interfaces between the client firms and
vendors are very complicated since the parties are expected to maintain very complex
and multidimensional roles in order to deal with the complexity of information
systems. For this reason, effective communication between parties is considered a
critical success factor in IS outsourcing relationships (Foxman, 1994, McFarlan and
Nolan, 1995). In this study, three aspects of communication behavior are identified:

information sharing, restraint in the use of power, and participation.

3.2.1 Information Sharing

Information sharing refers to the extent to which critical, often proprietary,
information is communicated to each partner (Mohr and Spekman, 1994). Information
sharing represents a mutual expectation that each party will proactively provide
information useful to the other, so that each party can obtain valuable information
regarding events or potential situations that influence the on-going operation (Heide
and John, 1992). In an IS outsourcing relationship, two parties from different
organizations work together to accomplish complex tasks. Therefore, information
sharing is critical for parties to act independently in maintaining the relationship over
time. Without sharing the critical information to accomplish tasks, the parties may
make decisions in their own interest, leaving each party susceptible to the other
party’s opportunism (Whang, 1992). Information sharing has been known to be an
important predictor of satisfaction and partnership success (Mohr and Spekman, 1994).
Effective information sharing tends to exhibit the following characteristics: (1)
bi-directional rather than unidirectional flow of information, (2) frequent
communication, and (3) more use of informal modes of communication (Mohr and
Nevin, 1990).
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3.2.2 Restraint in the Use of Power

Restraint in the use of power refers to the extent to which the parties restrain
their use of legitimate power (Kaufmann and Dant, 1992). Power can be defined as
the ability to influence or change another’s behavior (Gaski, 1984). Although use of
power may serve as a means to exploit the target, it also plays a vital role in
effective coordination necessary in IORs (Frazier and Summers, 1986). The use of
power or influence strategy has been frequently conceptualized as an important
component of communication behavior in marketing channels and IOR literature
(Boyle et al., 1992). Parties in a good working relationship are expected to voluntarily
limit their use of power in a situation where they can legitimately exercise the
power since the use of coercive power is detrimental to the cooperative working
relationship (Kaufmann and Dante, 1992). Restraint in the use of power has been
used as an important indicator of interorganizational cooperation (Heide and Miner,
1992) and it is shown to significantly influence relationship satisfaction (Park, 1995).

3.2.3 Participation

Participation in this study is defined as the extent to which parties engage
jointly in planning and goal setting (Mohr and Spekman, 1994). In IS literature,
participation is generally defined more loosely, simply representing the degree of
engagement in activities related to a specific project (e.g., Robey et al, 1989). In
this study, the construct of participation will focus on planning and goal setting since
other aspects of engagement in activities have already been addressed in such
constructs as ‘“information exchange” and “role integrity.” Engaging jointly in goal
formulation and planning activities is an important aspect of participation that help
the partnership succeed. It helps mutual expectation be established and cooperative
efforts be specified (Mohr and Spekman, 1994). Participation in an IS outsourcing
relationship may occur in a large number of activities such as defining an IS
strategy to support business goals, formulating policies and procedures for
information processing, making specific plans for improving information processing,
and setting specific parameters of performance (Foxman, 1994). The following
hypothesis is proposed regarding communication behavior:

H2: Success of an IS outsourcing relationship is positively associated with:
A. information sharing
B. restraint in the use of power
C. participation
— 61 —
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3.3 Task Characteristics

3.3.1 Transaction Cost Analysis and Task Characteristics

Transaction cost analysis (TCA) has been the predominant framework employed
to investigate the determinants of IS outsourcing. TCA provides explicit normative
prescriptions regarding the organization of the governance structure. That is, an
appropriate match between governance structure and task characteristics in TCA is
expected to enhance performance. However, little empirical testing has been
conducted to investigate the performance implications of the TCA framework (Heide
and Stump, 1995). Following the tradition of recent empirical studies (Heide and
John, 1988; Heide and Stump, 1995; Nidumolu, 1995; Noordewier et al., 1990) that
tested performance implications of TCA factors, this paper will test the link between
TCA factors and performance. Among three major TCA factors, only uncertainty and
asset specificity will be considered in the model. The remaining factor, frequency of
exchange, 1s excluded since the transactions are performed on a continuous basis in
IS outsourcing (Aubert and Rivard, 1994).

3.3.2 Uncertainty

Uncertainty refers to the degree to which future states of the world cannot be
anticipated and accurately predicted (Pfeffer and Salancik, 1978). Uncertainty is
created when insufficient information is available to make precise contract
specifications, so that “future contingencies for which adaptations may be required
cannot be anticipated at the outset” (Willlamson 1979, p.237).

Three areas of uncertainty heavily studied in interorganizational literature are
technological, measurement, and demand (or volume) uncertainty. Technological
uncertainty in a potential client-vendor relationship may come from adoption of new
standards, introduction of new functionalities, and obsolescence of hardware and
software (Loh, 1993). Measurement uncertainty may come from the difficulties of
evaluating and monitoring (1) the quality of products/services delivered, (2) the
cost-performance trends, and (3) the quality of IS staff (Aubert and Rivard, 1994;
Loh, 1993). Finally, demand uncertainty may come from the fluctuations in demand of
hardware, software, IS personnel, and telecommunications/network requirements.

TCA predicts that high uncertainty will cause high transaction costs due to costs
associated with writing, negotiating, monitoring, and enforcing contracts with outside

vendors, and that high potential transaction costs will eventually lead to decreased
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relationship performance. In an empirical study of software development projects,
Nidumolu (1995) identified a negative relationship between project uncertainty and
project performance. In an empirical study of a marketing channel relationship, Heide
and Stump (1995) found a negative relationship between volume uncertainty and
relationship performance. In terms of uncertainty and success of IS outsourcing

relationship, the following hypothesis is proposed:

H3A: Success of an IS outsourcing relationship is negatively associated

With the degree of uncertainty in the outsourcing task.
3.3.3 Asset Specificity

Asset specificity refers the degree to which the transaction utilizes specialized
assets that cannot be transferred to any other transaction. Unlike assets that can be
used to serve a variety of situations, assets with high asset specificity have primary
value only in the particular relationship between the client firm and the vendor. Loh
(1993) identified three sources of asset specificity in the IS outsourcing context. First,
technical resource specificity arises when client firms have their hardware, software,
and communications architectures or platforms uniquely developed for customized
usage. Second, human resource specificity arises when IS staff are trained to operate
only customized applications that are distinctive to the organization. Finally, technical
procedure specificity arises when client firms have unique technical procedures in the
process of systems design, operations, and maintenance.

TCA postulates that high asset specificity will cause high transaction costs and
that high potential transaction costs will eventually lead to decreased relationship
performance. In an empirical study of a marketing channel relationship, Heide and
Stump (1995) found a negative relationship between asset specificity and relationship
performance. In terms of uncertainty and success of IS outsourcing relationship, the

following hypothesis is proposed:

H3B: Success of an IS outsourcing relationship is negatively associated

with the degree of asset specificity in the outsourcing task.
3.4 Control Variable: Vendor Capability

Vendor capability is probably the most critical factor for the successful

implementation of IS outsourcing (Ketler and Walstrom, 1993; McFarlan and Nolan,

_.63 —
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1995). Many studies in interorganizational and interpersonal relationships studies have
also related ability or capability as a critical characteristic of trust (Mayer et al.,
1995), which is a strong predictor of relationship success. In view of strategic
resource theories, such as the resource-based theory and resource dependence theory,
organizations engage in outsourcing arrangements when they fail to generate
necessary resources or capabilities internally (Teng et al, 1995). Hence,
organizations are likely to engage in the IS outsourcing arrangements when
organizations’ IS capabilities fall short of expectation. Empirical studies in the
determinants of IS outsourcing (Teng et al., 1995, Nam 1995; Loh and Venkatraman
1992) have confirmed the role of IS capability in IS outsourcing decision.

The fact that IS capability is a major determinant of IS outsourcing implies that
organizations need competent vendors to satisfy their outsourcing needs. In addition,
IS outsourcing is usually contracted for a long term and it is very difficult to switch
to another vendor during the contract term or to insource again. The vendor should
have the capability to keep up with ever-changing technology and its financial
structure should be stable to maintain undisrupted service. Important factors
determining vendor capability include experience and track record, technical
competence, and financial status (Collins and Millen, 1995, Foxman, 1994; Gupta and
Gupta, 1992; Ketler and Walstrom, 1993).

In this study, vendor capability is treated as a control variable since the
researcher is primarily interested in the effect of independent variables discussed
above. The treatment of vendor capability as a control variable will contribute to
eliminating the confounding effects and focusing on the effect of research variables.
Further control of industry sector and organizational size was not considered since
there is evidence that industry type and organizational size do not affect the context

of research on IS outsourcing (Loh and Venkatraman, 1992).

3.5 Success Measures of Implementation of IS Outsourcing

In MIS research, having well-defined success measure(s) or dependent variable(s)
is very important since MIS research is intended to make a contribution to the world
of practice (Delone and McLean, 1992). In the IS arena, research in interorganizational
relationship (IOR) is sparse and most success measures have been utilized to
measure performances of specific IS activities in non-IOR contexts. There is no
consensus on the appropriate measures of success of IS outsourcing (Palvia and
Parzinger, 1995) due to lack of study in the investigation of success of IS

outsourcing.
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Areas of outsourcing surveyed in this study are not restricted to any specific
area, but include all areas of IS outsourcing. Due to difficulties in constructing
success measures in all areas of IS outsourcing and the space limitation of the
qguestionnaire, quantitative or task-specific measures, such as the system response
time in  mainframe  operation outsourcing and network availability in
telecommunications outsourcing, are not utilized in this study. Based on the literature
of IORs in marketing channels, strategic alliances, and studies in IS outsourcing, this
study employs two indicators of outsourcing success: satisfaction and perceived
benefits.

Satisfaction is an affective measure that represents the degree of a client firm’s
satisfaction with the vendor. Satisfaction is defined as “a positive affective state
resulting from the appraisal of all aspects of a firms working relationship with
another firm” (Anderson and Narus 1984, p. 66). Since the measurement of
satisfaction involves the evaluation of all aspects of the relationship, satisfaction is
considered as a close proxy for perceived effectiveness of the relationship (Anderson
and Narus, 1990). Satisfaction has been widely utilized as a measure of relationship
success in IOR studies (e.g., Anderson and Narus, 1984; 1990; Mohr and Spekman,
1994).

Perceived benefits are a client firm’s perception of Dbenefits gained from a
specific outsourcing relationship (Cheon, 1992). Since benefits of IS outsourcing are
also underlying reasons for or expectations from outsourcing arrangements, perceived
benefits measure the degree of accomplishment of expectations from the client firm's
perspective. Hence, they are accepted as good measures of IS outsourcing success.
Three major types of benefits identified in the literature are strategic, economic, and
technological benefits (Cheon, 1992; Collins and Millen, 1995, Gupta and Gupta, 1992;
Palvia and Parzinger, 1995). First, strategic benefits refer to the achievement of
focusing on core competence, enhancing strategic use of IT, and enhancing
flexibility. Second, economic benefits refer to the capability to produce IS services at
lower costs. The degree of economic benefits depend not only upon achieving
economies of scale and scope in the areas of human and technological resources such
as hardware and software, but also upon controlling cost structure. Third,
technological benefits refer to the achievement of gaining access to leading-edge IT
and avoiding the risk of IT obsolescence that results from accelerating changes in

the nature of IT infrastructure.
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IV. Research Methods

This study involved a cross-sectional field study via a questionnaire~-based mail
survey. This study focuses on the relationship in IS outsourcing. Hence, the unit of
analysis in this study is the relationship between a client firm and one of its
vendors. Researchers have recommended dyadic analysis to comprehensively
investigate the interorganizational relationship (Heide and Miner, 1992). However,
considering the immense difficulty of locating exact parties in IS outsourcing
relationships, this study focuses on one perspective of the dyadic relationship, the
client firm’s view of the relationship with its referent vendor.

The sampling frame for this research consisted of the large U.S. firms listed in
the Directory of Top Computer Executives (West Edition; Spring 1996 Version)
published by Applied Computer Research, Inc. All listed organizations have their own
IS departments. Among the organizations listed in the directory, not-for-profit
organizations and government organizations were excluded from the survey. Further
control of the industry sector and organizational size was not considered since there
is evidence that the industry type and organizational size do not affect the context of
research on IS outsourcing (Loh and Venkatraman, 1992). The questionnaire was
distributed to a sample of 2,200 firms in the twelve midwestern and central states on
the list of the directory. The questionnaire was addressed to the top executive in
charge of information systems. Approximately three weeks after the initial mailing, a
follow-up mailing to 1,000 randomly selected companies was conducted with a copy
of the questionnaire enclosed.

The questionnaire was basically composed of two portions. The first portion
asked about the respondent’s perceptions about IS outsourcing in general and the
company’'s overall outsourcing practice without consideration of any specific
outsourcing arrangement. The second portion of the questionnaire asked about the
nature of the relationship in regard to a specific outsourcing arrangement. The
respondents were asked to identify a specific vendor with which they are familiar.
The relationship with this selected vendor then served as the referent for all further
questions. Companies that were not engaged in any outsourcing arrangement did not
complete the second portion of the questionnaire.

Of the 2,200 questionnaires mailed, 368 were returned. Upon further evaluation,
thirteen incomplete questionnaires were determined unusable. Thus, 355 responses
was usable, resulting in a usable response rate of 16.1%. Possible nonresponse bias
was evaluated by comparing early respondents (67.3 2% within three weeks) with late
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respondents, due to wunavailability of nonrespondent firms’ data. The underlying
assumption here is that late respondents are in some way more like nonrespondents
(Armstrong and Overton, 1977). The comparison indicated no significant differences
between early and late respondents in characteristics such as total sales, IS
department budget, number of total employees, and number of IS employees, at the

significance level of 0.05.

4.1 Profile of the Respondents

The respondents had an average length of 21.8 years of experience in the IS field. A
large number are Directors/Asst. Vice Presidents(VPs) (36%), CIOs/VPs (34%), and
Managers (28%). The responding organizations had an average number of 5,051 total
employees. They represented a broad spectrum of industries, with the largest

segment coming from manufacturing (36%).

4 _2 Measurement

Whenever possible, measures that have been utilized and validated are adopted
for this study. All the variables were measured with multiple-item scales. Each item
were measured according to a seven-point Likert-type scale. The measures of
relational exchange characteristics and communication behavior were adopted from the
relationship marketing literature. For the two TCA factors, uncertainty and asset
specificity, this study utilized the measures developed by Nam (1995). Measures of
vendor capability were based on the items used by Loh (1993) and Collins and Millen
(1995).

The present study utilizes two measures of success in the implementation of IS
outsourcing: satisfaction and perceived benefits. Satisfaction was measured by three
items adapted from Park (1995), who in turn based his scale on the work of
Anderson and Narus (1984; 1990). Though the measure of satisfaction was adopted
from the relationship marketing literature, it is deemed acceptable to be utilized in
this study since it represents overall satisfaction without referring any
industry -specific terms. Perceived benefits were measured by nine items based on
Cheon (1992) and Collins and Millen (1995). Each item of perceived benefits was
measured by a seven-point Likert-type scale, anchored from “much worse” to “much
better” in comparison to the client firm’s expectation. This type of measurement
approach represents the concept of “outcomes given comparison level (Outcomes\CL)"

proposed by Thibaut and Kelley (1959) from the perspective of social exchange
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theory. The comparison level in the present context can be defined as a standard
representing the quality of outcomes the client firm has come to expect from a given
type of relationship, based upon present and past experience with similar
relationships, and knowledge of other IS outsourcing relationships (Anderson and
Narus, 1984). Thus, perceived benefits in this study are conceptualized as outcomes
obtained from a relationship, against the comparison level defined above. The
comparison level is introduced as an anchor for assessing perceived benefits to

control different expectations by different IS activities outsourced.

<Table 1> Reliabilities of Final Scales

Number Item-to-Total
Construct of Correlation Alpha
Ttems Min. Max.
Partnership 6 37 72 84
Role Integrity 3 63 A7 32
Flexibility 3 42 67 74
Monitoring 4 A48 70 .79
Information sharing 4 .49 .65 77
Restraint in the use of power 3 49 59 72
Participation 4 67 73 85
Uncertainty 4 .56 75 .81
Asset specificity 3 31 40 54
Vendor capability 5 43 62 78
Satisfaction 3 .93 .93 97
Perceived non-economic 5 59 74 85
benefits
Perceived economic benefits 3 72 78 87

4 _3 Measurement Assessment

Each set of multiple-item scales was initially subjected to an examination of
item~-to-total correlations to identify items that did not belong to the specific scale.
An item with low item-to-total correlation indicates that the item is not drawn from
the same domain and should be deleted to reduce error and unreliability (Nunnally,
1978). Items were deleted if their item-to-total correlation was below 0.35. In order
to assess unidimensionality, principal components factor analysis was conducted on
subsets of variables. Varimax was the rotation method for all analysis. Factor
loadings of less than .50 are dropped from further analysis. <Table 1> lists summary
scale statistics.
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The table lists the extracted final constructs. All items except two cases cleanly
loaded to the intended construct. First, for the relational exchange characteristics, all
items of solidarity and continuity expectation were merged into one factor. Upon
inspection of the items, the new factor was subsequently labeled as “partnership” to
reflect the fact that the items depict closeness and long-term orientation, which are
the essence of partnership in the working relationship. It is not uncommon that items
from different scales are combined into one factor in relational exchange scales.
Second, for perceived benefits, two factors emerged from nine items. The split of
perceived benefits into two factor was not intended, but it is not unexpected since
the items represent a diverse set of benefits including strategic, technological, and
economic dimensions. Upon an inspection of the items, the two factors were termed
as “perceived non-economic benefits” and “perceived economic benefits” respectively.
The items of non-economic benefits generally reflect strategic and technological
benefits. As a result, three dependent variables will be utilized for hypothesis testing.

<Table 1> also lists the result of the reliahility test. All Cronbach’s alphas
except that of asset specificity exceeded the generally accepted minimum value of
0.70, demonstrating satisfactory evidence of internal consistency. The Cronbach’s
alpha for asset specificity was 0.54. Nunnally (1967) suggested that a coefficient
value of between 0.5 and 0.6 is sufficient for early basic research. Considering the
exploratory nature of this study, the researcher decided to retain the measures of
asset specificity for further analysis.

V. Results

5.1 Characteristics of Outsourcing Relationships

For the hypothesis testing purpose, only the second portion of the questionnaire
were utilized. Of the 355 responses of the survey,
148 responses did not completed the second portion of the questionnaire. Ninety of
them were non-outsourcing firms. A total of 207 outsourcing relationships were
utilized for hypothesis testing. The descriptive statistics of outsourcing relationships
are summarized in <Table 2>,

The table includes a breakdown of outsourcing arrangements by IS activity,
length of the contract, and contract amount. It indicates that the sample of

outsourcing relationships is heavily concentrated on the application development/
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maintenance area (46.4%). A majority of the relationships had a contract period of
two years or longer (51.3%). However, the average contract length of 2.7 years was
shorter than the contract period of five to ten years typically discussed in the
literature. Less than 24% of the contracts had an amount of less than $100,000. The

contract amount also represents a wide spectrum of contract size.

<Table 2> Descriptive statistics of outsourcing

relationships with the referent vendor

Characteristics Frequency |Percent

IS Activity

Application develop./maintenance 96 46.4
Data center operation/facility mgmt. 34 164
Telecommunications/network 26 126
Systems integration 24 11.6
End user support/help desk 15 7.2
Training/education 4 19
Others 8 39

Length of contract (yrs.)

Less than 1 35 17.1
1 - less than 2 62 30.0
2 - less than 4 56 27.1
4 - less than 6 32 155
Over 6 18 8.7
Unknown 2 1.0
Average 2.70
Contract Amount

< $50,000 24 116
$50,000 to < $100,000 24 116
$100,000 to < $1 mil. 69 333
$1 mil. to < $ 10 mil 50 24.2
$10 mil. to < $100 mil. 15 72
Over $100 mil. 8 39
Unknown 17 8.2
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5.2 Tests of Hypotheses

Multiple regression analysis was employed to test the hypotheses. For each
group of hypotheses (three groups: H1A to HIE, H2A to H2C, H3A to H3B), multiple
regression was run separately for each of the dependent wvariables: satisfaction,
non-economic benefits, and economic variables. Following guidelines suggested by
Cohen and Cohen (1983), the control variable (vendor capability) was added to the
each regression run before adding the independent variables. In this way, the effect
of a control variable can be partialed out prior to hypothesis testing.

The results of hypothesis testing are shown in <Table 3>. As shown in the
table, the results of regression runs for three dependent variables were consolidated
to one table for easy comparison. The table reports the standardized regression
coefficient (£8), adjusted squared multiple correlation coefficient (adjusted RZ), and
change in F value after partialling out the effect of the control variable.

Hypothesis 1 generally posited that relational exchange characteristics are
positively associated with successful implementation of IS outsourcing. As <Table
3> shows, partnership (i.e, the combined measure of solidarity and continuity
expectation) is found to be positively associated with satisfaction (p<.01), providing
support for HIA and HIB. Flexibility is significantly associated with both satisfaction
and non-economic benefits (p<.01), providing support for H1D. Monitoring of vendor
is significantly associated with both non-economic and economic benefits (p<.01),
providing support for HIE. Interestingly, role integrity is negatively associated with
satisfaction. Since role integrity is proposed to be positively associated with
dependent variables, H1C is rejected. Overall, relational exchange characteristics,
except the case of role integrity, are significantly, positively associated with at least
one of three success measures.

Hypothesis 2 is concerned with the effect of communication behavior on the
success of IS outsourcing. Table 3 indicates that participation is positively associated
with both satisfaction and non-economic benefits (p<.01), providing support for H2C.
Both information sharing and restraint in the use of power have no significant effect
on any of the success measures. Thus, H2A and H2B are rejected.

Hypotheses 3 is concerned with the effect of task characteristics on the success
of IS outsourcing. It posited that uncertainty (H3A) and asset specificity (H3B) are
negatively associated with success of IS outsourcing. Table 3 indicates that asset
specificity is negatively associated with satisfaction (p<.0l), providing support for
H3B. However, uncertainty is found to be not associated with any of the success
measures. Thus, H3A is rejected.

P 71 J—
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<Table 3> Beta coefficients from regression analyse

Dependent Variables
Non~economic Economic

Satisfaction ) ]
Benefits Benefits
Hypothesis 1
Control Variable:
Vendor capability Dk Al *Ex 28k %%
Independent Variable:
Partnership 29%x% -- -
Role Integrity =21 #xx% . -
Flexibility 15k d7xx% -=
Monitoring of the vendor —-= BRLLE 18k
Change in F~ 10.37#x% 6.34 %% % 2.50%*
Adjusted R’ Sk AQwsx ATwx%

Hypothesis 2
Control Variable:
Vendor capability 63k A8*xx KIELE
Independent Variable:
Information sharing - - -

Restraint in power use - ~= -

Participation 15%x 28xxx -
Change in F~ 3.46%* 10.67*** 3.25%*
Adjusted K A8k x A2k 7%

Hypothesis 3
Control Variable:
Vendor capability BT %% 50 39 %%
Independent Variable:

Uncertainty - - .
Asset specificity ~ 14%%x - __
Change in F~ 4.50*= - 2.91%
Adjusted R A8%xx RIEEE 16w

* p<0.10; ** p<0.05; *** p<0.01, ~— nonsignificant
~ The change in F-statistic shows the significance of the variance explained by the
independent variables after accounting for (partialing out) the variance explained by

the control variable (covariate).
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In all nine regression runs (three dependent variables by three sets of hypotheses)
discussed above, the control variable (vendor capability) was found to be positively
related to dependent variables (all p’s<.0l), indicating that vendor capability is a
prime predictor of IS outsourcing success.

As discussed above, hypothesis testing has been conducted for each group of
hypotheses. In order to check the overall soundness of hypothesis testing, one overall
regression run, which addresses all ten independent variables and the control variable,
was performed for each dependent variable. The findings were quite similar to those

of separate runs presented in Table 3.

VI. Discussion

The following variables were found to be significantly, positively related to
predicting the success of IS outsourcing (either satisfaction or benefits): partnership,
flexibility, monitoring of the vendor, and participation. These findings suggest that as
these variables are present in a high degree, there is a greater likelihood of
outsourcing success. On the other hand, the following variables were found to have
negative influence on the success of IS outsourcing: role integrity and asset
specificity. A great degree of presence of these variables is expected to reduce the
chance of the success in IS outsourcing.

Except for role integrity, all dimensions of relational exchange were positively
and strongly related to at least one of the three success measures. These findings
generally suggest that a strong formation of relational exchange attributes, as
opposed to discrete exchange, is essential to successfully implement IS outsourcing.
That is, a traditional discrete governance structure, characterized by adversarial
arm’s-length relationships, should be supplanted by cooperative relational exchange
relationships.

Partnership was the strongest predictor (Beta=.29) of satisfaction among relational
exchange characteristics. Since partnership, measured by solidarity and continuity
expectation, largely represents the feeling of closeness or cohesiveness of the
relationship, it may psychologically influence satisfaction, the affective measure.
Flexibility appears to be a very strong predictor of success, as it is significantly
related to two success measures, satisfaction and non-economic benefits. The finding

of flexibility is consistent with the IS literature which suggests that flexibility is a
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key for outsourcing success to cope with evolving technology, and changes in
business needs. Monitoring of the vendor was not significantly related to satisfaction,
but it is the only variable in relational exchange significantly associated with both
non-economic and economic benefits. Hence, when it comes to actual outcomes
represented by benefits, monitoring seems to be a critical element. The finding is
consistent with IS literature that puts a heavy emphasis on monitoring to ensure
successful performance in IS outsourcing. Firms need to put more effort to
monitoring activities In such areas as developing performance standards, measuring
results, and interpreting them.

The negative association between role integrity and satisfaction is both surprising
and inconsistent with the prediction. It is possible, however, that the greater level of
role integrity may generate unattainable high expectations among parties and this in
turn may result in a lower satisfaction rating.

Among communication behavior variables, participation was the only variable
significantly related to any of the success measures. Participation is found to be
significantly and strongly associated with both satisfaction and non-economic
benefits. The finding of participation as a key success factor is consistent with the
findings of other IS implementation studies, in such areas as end user computing and
systems development. Contrary to expectation, this study did not find positive
association between information sharing and success. However, similar results also
have been found in other studies (Mohr and Spekman, 1994; Park, 1995). A possible
explanation is that greater information sharing may give the vendor the impression
that it is entitled to a greater share of the fruits of the outsourcing relationship
(Mohr and Spekman, 1994).

Asset specificity was found to be negatively associated with satisfaction. The
finding is consistent with the prediction. Task characteristics including asset
specificity are largely not controllable after an outsourcing relationship begins. Hence,
firms need to avoid outsourcing tasks with high asset specificity. Uncertainty was
not found to be significantly associated with any of the success measures. A possible
explanation may lie in the nature of uncertainty in IS outsourcing. In the IS arena,
uncertainty is largely influenced by technological elements since IS tasks are very
sensitive to technological changes. Mahoney (1992) argues that a higher level of
technological uncertainty leads organizations to utilize less firm-specific assets. Thus,
the resulting reduction in asset specificity may confound the effect of technological
uncertainty. Overall, task characteristics do not seem to be good predictors of success
of IS outsourcing.

Finally, the importance of vendor capability, which was utilized as a control
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variable, needs to be mentioned. For all regression runs, vendor capability was found
to be strongly and significantly related to success with beta values ranging from .28
to .67. Hence, the single most important thing a firm can do for outsourcing success

can be to select capable vendors.

VII. Concluding Remarks

This paper has investigated the factors contributing to the success or failure of
IS outsourcing relationships from the IOR perspective. The research framework
includes a wvariety of components including relational exchange, communication
behavior, and TCA factors. The findings suggest that a strong formation of relational
exchange characteristics is essential for the successful implementation of IS
outsourcing. Knowledge acquired in this study is expected to provide a framework
for helping IS managers in the on-going management of the relationships as well as
in the selection of vendors.

The three success measures identified can be very useful for other IS
implementation studies as well as IS outsourcing implementation. Also, this study is
probably the first empirical study in the IS area that rigorously tested multiple
dimensions of relational exchange characteristics. The measures and findings from
relational exchange characteristics in this study is expected to provide guidance in
probing relational structure concepts in such IS areas as interorganizational systems
(I0S) and electronic commerce.

Efforts should continue to further refine the research framework. The research
framework in this study does not address other potentially important factors, such as
employee morale, top management commitment, and other task characteristics
including complexity and standardization. Also, investigation of antecedents of
relational exchange characteristics and communication behavior variables can be
interesting. Political economy paradigm and resource dependence theory can be guides
to investigate the antecedents. Future research can also extend this research by
including task-specific or objective success measures, such as financial performance,
system response time, and network down time.

A natural extension of this study can be to retest the research framework in a
more controlled setting. The research results may be not the same in different
industries, different outsourcing tasks, and different contract sizes. Different success

factors can dominate in a different environment. The findings of this study relied on
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information from the client firm’'s perspective. A perceptual difference with the
vendor could exist. The possible perceptual gap offers an avenue for future research
in a dyadic setting, in which perspectives from both the client firm and the vendor
are addressed.



Factors Influencing IS Qutsourcing Implementation 27

References

Anderson, J.C. and Narus, JA. “A Model of Distributor's Perspective of
Distributor-Manufacturer Working Relationships,” Journal of Marketing, Vol. 48,
Fall 1984, pp. 62-74.

Anderson, J.C. and Narus, J.A. “A Model of Distribution Firm and Manufacturer Firm
Working Partnerships,” Journal of Marketing, Vol. 54, January 1990, pp. 42-58.

Armstrong, J.S. and Overton, T. “Evaluating Nonresponse Bias in Mail Surveys,”
Journal of Marketing Research, Vol. 14, August 1977, pp. 396-402.

Aubert, B.A. and Rivard, S. “Development of Measures to Assess Dimensions of IS
Operations Transactions,” Proceedings of the Fifteenth International Conference

on Information Systems, December 14-17, 1994, Vancouver, Canada, pp. 13-26.

Axelrod, R. The Evolution of Cooperation, New York: Basic Books, Inc., 1984

Boyle, B., Dwyer, F.R.,, Robicheaux, R.A., and Simpson, J.T. “Influence Strategies in
Marketing Channels: Measures and Use in Different Relationship Structures,”
Journal of Marketing Research, Vol. 24, November 1992, pp. 462-473.

Cheon, M.]. Outsourcing of Information Systems Functions: A Contingency Model,
Ph.D. Dissertation, University of South Carolina, 1992.

Cohen, J. and Cohen, P. Applied Multiple Regression/Correlation Analysis for the
Behavioral Science, 2nd edition, Hillsdale, NJ: Lawrence Erlbaum Associates, 1983.

Collins, J.S. and Millen, R.A. “Information Systems Outsourcing by Large American
Industrial Firms: Choices and Impact,” Information Resource Management Journal,
Vol. 8 No. 1, Winter 1995, pp. 5-13.

Cummings, T.G. “Transorganizational Development,” in Research in Organizational
Behavior, BM. Staw and L.L. Cummings (eds.), Greenwich, CT: JAI Press Inc.,
Vol. 6, 1984, pp. 367-422.



28 Young-Soo Chung

Dant, R.P. and Schul, P.L. “Conflict Resolution Processes in Contractual Channels of
Distribution,” Journal of Marketing, Vol. 56, January 1992, pp. 38-54.

Delone, W.H. and McLean, ER. “Information Systems Success: The Quest for the
Dependent Variable,” Information Systems Research, Vol. 3, No. 1, March 1992,
pp. 60-95.

Dwyer, FR. Schurr, P.H., and Oh, S. “Developing Buyer-Seller Relationships,”
Journal of Marketing, Vol. b1, April 1987, pp. 11-27.

Etgar, M. “Sources and Types of Intrachannel Conflict,” Journal of Retailing, Vol. 55,
Spring 1979, pp. 12-24.

Fitzgerald, G. and Willcocks, L. “Contracts and Partnerships in the Outsourcing of
IT,” Proceedings o the Fifteenth International Conference on Information
Systems, December 14-17, 1994, Vancouver, Canada, pp. 91-98.

Foxman, N. “Succeeding in Outsourcing: Cultivate the Outsourcing Relationship,”
Information Systems Management, Winter 1994, pp. 77-80.

Frazier, G.L. and Summers, J.O. “Perception of Interfirm Power and its- Use within a
Franchise Channel of Distribution,” Journal of Marketing Research, Vol. 23, May
1986, pp. 169-176.

Gable, G.G. and Sharp, J.A. “Outsourcing Assistance with Computer System
Selection: A Success Factors Model,” Proceedings of the 25th Hawaii International

Conference on Systems Sciences, 1992, pp. 566-577.

Gaski, J.F. “The Theory of Power and Conflict in Channels of Distribution,” Journal
of Marketing, Vol. 48, Summer 1984, pp. 9-29.

Grover, V., Cheon, M.J., and Teng J.T.C. “The Effect of Service Quality and

Partnership on the Outsourcing of Information Systems Functions,” Journal of
Management Information Systems, Vol. 12, No. 4, Spring 1996, pp. 89-116.



Factors Influencing 1S Outsourcing Implementation 29

Gupta, U.G. and Gupta, A. “Outsourcing the IS Function: Is It Necessary for Your
Organization?” Information Systems Management, Summer 1992, pp. 44-50.

Heide, J.B. and John, G. “The Role of Dependence Balancing in Safeguarding
Transaction-Specific Assets in Conventional Channels,” Journal of Marketing,
Vol. 52, January 1988, pp. 20-35.

Heide, ]J.B. and John, G. “Do Norms Matter in Marketing Relationships,” Journal of
Marketing, Vol. 56, April 1992, pp. 32-44.

Heide, J.B. and Miner, A.S. “The Shadow of the Future: Effects of Anticipated
Interaction and Frequency of Contract on Buyer-Seller Cooperation,” Academy of
Management Journal, Vol. 3b, No. 2, 1992, pp. 265-291.

Heide, JB. and Stump, RUL. “Performance Implications of Buyer-Supplier
Relationships in Industrial Markets: A Transaction Cost Explanation,” Journal of
Business Research, Vol. 32, 1995, pp. 57-66.

Hill, C.W. “Cooperation, Opportunism, and the Invisible Hand: Implications for
Transaction Cost Theory,” Academy of Management Review, Vol. 15 No. 3, 1990,
pp. 500-513.

Kaufmann, P.J. and Dant, R.P. “The Dimensions of Commercial Exchange,”
Marketing Letters, Vol. 3, No. 2, 1992, pp. 171-185.

Ketler, K. and Walstrom, J. “The Outsourcing Decision,” International Journal of
Information Management, Vol. 13, January 1993, pp. 449-459,

Lacity, M.C. and Hirschheim, R. Information Systems Qutsourcing: Myths,
Metaphors, and Realities, New York: John Wiley & Sons, 1993.

Lacity, M.C., Willcocks, L.P, and Feeny, DF. “IT Outsourcing: Maximize Flexibility
and Control,” Harvard Business Review, May-June 1995, pp. 84-93.

Loh, L. The Economics and Organization of Information Technology Governance:
Sourcing Strategies for Corporate Information Infrastructure, Ph.D. Dissertation,
MIT, 1993.



30 Young-Soo Chung

Loh, L. and Venkatraman, N. “Determinants of Information Technology Outsourcing:
A Cross-Sectional Analysis,” Journal of Management Information Systems, Vol. 9,
No. 1, Summer 1992, pp. 7-24.

Macneil, LR. The New Social Contract, New Haven, CT: Yale University Press, 1980.
Mahoney, J.T. “The Choice of Organizational Form: Vertical Financial Ownership
Versus Other Methods of Vertical Integration,” Strategic Management Journal,

Vol. 13, 1992, pp. 559-584.

McFarlan, F.W. and Nolan, RL. “How to Manage an IT Outsourcing Alliance,” Sloan
Management Review, Winter 1995, pp. 9-23.

Mohr, J. and Nevin, JR. “Communication Strategies in Marketing Channels: A
Theoretical Perspective,” Journal of Marketing, Vol. 54, October 1990, pp. 36-51.

Mohr, J. and Spekman, R. “Characteristics of Partnership Success: Partnership
Attributes, Communication Behavior, and Conflict Resolution Techniques,”
Strategic Management Journal, Vol. 15, 1994, pp. 135-152.

Nam, K. Three Essays on Information Systems Qutsourcing, Ph.D. Dissertation, State

University of New York, Buffalo, New York, 1995.

Nidumolu, S.R. “The Effect of Coordination and Uncertainty on Software Project
Performance: Residual Performance Risk as an Intervening Variable,” Information
Systems Research, Vol. 6, No. 3, 1995, pp. 191-219.

Noordewier, T.G. , John, G., and Nevin, JR. Performance Outcomes of Purchasing
Arrangements in Industrial Buyer—-Vendor Relationships, Journal of Marketing, Vol.
54, October 1990, pp. 80-93.

Nunnally, J. Psychometric Theory, New York: McGraw-Hill, 1967.

Nunnally, J. Psychometric Theory, New York: McGraw—Hill, 2nd ed., 1978.



Factors Influencing 1S Outsourcing Implementation 31

Palvia, P. and Parzinger, M. “Information Systems Outsourcing in Financial
Institutions,” in Managing Information Technology Investments with Outsourcing
(M. Khosrowpour ed.), Idea Publishing Group, Harrisburg, Pennsylvania, 1995, pp.
129-154.

Park, B.K. An Empirical Study of Partnership Success Between Just-in-Time
Manufacturers and Suppliers, Ph.D. Dissertation, University of Nebraska-Lincoln,
1995.

Pfeffer, J. and Salancik, G.R. The External Control of Organizations, New York:
Harper and Row, 1978,

Powell, W. “Hybrid Organizational Arrangements: New Form or Transitional
Development?” California Management Review, Fall 1987, pp. 67-87.

Ring, P.S. and Van de Ven, AH. “Structuring Cooperative Relationships between
Organizations,” Strategic Management Journal, Vol. 13, 1992, pp. 483-493.

Robey, D., Farrow, D.L., and Franz, C.R. “Group Process and Conflict in System
Development,” Management Science, Vol. 35, No. 10, 1989, pp. 1172-1191.

Robicheaux, R.A. and Coleman, JE. “The Structure of Marketing Channel
Relationships,” Journal of Academy of Marketing Science, Vol. 22, No. 1, 1994, pp.
38-51.

Sherman, S. “Are Strategic Alliances Really Working?” Fortune, September 21, 1992,
pp. 77-78.

Teng, J.T., Cheon, M.]., and Grover, V. “Decisions to Outsource Information Systems
Functions: Testing a Strategy-Theoretic Discrepancy Model,” Decision Sciences,
Vol. 26, No. 1, 1995, pp. 75-103.

Thibaut, JW. and Kelley, H. The Social Psychology of Groups, New York: Wiley,
1959,



32 Young-Soo Chung

Thobe, D. “Who’s Minding the Shop?” Business Communications Review, May 1992,
pp. 22-26.

Whang, S. “Contracting for Software Development,” Management Science, Vol. 38,
No. 3, March 1992, pp. 307-324.

Williamson, O.E. Markets and Hierarchies, New York: Free Press, 1975.

Williamson, O.E. “Transaction Cost Economics: The Governance of Contractual
Relations,” The Journal of Law and Economics, Vol. 22, 1979, pp. 233-261.

Young, J.A., Gilbert, F.W., MclIntyre, F.S. “An Investigation of Relationalism Across a

Range of Marketing Relationships and Alliances,” Journal of Business Research,
Vol. 35, 1996, pp. 139-151.

Zajac, E.J and Olsen, CP. “Transaction Cost to Transaction Value Analysis:
Implications for the Study of Interorganizational Strategies,” Journal of
Management Studies, Vol. 30, 1993, pp. 131-145.



.

HuAlAY ofR2yel 4B 24 23

YEAILH ofR2ayel MBI EA:

=

[y |

Z=Ezt 27 HEHOIMS MEH AP
39+

FRAI2E op2-A4) (outsourcing)el A& HHAS 2 7RI FUFA e}, op A4
AE ARA A FEo A FRAHQ olFR FANA HUAT HEA2E oA
T840 JAdAHJ o, o e dFH AT vl vFE dAFoh B dFe F8a
A ARAAH ol iAo o] :ABIAL (client firm)eF AnB]2 AF QA (vendor)
el BA] AF E Aol TS WAE 8AE xASHE Aol B dFY AT =
Ao fAAAYo)E (relational exchange theory), A HF U A2 3% (communication
behavior), 7 2}B] €+ (transaction cost analysis) 59 2| zt# A (interorganizational
relationship) ©] &) 7|88 T3 2HA] = Q).

ul=r o] 20778 EALS] ARAIAE of AN MEZA oste thgd Ze AFZA
7F EEEA9. (1) Aula AE€d29 53 (vendor capability), #7244 (solidarity),
oA A} 44 (Continuity expectation), 4 (flexibility), AulAgate] %o d 7y
Bl 8 (monitoring of the vendor), ¥ X (participation)5 o] o}24A TA 9 ATz <
°of A#a#As AR dew, (2) H42AFE(role integrity),  AHAFEo] A (asset
specificity) 5& ot &4 #AY A5 &9 #AE 7HAL e Rz e o
Axtoll olatd, wBAZ A (discrete exchange) B, FAHAY (relational
exchange)o] 7]1¥hg 5o ol #AAE TFdte Aol olxaAY HFTHI TFHS
At Hexom Hodo o] AF AHE 7122 &9 ofxA WA dFe Hd,
Ml AFAAre] A", aeln oAy #wAY AN&H #HAEE A S AAE
AT



