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ABSTRACT

Despite twenty-five years of cumulative research on Business & IT alignment (BIA) and experience on IT
Outsourcing (ITO), being able to effectively leverage IT to achieve business value has consistently been the
number one priority for CEQ’s over the past twenty-five years, suggesting that achieving alignment in ITO is a
puzzle that is yet to be solved. This thesis aims to provide a deeper understanding of the development of
business & IT alignment in ITO, by studying the inter-organizational relational interaction between clients
and IT suppliers on a business unit level. The hypothesis that ITO has a negative effect on BIA was adopted

from Derksen (2013) and tested in a new setting.

Based on an extensive literature review, hypotheses were defined about how ITO is expected to effect
proxies of BIA. The proxies used were Client Satisfaction and IT Performance. These dependent variables
were studied looking for immediate and long-term effects, to test if and how the relational interaction
develops during and after outsourcing IT services. To study the possibly reciprocal effect of IT performance
on client satisfaction and understand how these responses may be culturally biased, the relation between
the dependent variables was analyzed separately. These interaction effects were studied in a quasi-
experimental setting based longitudinal data collected from a large multinational that has gone through the
process of IT outsourcing in 2016. The collected data existed of subjective and objective measures of BIA

from prior to-, during and after the event of outsourcing.

The findings in this study support the main hypothesis that ITO has a negative effect on the level BIA. Results
show a significant impact of outsourcing on both short- and long-term client satisfaction and IT performance.
The client satisfaction and IT performance significantly decreased from the pre-outsourcing phase to the
peri- and post-outsourcing phase. The long-term effects showed a significant recovery, yet remained
significantly lower than the pre-outsourcing levels of IT performance and client satisfaction. The hypothesis
that the effects of ITO on the relational interaction should reduce over time was also support by the findings
from this study. Results showed that that there was a significant improvement of the client satisfaction and
IT performance between the transitioning phase and the post hoc situation. Differences in performance and
satisfaction over time were to a large extend explained by the type of services and the differences between

business units, rather than the provider of the IT services.
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The most unexpected finding from this quasi-experiment was the fact that the performance of and
satisfaction about the retained IT organization was impacted more significant by the outsourcing of IT, than
the outsourced services. These effects were later explained by IT and business unit leadership as the
unforeseen result of centralization and reorganization that was implemented in parallel to the event
outsourcing and the fact that the on-site and inhouse IT staff possible provided more ‘services’ to the local

business units than the services that were contracted and outsourced.

The new insights derived from this study fuel a good discussion on the function of IT for a business unit, but
also what role is assigned to the clients and the firm’s supplier management. In addition, various interesting
leads are provided for future research and improvement of alignment processes for the studied

organization.

Keywords: IT Outsourcing, Business and IT Alignment, Relational Maturity, IT performance, Client

Satisfaction, Cultural Bias
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1. INTRODUCTION

This introduction will briefly describe the motivation for this exploratory study into the effects of IT
outsourcing on business and IT alignment in large firms. Subsequently it will elaborate on the thesis
objective and approach, before presenting the outline of this thesis and continuing with an extensive
literature review providing the theoretical background of this study and explaining the main constructs

involved in the interorganizational service exchange in ITO.
1.1. IT OUTSOURCING - A PUZZLE YET TO BE SOLVED

Strongly driven by market trends, globalization and accelerated transcendence of competitive advantage
(McGrath, 2013), Business Process Outsourcing (BPO) has become a standard practice that allows a firm to
focus on its core activities, while reducing transaction cost and risks. In particular, outsourcing tasks related

to Information Technology (IT) has become the modus operandi for large firms (Lepeak, 2017) .

IT Outsourcing(ITO) can be defined as the process in which an organization contracts-out its IT assets, people
and/or activities to a third-party, in exchange of managed assets and services (Loh & Venkatraman, 1992).
Whether IT assets, people and activities should be considered part of a firm’s core activities or not can be
disputed. Other forms of BPO typically focus on specific tasks that can easily be transferred, but IT drives the
way companies organize their business processes, deliver their services and communicate with customers
(Avolio, Kahai, & Dodge, 2000). Eventually, the decision for a firm to engage in outsourcing remains a
strategic one, aimed at improved business performance by enhancing the alighment between the firm’s

objectives and that of the business function being outsourced (van der Valk & van Weele, 2011).

According to Henderson and Venkatraman (1993), economic performance is directly related to the ability of
a firm to create strategic fit between its position and the design of the IT function. These claims have
received much support by later studies that demonstrate how successful alignment of Business and IT is a
predictor of superior business performance (Schlosser, Weitzel, Wagner, & Beimborn, 2010), could create
competitive advantage (Luftman, Rigoni, Dorociak, & Kempaiah, 2008) and increase an organization’s profit
margin and growth (Byrd, Lewis, & Bryan, 2006). As a result, the concept of Business and IT alighnment (BIA)

has received much attention from scholars.
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ITO is a response to a natural gap that exists between the business’ needs and the capability of the IT
organization to support this. Firms are focused on growth and are constantly aiming to improve on strategic
targets such as operational excellence, customer intimacy or best available product (Lacity, Khan, &
Willcocks, 2009). The IT organization is expected to support this urge to compete but is not without
bottlenecks of its own. As a result, the business becomes unsatisfied about the performance of IT, up to the
point it chooses outsourcing to be the better option (Derksen, 2013). This gap between Business and IT,
illustrated in Figure 1Error! Reference source not found., is commonly referred to as the Business and IT

Alignment Gap (BIAG).

Outsourdng to kower costs or Growing neers
IMprowe controke t"'ls s
'I: s We should
=S - are outsource [T
Efra - T organisations
E . . .- Capability
§ bt i e suppeort
- Product ife cycle ey cost
= To much
ﬂf_‘f‘_"?”":"is Closing the gap using Business &
emarcnmen ICT alignment
Business Functional
insufficient
/R
(& bottienecks
IT supply

Figure 1 - Business & IT Alignment Gap (Dereksen,2013)

Outsourcing the IT supply-, or even delivery function, reduces the BIAG by taking away some of the
bottlenecks, but in parallel introduces new challenges. For example, managing the complex buyer-supplier
relationships involved in the successful delivery of the outsourced services, or the loss of trust and implicit
knowledge embedded in the relationships between the business and local IT (Beulen, 2011). These

challenges may in turn have a negative impact on the level of BIA (Derksen, 2013).

In literature, an increased number of studies on ITO has been calling for Just Right (Aron, Clemons, & Reddi,
2005), or selective outsourcing of IT tasks (Curry & Willcocks, 1998), rather than total outsourcing of the IT
processes. Findings from these studies reveal a strong correlation between the level of complexity and
uncertainty of tasks and the performance of ITO. This is one of the reasons why outsourcing contracts often
include taking over some of the buyer’s employees (Curry & Willcocks, 1998). These experiences from cases

and the knowledge derived from recent studies on ITO, has led to investing in retained IT organizations and

Page | 10

RSM
C it
- ERAEMES

u RSIT



The Effects of IT Outsourcing on IT Performance and Client Satisfactions | Emile van der Linden

more selective outsourcing. As a result, coordination costs of outsourcing have increased, while Total Cost of

Ownership(TCO) was reduced due to improved performance and predictability of cost (Beulen, 2011).

While cost savings remain the main driver for ITO (Derksen & Luftman, 2016), in practice ITO success is far
from being self-evident. Industry research conducted by Deloitte (2016) shows that less than 50% of large
ITO deals are successful in delivering the targeted benefits. And while 80% of firms remain positive about the
concept of outsourcing IT components (Deloitte Touche Tohmatsu, 2016), 75% of ITO contracts is
renegotiated, transferred to a new supplier or ceased and performed back in-house within two years after

contracting (Hefley & Loesche, 2009).

While alignment usually seems to be present between buyer and supplier on a strategic level, firms struggle
to achieve alignment on the operational levels of the interorganizational service exchange (Schlosser,
Weitzel, Wagner, & Beimborn, 2010), as they fail to effectively organize the transactions and/or relations

involved in sourcing the IT services (van der Valk & Rozemeijer, 2009).

Despite twenty-five years of cumulative research on Business & IT alignment and experience on ITO, being
able to effectively leverage IT to achieve business value has consistently been the number one priority for
CEQ’s over the past twenty-five years (Forni & van der Meulen, 2017), suggesting that achieving alignment in

ITO is a puzzle that is yet to be solved...

1.2. THESIS OBJECTIVE

Based on extensive literature review performed as part of the design phase of this study, there appears to be
a broad consensus about the necessity for IT to be aligned with the business, to allow IT Outsourcing to be
successful. The process of BIA is essential to drive business results and satisfaction about the delivery of IT
services (Hunter, Nunno, Meehan, McMullen, & McDonald, 2012). When IT strategy is not properly aligned
with business strategy, neither is the outsourced delivery of services. Therefore, | propose that if outsourcing
is to have a negative effect on Business and IT alignment, this should be reflected in the satisfaction about

the ability of IT to meet the business’ needs.
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So far, the fields of ITO and BIA have been studied fairly independent from each other. Previous studies on
ITO have looked at the interorganizational service exchange as a process between buyer and supplier, while
studies on BIA have focused on the relational interaction between business and IT. Only recently, scholars
have begun showing interest in the relation between the level of BIA and ITO performance in organizations.
Studies have been showing mixed results. A study by Schlosser, Weitzel, Wagner & Beimborn (2010), using
data from 154 firms, concluded that ITO is likely to have a negative impact on the level of BIA within a firm
and, vice versa, low levels of BIA are likely to have a negative impact on ITO performance. A more recent and
extensive study into the relation between ITO and BIA was performed by Derksen (2013), who was unable to
find evidence in his distortion to accept the hypothesis that ITO has a negative impact on BIA. Somewhat
inconclusive, his main recommendations for further research were to study the relational and cultural

contingency factors in achieving BIA in various stages of the ITO relationship.

This thesis seeks to build on these previous studies by adding another piece to the puzzle called ITO. The
hypothesis by Derksen (2013), stating that ITO has a negative impact on BIA, is adopted and shall be tested
in a longitudinal setting with the objective to develop a more in depth understanding about how the

concepts of ITO and BIA relate and affect the inter-organizational service exchange over time.

To achieve this objective, this study focusses on the development of the relational interaction between
business and IT suppliers in large firms. Studying these interactions at a country or business unit level will

allow a more holistic view on the process of business and IT alignment within a firm.

By identifying the differences between the objects of study (business units) new insights may be revealed as
to how and possibly why the inter-organizational service exchange has developed the way it did. A better
understanding of this complexity should help scholars in completing the puzzle and eventually help CEQ’s to

be more successful in outsourcing IT.
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1.3. RESEARCH STRATEGY

The objective of this study is to explore the development of the interorganizational service exchange over
time based on empirical data, to understand how and why it has developed the way it did. There is a ‘How’

and a ‘Why’ part to this question. To answer the ‘How’ part of this question this study shall use quantitative

methods. The ‘Why’ part shall be answered using qualitative methods.
Observation
This study will be conducted following the empirical cycle, or so-called
hypotheticodeductive approach. This hypotheticodeductive approach is
particularly useful studying descriptive, longitudinal, causal and
influencing effects (Saunders, Lewis, & Thornhill, 2012). There are five Testing

stages to the empirical cycle: Observation, Induction, Deduction,

Testing of hypothesis and Evaluation. The empirical cycle is visualized in Figure 2.
Figure 2 - Empirical Cycle (Saunders, et al 2012)

The steps of the empirical cycle have been operationalized as follows;

Observation

An extensive literature review was performed identifying the mechanisms
and complexity of the concepts of BIA and ITO. Based on synthesis of these
findings, theoretical gaps in knowledge and points of interest are identified.
These insights will be used to further narrow down the research objective.

e Induction - Using inductive reasoning a conceptual model is constructed based on
general assumptions about the relation between BIA and ITO. These
propositions explain why a certain setting of variables should translate in an
expected outcome.

e Deduction

Based on these propositions new situations are hypothesized in which the

propositions are expected to hold and instruments are developed for testing.

o Testing - These early hypotheses will then be tested retrospectively in a quasi-
experimental setting, based on longitudinal data, to see how the
interorganizational exchange has developed.

e Evaluation - Finally conclusions will be drawn based on the evaluation of the findings

from the quasi-experiment, to develop new insights about the impact of ITO

on BIA.
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1.4. THESIS OUTLINE

The remainder of this thesis is structured as follows. First, the theoretical background used for this thesis
shall be provided. It will entail a broad discussion about the concepts of Business and IT alighment and IT
Outsourcing and elaborate on the main problems of achieving business and IT alignment in large firms as

brought forward in literature.

Next the justification and focal point of this study shall be further elaborated on and the main research
question shall be broken down into sub-questions. Together these sub-questions should provide an answer
as to ‘How’ BIA is impacted by ITO and ‘What’ causes this. Subsequently the conceptual model shall be
introduced, describing the broad concepts and mechanisms as found during literature review. Using this
research model early hypothesis are developed about how ITO and BIA relate. Subsequently, the design of
the quasi-experiment itself shall be discussed in detail, before reporting on its findings in the results section.
Based on between and within case analyses, preliminary conclusions are drawn that will be discussed in a

Delphi study that shall be incorporated in the conclusions section.

Finally, the discussion sections shall be used to elaborate on the implications and limitations of this study.

New propositions are presented and recommendations will be made for future research.
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2. LITERATURE REVIEW

An extensive literature review was conducted to develop a better understanding of the concepts of Business
and IT alignment and IT outsourcing. The literature review focused particularly on what the two concepts
are, how their main mechanisms relate and what the challenges are of achieving Business and IT alignment

in IT Outsourcing. This review process is conceptualized in Figure 3.

ITO

Literature

BIA

Literature

Complexity

discussion

Figure 3 - Exploring the Complexity of realizing BIA in ITO

The following sections will provide a summary on the main findings from this literature review. First, the
domain of business and IT alignment shall be reviewed. Then, the relation between the two concepts shall
be elaborated on from a purchasing and supply management perspective. Finally, the Domain of IT
Outsourcing shall be explored in depth to provide a thorough understanding of how the level of business and

IT alighment in an organization may be impacted by outsourcing IT services.

2.1. THE DOMAIN OF (BUSINESS AND IT) ALIGNMENT

2.1.1. THE CONCEPT OF BUSINESS AND IT ALIGNMENT

According to Henderson and Venkatraman (1993) the BIAG is “...the result of differences in culture,
objectives, incentives and the mutual ignorance for the other group's body of knowledge”. They argue that
for a firm to be successful, business and IT should be aligned on both a strategic level as well as on a

functional level. They visualized this process using their Strategic Alignment Model (SAM).
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Exxernal

Strategic Fit
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and Processes

Business Information Technology

Functional Integration
The SAM (Henderson & Venkatraman, 1993), shown in : gratl

describes how internal and external linkage should be created between business and IT; externally by
aligning business and IT strategy and internally by aligning organizational structure and processes with IT
infrastructure and processes. The SAM (Henderson & Venkatraman, 1993) assumes that if linkage on one of
these two levels is missing, the other will also fail to be successful. By introducing the SAM, Henderson &

Venkatraman (1993) established the concept of Business-IT Alignment (BIA).

. Information/

- Business  communication Technology

:
i g Strategy
E
=
o0
@
-
©
R e (Infra)structure
] il

5 ! cture ctu

£ and Processes and Processes

Business Information Technology Operations
Functional Integration
Figure 4 - Strategic Alignment Model, Henderson and Venkatraman (1993) Figure 5 - Generic framework IS, Maes (1999)

Maes (1999) extended on the concept of BIA and advocates that all four perspectives should be managed as
an integrated part of an organization’s information strategy, rather than two separate domains. He
developed the integrative generic framework for IS (Maes, 1999) shown in Figure 5. It illustrates how all nine
panes of the model should be aligned for Information Strategy to be effective. The framework is particularly
helpful for large firms, where the distance between business and IT is relatively large. The two center-axis’
provided in the model, between business and IT and strategy and operations, suggest that BIA is about
integration rather than alignment of functions. IT should be seen as part of the value chain, rather than

merely a supplier of a service. In addition, Maes(1999) contributes by explicitly stating that alignment
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between the operational panes should be managed on each level of the organization, being the individual

level, the team level and departmental level.

Reich & Benbasat (1996) describe the process of BIA as being two-dimensional by differentiating between
the creation of intellectual and social linkage. The intellectual dimension to alignment is about the internal
consistency between business and IT objectives, and the external validity of plans and processes. The social
dimension to alignment is about the mutual understanding and commitment to business and IT objectives,
plans and processes. Potentially promising plans may be poorly executed when organizational actors are not
committed to them. On the other hand, flawed plans will create suboptimal results even if implemented
perfectly. By differentiating between intellectual and social linkage, Reich & Benbasat (1996) mark the
importance of alighment between actors on the operational levels of the relationships between business

and IT.

A definition of BIA that reflects both the importance of intellectual and social linkage (Reich & Benbasat,
1996) as well as the importance of internal and external alignment (Henderson & Venkatraman, 1993) is

provided by Derksen (2013) and will be adopted for this thesis;

“The on-going process of realizing and optimizing the relational mechanism between business & IT,
by working on the IT effectiveness of the organization in order to realize enterprise business

objectives (Derksen, 2013)”

2.1.2. CRITERIA OF BUSINESS AND IT ALIGNMENT

Drawing on the definition of BIA adopted from Derksen (2013), BIA is the overall process of optimizing the
relational mechanism between business and IT to realize objectives. This definition can be split out into two
components; realization of objectives and relational effectiveness. Effective governance of these two

components is essential in improving the alignment between business and IT (Luftman & Kempaiah, 2007).

Luftman (2000) identified a set of skills and governance practices that allows measuring and subsequently
improving an organization’s level of alignment. Luftman’s Strategic Alignment Maturity Model (SAMM) uses

six criteria to measure BIA maturity. These criteria are listed in Table 1.

Table 1 - BIA maturity criteria (Luftman, 2000)

e Communication o Effective communication between business and IT
o Knowledge sharing
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Organizational learning

IT/Business metrics
Formal assessments/reviews
Continuous improvement

e Value measurement

Strategic planning
Organizational structure
Controls (budgetary/prioritization)

e Governance

e Partnership Strategic planning between business and IT
Perception of IT value

Relationship/Trust style

Standards articulation
Architectural integration
Transparency/Flexibility

e Scope & architecture

e  Skills Innovation/change readiness
Management style

Social, political, trusting environment

0O O 0|0 O O0O|O0O O O|O0O O O|O0 O 0|0

Each criterion is measured and assessed on a five-level maturity scale. The five levels of maturity progress
from an initial/ad hoc process to an optimized process. The SAMM (Luftman, 2000) was positioned as a
maturity model, based on the assumption that it is not possible for an organization to evolve from level one
to three without having to evolve through level two. This rationale corresponds with the concept that
relations mature over time (Sing & Dyer, 1998). All aspects of the SAMM (Luftman, 2000) should reach a
certain level of maturity for it to effect organizational performance. It draws on skills and measurement of
business and IT performance as preconditions for developing effective communication and becoming a
partner. Governance, value measurement and scope & architecture revolve around the creation of
intellectual linkage, while skills, communication and partnership are related to the creation of social linkage

(Reich & Benbasat, 1996).

The SAMM(Luftman, 2000) assumes that high levels of BIA maturity equate to effective BIA, but BIA is a
different construct then BIA maturity. BIA maturity is a proxy of BIA, as BIA effectiveness itself is measured
by looking at the output of the relational mechanism, rather than the input in the form of skills, processes
and governance. A frequently used method of measuring BIA maturity in organizations is by means of a
survey (Luftman, 2000). Both IT and Business are asked to rate the maturity of their processes, skills and
understanding of each other. By comparing the results, discrepancies between the two indicate

misalignment.
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High appreciation of the interactions between business users and the IT department, indicates high BIA.
These practices of alighment are still drawn on by scholars as important in achieving BIA and have been
incorporated in global standards for IT Service Management (ITSM). The most commonly used standard in
ITSM is the Information Technology Infrastructure Library (ITIL). This is a collection of best practices and
concepts that aim to create the perfect conditions for organizations to allow alighnment on operational levels
to occur (Scarff, 2011). The ITIL metrics recognize both objective measurement of performance, as well
subjective measurement. The objective or intellectual performance is dedicated to making sure business
objectives are met, while social or subjective performance is dedicated to making sure the relationship is
satisfying. Satisfaction is not just the effect what the relationship produces, but the effect of how it is
produced. Capturing business satisfaction is essential in avoiding the value-trap (Hunter, Nunno, Meehan,
McMullen, & McDonald, 2012). According to Hunter et al. (2012), the value of IT is easily overlooked and
seen as the delivery of technology rather than an integrated part of the business delivering business

performance. IT should actively measure and manage the perception of IT business value.

2.1.3. BUSINESS AND IT ALIGNMENT IN IT OUTSOURCING

While ITO and BIA are two very different concepts, they both rely on effective relational interaction and the
alignment of objectives, skills, and governance practices (Derksen, 2013). ITO is an intervention focused on
the supply side of the procurement process, by increasing the IT capability and performance. BIA is
dedicated to improving the relation between supply and demand. Therefor ITO is no substitute for effective
BIA and cannot be successful without being aligned with business demand (Derksen, 2013). Firms engage in
ITO to improve the effectiveness of the IT organization. They seek enhanced capabilities at lower cost
(Deloitte Touche Tohmatsu, 2016). To manage the successful delivery of these outsourced services, firms
must reshape heir IT departments to effectively manage the service suppliers in meeting business demand
(Tucker & Woolfe, 2000). When firms outsource IT services, the role of the retained IT department
effectively becomes that of a Purchasing and Supply Management (PSM) organization, managing the timely
and costly delivery of services for its customers. This organizational model is referred to by Gartner (Tucker

& Woolfe, 2000) as Information Strategy Lite (IS-Lite).

The IS-Lite model, shown in Figure 6, illustrates the roles at various aspects of the business pyramid. IT is
responsible for driving innovation, change delivery and support of infrastructure. This requires the alignment

of strategy, tactical and operational effort. This variety of roles and responsibilities in ITO is where the buyer-
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supplier relationships in ITO distinguishes itself from other buyer-supplier relationships and where the

relationship between BIA and ITO becomes eminent.

Purchasing and Supply Management Business Alignment

Domain Domain Domain

Strategic
Business
Units
. Demand Supply
Tactical Management Management
Service
Providers
Operational
Demand Supply Client Buyer Supplier
Figure 6 - IS Lite model, Gartner, Inc. (2000) Figure 7 - Modified IS framework of Maes (1999)

Applying the IS lite model to the integrative generic framework for IS by Maes (1999) provides a better
overview of the alignment processes in ITO. This modified model is illustrated in Figure 7. Relationships
between clients, buyers and suppliers exist at levels of the model and all panes in the model must be aligned
for the interorganizational service exchange and Information Strategy (IS) to be successful. When all panes in
the model are aligned except for the bottom three panes, all three organizations will fail to be effective in
achieving their business objectives, picturing the difference between the complexity of strategic versus

operational alighment.

2.1.4. THE COMPLEXITY OF SERVICE DELIVERY IN IT OUTSOURCING

The popularity of ITO has led to IT services being commoditized and offered by specialized service providers
at reduced costs (Auberta, Rivarda, & Patry, 2004). These services are increasingly delivered directly to the
PSM organization’s customers in so called service triads (van der Valk & van Weele, 2011). Unlike the
traditional service supply chain, where services are produced and consumed between buyer and supplier,
service delivery in service triads bypasses the control of the buying organization. Services are both produced
and consumed between the service provider and the customer. According to van der Valk & van Weele
(2011), service triads are characterized by the customer(C) requesting services from the buying

organization(B), which has outsourced the service delivery to a specialist provider that interacts directly with
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the customer(C). The main differences between the traditional service supply chain and the service triad

supply chain are visualized in Figure 8.

9!0

Figure 8 - Service supply chains versus service triads (van der Valk & van Weele, 2011)

Outsourced services can be categorized following a usage-based classification provided by Wynstra (2006).
The following four categories are distinguished; component, semi-manufactured, instrumental and
consumption. When delivering IT services to the business, is the value proposition of the IT department,
delivery of the IT services by its supplier directly to the business can be seen downstream service delivery.
This type of service classifies as ‘component’ delivery. According to van der Valk, Wynstra & Axelsson (2009),
effective buyer—supplier interaction differs based on the type of service provided. They argue that it is
essential in component delivery that both the buyer and supplier have an excellent understanding of the end

customer’s requirements.

While the concept of service triads is usually used to describe the interaction of three individual firms, it also
applies to corporate IT organizations that outsource the service delivery of IT services for other business
units part of the same firm (van der Valk & van Weele, 2011). In this scenario the IT organization of the
outsourcing party, responsible for managing the service delivery, can be seen as the buyer and the business
units effectively become the customer. For the remainder of this thesis the customer shall be referred to as
the client. The term client also indicates there is an ongoing relationship between client and supplier (van

der Valk & van Weele, 2011).

2.1.5. CLOSING THE GAP IN SERVICE DELIVERY TRIADS

According to van der Valk & van Weele (2011), the complexity for achieving business benefits in service
triads is generic for any type of BPO and requires alighnment of the business objectives of all three parties in
the supplychain in combination with effective governance of the interaction processes. BIA in ITO-triads
does not only require external alignment between the customer and supplier on a corporate level, but also
between the internal IT strategies of both organizations (Keating, Gregor, & Campbell, 2013). This additional

dimension to Venkatraman (1993) alignment model, makes it that not only the objectives of buyer and
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supplier may contradict, but also the objectives of the customer could contradict with either parties’

objectives (van der Valk & van Weele, 2011).

Well aligned organizations should be capable off bringing benefits for both parties involved (Levina & Ross,
2003), making it more attractive to cooperate going forward. The opposite effect can be seen when
contracts are not aligned, or suppliers over-promise on what can be delivered for the contract price. In this
scenario, the risk of the "Winner's Curse (Kern, Willcocks, & van Heck, 2002)” arises. This reference to
gaming theory is used to illustrate that in ITO only the principle of a win-win situation is appropriate. When
organizations are too focused on winning, they will find there is a curse to winning that makes it that

achieving alignment on an operational level effectively becomes impossible, leaving nothing but losers.

The problem of failing to achieve alignment on an operational level is particularly seen in large firms that get
into outsourcing looking for cost reduction and improved strategic alignment on a macro level (Curry &
Willcocks, 1998). Even though there seems to be a match between the organizations on a corporate level,
the interaction on an operational level between organizations can remain problematic, as firms fail to
effectively organize the transactions and/or relations involved in sourcing IT services (van der Valk &

Rozemeijer, 2009).

Two types of problems are identified. Firstly, these large organizations tend to pursue the same services at
lower cost, while in theory they should be able to achieve the same scale benefits as their outsourcing
partners by performing the services in-house (Feeny & Willcocks, 1998). Derksen (2013), in his distortion,
emphasizes the importance for organizations to understand the impact of the outsourcing decision on the
level of intrinsic knowledge of the business. He reasons that loss of intrinsic business knowledge has a

negatively impact on the firm’s capability and the level of BIA.

These findings are supported by earlier conclusions from Feeny & Willcocks(1998), who found that too
rigorous outsourcing has a negative effect on the capabilities of an organization to recognize IT value in
context of the business, or the ability to effectively build the relation and managing its outcomes. The pain
and cost of the selection, installation and transitioning in ITO are often underestimated and should be

expected to have a negative impact on the performance of the IT services (Lacity, Khan, & Willcocks, 2009).

Secondly, when organizations that consist of multiple divisions with very different strategies, or a diversity of

business units (e.g. a combination of production sites, tech-centers and sales offices) engage in service
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triads, alignment needs to be established and managed between each buyer-supplier-customer

combination. Meaning different business units could require individual operational alignment processes.

Follow-up sourcing Multiple Business Follow-up sourcing &
Units Multiple Business
Units
O—@®—C)

NN

Figure 9 - Service Delivery Triads - Modified version from van der Valk & van Weele, 2011)

When suppliers decide to deploy subcontracting parties, and engage in so-called “follow-up sourcing”,
additional challenges arise in maintaining internal alignment and preventing opportunistic behavior from
suppliers (Gottschalk & Solli-Saether, 2005). Figure 15Figure 9 illustrates how the complexity of the service
delivery triads increases when additional customers (business units) or suppliers from follow-up sourcing are
included. To mitigate this complexity and risks, more contractual control is put in place by increasing the
contract complexity, but cultural differences between countries and business units call for more flexibility
and responsiveness in contracts (Ribbers & Beulen, 2003). These discrepancies cause problems for the

development of interorganizational trust (Gottschalk & Solli-Saether, 2005).

2.2. THE DOMAIN OF IT OUTSOURCING

2.2.1. BACKGROUND ON IT OUTSOURCING

The domain of ITO has been studied in over a thousand publications in major international journals and is
considered the most common and mature form of BPO (Lacity & Willcocks, 2001). As a result of ITO
becoming the norm and the increased dependency on IT, the field of ITO has gained an accelerated interest
by scholars and practitioners. Ninety percent of ITO articles have been published in the past decade and
show interest has developed from focusing on the outsourcing decisions itself, to managing the buyer-

supplier relationships (Liang, Wang, Xue, & Cui, 2016).

Literature focusing on the outsourcing decision itself, typically uses Resource Based View (Wernerfelt, 1984)
or Transaction Cost Economics (Williamson, 1979) to provide explanations as to when and why organizations
should engage in ITO (Curry & Willcocks, 1998). These theories are based on the beliefs that companies

should focus on those activities that make it unique and should disinvest when complexity, risk and
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transaction costs increase. Lacity, Willcocks, & Khan (2011) provided a TCE based model that consolidates 73
determents of ITO success that they decoded from thirty-one major journals. This model, shown in Figure 10,

is considered as one of the most complete models on the field of ITO.

TRANSACTION ATTRIBUTES:
Uncertainty (-)
Critical Role of IS {-)
Transaction Costs(-)
Business Risk (-)

CLIENTFIRM CHARACTERISTICS:
Prior|S Department Performance (-)

DECISION CHARACTERISTICS:
Top Management Commitment/Support{ +)
Detailed Evaluation Process (+)

MOTIVATIONSTO
OUTSOURCE:

Cost Reduction (+)
Focus on Core Capabilities (+)
Access toSkills/Expertise (+)

Business Process
Improvements (+)
Technical Reasons (+)
Political Reasons (+)
Concern for Security (-)
Fear of Losing Contral (-)

ITO Decision

INFLUENCE SOURCES:
Mimetic(+)

While the sourcing decision remains seen as an important determent for ITO success and vice versa (Lacity,

CLIENTFIRM CAPABILITIES:
Supplier Management (+)
Contract Negotiation (+)

IS Technological and Methodological (+)
Cultural Distance Management (+)
ITO risk Management [+)

SUPPLIER FIRM CAPABILITIES:
IS Human Resource Management (+)
1S Technological and Methodological (+)
Domain Understanding (+)

ITOQutcomes

Figure 10 - Theoretical ITO Framework (Lacity et al., 2011)

CONTRACTUALGOVERNANCE:
Contract Detail (+)
Contract Size (+)
Contract Type (+)
Controls (+)

RELATIONAL GOVERNANCE:
Effective Knowledge Sharing (+)
Trust(+)
Communication (+)
Partnership View (+)
Prior Client/Supplier Working
Relationship (+)
Relationship Quality (+)
Cultural Distance (-)

Willcocks, & Khan, 2011), these theories do not provide useful explanations that help understand the

complexity of the buyer-supplier relationships required for ITO success. According to Gottschalk & Solli-

Saether (2005), ITO success is a complex and joint effort between buyer and supplier that strongly depends
on the effectiveness of the relationship, the availability of skills and the application of controls of which the

outcomes are embedded in organizational and cultural context.

This emphasis of the importance of the relational interaction is supported by Kern & Willcocks (2000) who
conclude that, unlike traditional transaction-based exchange, ITO success largely depends on the relational

interactions part of the exchange. In this so-called relational exchange, buyer and supplier rely heavily on the

status of their relationship, or their ‘relational contracts’ to govern the exchange process (Schurr, Oh, &

Dwyer, 1987).
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In a study on 741 ITO findings, Lacity, Willcocks, & Khan (2011) concluded that understanding the
relationships that arise in ITO are critical for understanding the dynamics of ITO success and should be
receiving more interest of scholars. Lacity, Willcocks, & Khan (2011) believe the relational interactions at the
heart of ITO success are unique and call for a theory of its own. In their attempt to define such a theory, they
position the importance of relational and contractual governance, as critical relationship effecting resources
and propose that organizations with mature governance capabilities are likely to deliver better ITO

outcomes than immature IT organizations (Lacity, Willcocks, & Khan, 2011).
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2.2.2. THE COMPLEXITY OF IT OUTSOURCING RELATIONSHIPS

Research dedicated to understanding the complexity of the buyer-supplier relationships, frequently uses
social management theories such as Social Exchange Theory (SET) and the relational view on the firm (Sing &
Dyer, 1998) to rationalize behavior in- and outcomes of- interorganizational exchange. In contradiction with
the RBV, Dyer & Singh (1998) use SET (DeLamater & Ward, 2013) to propose a ‘relational view on the firm’.
They argue that we should look at the interfirm’ s interactions as being the actual critical resources that build

competitive advantage and reduce transaction costs.

Recognizing the centrality of the relationship, researchers have studied relationship attributes that should
exist to ensure effective relational exchange in ITO. In doing so, they have adopted both the buyer’s
perspective as well as that of the supplier and objects of study have varied from the relationship effecting
capabilities and behavior of either party (Levina & Ross, 2003), to the outcomes of the relationship in the

form of trust and commitment (Feeny & Willcocks, 1998).

Research on relational exchange also focused on how these necessary relationship attributes develop over
time. The preponderance of research views the development of interorganizational exchange as a long-term,
evolutionary process driven by the relational interaction between partners over time. Kern & Willcocks
(2000) provided a model (Figure 11) that clearly illustrates the different types of interactions that take place
between actors at various levels of the relationship (from contractual to embedded) as well as the complex
behavioral aspects that develop as part of the interactions over time. The main types of variables
distinguished by the model (Kern & Willcocks, 2000) are the relationship focus or governance, the

interactions, behavior, time and the organizational or relational context.

A INTERACTIONS

Product / Service Exchange >

Ei jal Excl

-
- -

L ication / Information Exch
-

CONTEXT!
=Antecedent
Conditions
*Expectations
(Financial,
Business,
Technical, &
Political)
*Objectives

CONTRACTUAL

L.
-
*Ammmmwmzmm_}
Investments in Resources, Knowledge, & Tim
< Shared, Adapted, & Reinforced Vision 3
€ Social & Personal Bonds 3
BEHAVIOURAL

Commitment Co-operation Expectations Satisfaction
Conflict Dependency Power Trust

COMPANY A (Supplier)
COMPANY B (Client)

RELATIONSHIP FOCUS

EMBEDDEDNESS

-€

TIME

Figure 11 - Outsourcing Relationship model, Kern & Willcocks (2000)
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Trust and commitment are opted as the product of effective relational interaction(Schurr, Oh, & Dwyer,
1987) and are believed to be directly related to ITO success (Heiskanen, Newman, & Eklin, 2008). According
to Feeny & Willcocks (1998) the constructs of trust and commitment are closely interrelated, as trust is a
necessary condition for commitment and proven commitment perceives the development of the believe

that one is trustworthy.

2.2.3. BALANCING TRUST AND CONTROL

Among others, Poppo & Zenger (2002) found the application of trust and control, in managing the buyer-
supplier relationship, to be the main determents for the development of trust and commitment in ITO.
Balancing the application of control and trust is also referred to as governance. Governance can be seen as
the application of power. Power, according to Mintzberg (1983), is the capacity or capability to effect (or
affect) organizational outcomes, often referred to as control. This capability of an organization to effect
organizational outcomes is largely determined by the relational skills of either party in the relation as well as
the compatibility between the two in terms of culture (Mao, Lee, & Deng, 2008) or the strategic alighment
between partners (Ribbers & Beulen, 2003). Governance, or control, can be used to manage the input and

output of the interorganizational exchange, but also the behavior exhibited in the relationship.

In outsourcing theory, two main types of governance are distinguished; contractual and relational
governance. Contractual governance is about application of formal means such as contacts, structures and
processes to safeguard the interorganizational exchange from opportunistic behavior by suppliers, or so-
called agents (Poppo & Zenger, 2002). Output based control in contractual governance, involves measuring
the output of the agent’s actions, while behavior-based control, involves evaluating the process leading to
the desired outcomes and making sure the relational interaction is further developed to become even more
effective on the long-term. In addition, input based controls can be used to assure the availability the right

skills in either organization.

Relational governance is focused on the mechanisms of trust and commitment in the relationship.
Interorganizational exchanges in ITO are repeated exchanges that are embedded in social relationships.
According to Sing & Dyer (1998), relational governance emerges from the mutual values and agreed-upon
processes between parties. The results are social norms that minimize transaction costs as they promote

flexibility, solidarity and information exchange (Sing & Dyer, 1998).
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Flexibility facilitates the adaptation to the occurrence of unforeseeable events. Solidarity facilitates mutual
adjustment and joint action. Information sharing facilitates the adaptation to- and integration of- short term
and long-term goals and plans. Following the relational view, commitment to such norms results in mutuality

and cooperation characterizing the resultant behavior (Sing & Dyer, 1998).

According to Poppo & Zenger (2002) relational and contractual governance are no substitutes for each other,
but function complementary. They concluded that highly effective organizations combine formal and
informal safeguards, rather than focus on one or the other. A more recent study by Akkermans et al. (2018)
demonstrated how strong relational governance can help improve contractual commitment and thereby the

outcomes of the service performance.

These findings are also supported by Kern & Willcocks (2000) who conclude that in ITO is more complex then
classic service exchange in service dyads and can’t rely solely on contractual interaction, or trust, to be
sufficient. They add that the ability to balance relational and contractual governance, largely depends on the
capabilities of the buyer’s organization to manage the relationships. The application of control versus trust
largely draws on experiences. Drawing on the conclusions of Lacity, Khan, & Willcocks (2009), positive
experiences of ITO will have a reciprocal effect on trust and control in the buyer-supplier relationship, while
negative experience will result in more complex contracts and less relational success. The balancing of
control versus trust in the relationship will determine the level of ITO success (Lacity, Willcocks, & Khan,

2011). The ITO process requires continuous rebalancing these variables over time to remain successful.

Rebalancing should be seen as different from maintaining balance, as changes in balance actually keep the
relation alive and are the motor for organizational innovations. Benbya & McKelvey (2006) define this
process as being “continuous evolutionary, reconciling top down ‘rational designs’ with bottom-up

m”m

‘emergent processes’”. Although the continuous evolutionary nature of the relationship, an effective

relationship should be expected to mature over time and becoming more beneficial to either party.

2.2.4. DEVELOPMENT OF TRUST AND COMMITMENT

According to SET, actors in an exchange relationship will always act based on self-interest or independence
to maximize one’s benefits (DeLamater & Ward, 2013). Benefits or outcomes of a relationship are calculated
by subtracting its costs from the rewards it provides. Following the propositions of SET, there are two ways

to increase benefits; Reducing cost without affecting rewards or Increasing rewards without affecting cost.

Page | 28

RSM
C it
- ERAEMES

u 1 RSIT



The Effects of IT Outsourcing on IT Performance and Client Satisfactions | Emile van der Linden

When long-term outcomes are perceived as equal, suppliers are expected to choose alternatives providing
better immediate outcomes (DeLamater & Ward, 2013). When the long-term objectives of buyer and
supplier are well aligned, they will both be committed to the relationship and suppliers should be expected
to be wanting to reduce their immediate cost by improving their performance. Equally, when the
relationship lacks commitment, because the objectives of buyer and supplier are not aligned, the supplier
should be expected to be focused on its immediate rewards, by reducing cost without improving long-term
outcomes. Another proposition of SET is that the volume and duration of relational exchange between
parties increases the development of trust. It allows the creation of personal bonds, improves the quality of
communication and alignment of processes. As all parties in the triad develop stronger relationships and
improve the alignment of their processes and objectives the performance of the service triad as a whole

should be expected to improve.

A highly cited study by Zaheer, McEvily, & Perrone (1998) looks at trust in interorganizational relationships
as a concept that exists at various levels of the firm. They analyzed trust at two levels of analyses;
interorganizational- and interpersonal trust. Figure 12 illustrates these different focal points of the
interorganizational relationships. Using a sample of 107 buyer-supplier interfirm relationships, Zaheer,
McEvily, & Perrone (1998) concluded that interpersonal and interorganizational trust play different roles in
affecting performance of interorganizational exchange. They found a significant relation between
interorganizational trust and performance and while there was no significant relation between interpersonal

trust and performance, there was a significant relation between the two types of trust.

Supplier
Organization

Buyer
Organization

Interpersonal
Trust

S, - Primary Boundary Spanner B, - Primary Boundary Spanner
B, - Secondary Boundary Spanner

Figure 12 - Interorganizational and Interpersonal Trust, Zaheer, McEvily, & Perrone (1998)
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This effect was described by proposing interorganizational trust being the result of interpersonal trust. When
interorganizational trust develops over a period of time, interorganizational trust is believed to become

more prominent for the effectiveness of the relationship (Zaheer, McEvily, & Perrone, 1998).

This prominent effect of interorganizational trust on the relational interaction is also recognizable in the ITO
Maturity model provided by Gottschalk and Solli-Seether (2006). Their typology model identifies three stages
(or types) of the ITO relationship. This ITO maturity model, illustrated in Figure 13, provides a useful

framework to help understand the impact of outsourcing and how it is expected to develop over time.

A
Alliance
Resource Stage ’ SﬂkeEzoldels
Access to Resources )

Innovation
Strategic Resources
Core Competencies

Cost Stage | prives
Economic Benahts Skills and Capabilities

Transaction Costs

Contracts
Principal-Agent
Firm Boundaries

Years
>

Figure 13 - ITO Maturity Model, Gottschalk and Solli-Saether (2006)

The earliest stage or begin stage of the maturity model is the “Cost Stage”, where an organization’s main
motive for ITO is cost minimization. In this stage the risk for the winner curse (Kern, Willcocks, & van Heck,
2002) is most likely to occur, as contractual negotiation is used to achieve benefits of either party. When the
relation develops beyond this point and both parties start looking at each other as a useful resource, the
relation has reached its “Resource Stage”. In this stage, the supplier should be able to understand the
buyer’s business better and add to the performance of the organization. When the organizations further
integrate their resources and capabilities to the extent that they create competitive advantage they could

otherwise not have achieved, they are considered to have met the “Partnership Stage”.

The ITO maturity model (Gottschalk & Solli-Saether, 2006), illustrates maturity as a linear process on a firm
level. Zaheer et al. (1998) call for longitudinal and in-depth research to develop a better understanding of
the relation between the development of inter personal trust versus interorganizational trust. In addition,
they believe that understanding trust in cross-national settings deserves more attention, as cultural

differences may alter the development of trust and its impact on relational exchange.
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2.3. IT PERFORMANCE IN INTERORGANIZATIONAL EXCHANGE

2.3.1. DEFINING IT(O) SUCCESS

The effect of IT on business performance is generally believed to be indirect, but increasingly considered to
be a determent of economic performance of the firm (Luftman, Rigoni, Dorociak, & Kempaiah, 2008). Firms
with high levels of BIA are more successful then companies that are not (Schlosser, Weitzel, Wagner, &
Beimborn, 2010). The level of BIA in ITO is determined by the alignment and interaction between buyer,
supplier and clients. Business or IT performance is the combined outcome of the network of actors’ part of
the service triad. The total performance of client, buyer and supplier only equals the sum of the individual
performance when objectives are perfectly aligned. This makes measuring ITO success problematic and the

concept of BIA increasingly relevant (Hefley & Loesche, 2009).

Cullen, Seddon, & Willcocks (2008) argue, that success should also be seen in its context, making it important
to understand the organizational context before and after outsourcing. There main argument being that not
only the organizational context may change, but it may also impact the development of the relationship
after outsourcing (e.g. close relationships impacted by outsourcing may lead to resistance to the new
supplier). A buyer’s objectives and expectations of ITO, may change over the life of the contract, impacting
the satisfaction about the delivered services, even when the provides services have not changed. Moreover,
partners are not merely interested in the final outcome of the outsourcing arrangement (i.e., financial
benefits or achievement of objectives on time), but they desire satisfaction with the process (i.e., allowing
for flexibility with changing circumstances or that partners develop a mutually beneficial relationship).
Because organizations are increasing the breadth and depth of outsourcing, they do not want to be asked to
endure an unsatisfactory outsourcing process even if the agreed upon outcomes are achieved. Instead, their

evaluation of success includes the process as well as the outcomes (Schwarz, 2014).

Levina & Ross (2003) argue the importance of measuring performance both in terms of satisfaction as well as
more absolute metrics. According to Levina & Ross (2003) the perception of success might be inconsistent
with the achieved performance based on absolute metrics of performance. Understanding when this occurs
allows correction. Additionally, absolute metrics may affect the perception of ITO performance over time

(Han, Lee, Chun, & Seo, 2013).

Page | 31

RSM
C it
- ERAEMES

u 1 RSIT



The Effects of IT Outsourcing on IT Performance and Client Satisfactions | Emile van der Linden

Lacity and Willcocks (2001), in their research on ITO Success, look at success as being relative to an
organization’s or even personal goals. While goals may appear to be the same from a strategic point of view
(e.g. cost savings), success may be perceived very differently. In later research, Lacity, Willcocks, & Khan
(2011) identify a least six different stakeholders in a single firm, all having their own expectations of IT:
senior management, IT management, business unit management, IT staff, end users, in-house specialist.
Besides varying between different stakeholders, or business units within a firm, the perception of ITO
success is also believed to have a cultural (Ribbers & Beulen, 2003) and temporal dimension to it (Cullen,
Seddon, & Willcocks, 2008). Following Lacity and Willcocks (2001), client satisfaction is the best metric for
ITO success, as it accommodates for all these different expectations even when they change. Satisfaction
measures the coherence between an outsourcing-firm’s satisfaction with the ITO services provided by its
supplier (Lacity & Willcocks, 2001). Consistent with broader services literature, satisfaction is viewed as the
critical outcome measure to evaluate the quality the service delivery process. This thesis will follow this

rational by defining satisfaction as;

“...the extent to which client expectations are met or exceeded by a supplier of ITO services

(Lacity & Willcocks, 2001).”

2.3.2. THE RECIPROCAL EFFECT OF SATISFACTION

Perhaps the most interesting aspect of satisfaction in buyer-supplier relationships, is the perceived
reciprocal effect of satisfaction on its main determents (Han H.-S., Lee, Chun, & Seo, 2013). The reciprocity
principle, in relational interaction, is based on the pattern of mutual reinforcement of each other's actions in
the relationship (Benbya & McKelvey, 2006). The process begins when one participant makes a ‘move’ and
the other party reciprocates, initiating a new round of exchange. Once set in motion, each consequence
creates a self-reinforcing cycle. Han et al.(2013), in their study on the effect of satisfaction on the
development of trust and commitment in ITO relationships, gathered data demonstrating a strong reciprocal
effect of ITO performance on satisfaction about the relationship. They argue that as buyers become more
satisfied about outcomes of the ITO relationship, they develop more trust about the supplier. The improved
levels of trust are related to more commitment from both parties to the relationship, making the relational
interaction more successful on the long-term. These findings are supported by Benbya & McKelvey (2006),
who look at relational interaction as a coevolutionary mechanism that matures over time and heavily draws
on experiences to be successful. They add, that the degree to which people and cultures are sensitive for this

reciprocal effect varies.
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Satisfaction comes about naturally when the client’s expectations are being achieved. Expectations are
partially defined by the service level agreements put in place between buyer and supplier, but also rely on
the quality of the relational interaction itself. Satisfaction can be defined as a “positive effective state
resulting from the appraisal of all aspects of a firm’s working relationship with another firm” (Anderson &

Narus, 1990).

2.3.3. CLIENT SATISFACTION IN CULTURAL CONTEXT

Essential in both BIA and ITO is the concept of client’s satisfaction or the perceptions the quality of the
exchange process. Customer satisfaction is believed to be embedded in cultural context. Hofstede (1984)
defined culture as “The collective mental programming of the human mind which distinguishes one group of
people from another”. Cultural differences determine the interaction process itself, because of cultural
distance and differences, as well as the perception of equal results, or so called cultural differences in
appreciation (Hofstede, 1984). Ribbers & Beulen (2003) suggest that these cultural dimensions may be
associated with response bias when measuring BIA or IT(O) performance and could therefore help explain

some of the differences in client satisfaction across countries.

Client satisfaction is comprised of true score and error. True score is the client’s actual experience with IT.
The error aspect comprises all factors that influence client satisfaction, but are not related to the client’s
objective experience. Causes of error can be distinguished as random or systematic. Random error is caused
by factors not directly related to the delivery of the services, such as a client’s mood. Random errors are

assumed to cancel itself out in large enough random sample, for it is not consistent.

Systematic error, or response bias, influences client satisfaction in a consistent direction. Systematic error
can be the result of sampling error or measurement error but it can also be the result of cultural differences
between respondents. Culture determines to a large extend how people within or between cultures interact
and interaction with members of the same culture in turn reinforces culture (Hofstede, 1984). Certain
cultures are programmed to be less long-term oriented and will focus on immediate outcomes, while others
are programmed to be long-term oriented and are willing to invest more at the beginning of a relationship.
Similar, some cultures are more optimistic than others and look at a glass as being half full rather than half

empty.
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Hofstede (1984) has studied cultural differences between countries and categorized four dimensions that
help differentiating between generalized behavior across countries; Power Distance, Individualism,
Masculinity, and Uncertainty Avoidance. Each dimension is indexed on a scale of 1-120, that can be

subdivided into six levels as shown in Figure 14.

Figure 14 - Hofstede's (1984) Cultural Index Scale

Power Distance (PDI) expresses the attitude of a culture towards the fact that individuals are not equal in
society. High PDl indicates that less powerful members of organizations of the country accept or even expect
power to be distributed unequally. Low PDI countries will be more direct in their communication and feel

less restricted in expressing their opinion.

Individualism (IND) reflects the extent to which individuals in different cultures prioritize their personal
needs versus the needs of the collective whole. Countries with high IND are likely to respond less frequent to
satisfaction survey’s or be less concerned about improving the relationship if it is not in their own best
interest. Low IND countries may be expected to improve the relationships as they put more value in

harmony, conflict avoidance and conformity.

Masculinity (MAS) captures how a culture looks at the role of gender in society. Men are believed to be
assertive, tough and focused on material success, while women are believed to be more modest, tender and
concerned with the quality of life. Put differently, men are expected to be interested in being the best
(Masculine) and women are expected to be most interested in liking what you do (Feminine). MAS as a
cultural dimension refers to a preference for assertiveness and frankness in communication. People from
low MAS (high Femininity) countries tend to be consensus-driven and indirect in their communication. High

MAS will make people act more demanding and assertive in their communication.

Uncertainty Avoidance (UAI) reflects the extent to which people of a country are comfortable with
ambiguity. People from countries with high UAI have a relatively high need for clarity and structure. As a
result, they may be more demanding from a communication point of view to make sure their uncertainty is

addressed.

Understanding and accounting for the impact of these cultural differences on response bias allows a more

accurate picture of the ‘true’ score versus the error caused by systematic differences.
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3. THEORETICAL FRAMEWORK

3.1. PROBLEM DISCUSSION

Summarizing on the findings from literature, | derive three main justifications for this study. First, while the
development of the inter-organizational interaction is underlined in literature as the most important aspect
of the constructs of ITO and BIA, it has not been the focal point of any previous studies. As a result, little is

known about the development of the relational interaction itself, or how it is impacted by outsourcing.

Secondly, underlying the concept development, time and culture are continuously brought forward as
important factors in the emergence of effective inter-organizational interaction, yet rarely included in
studies on ITO. Partially, because of time constraints or the inability to collect the necessary data,
conclusions are often drawn based on retrospective cross-sectional analyses. | consider the lack of evidence
from longitudinal field research a gap in literature that does not do right to the complex nature of the

relational dynamics of ITO.

Third, | believe the relation between absolute performance and satisfaction is underexposed in ITO
literature. Most studies consulted in this literature review mention the importance of objective
measurement of performance, as opposed to merely measuring the subjective perception of success.
However, when ITO success is studied, it’s typically done in a subjective manor, often in the form of survey’s.
A better understanding of the relation between the objective and subjective performance could provide an

interesting addition to literature.

Finally, the unit of analyses in ITO literature, as well as studies on BIA, is typically conducted at the macro or
firm level. Meaning the conclusions about ITO success and BIA are based the strategic fit between buyer and
supplier and the aggregated outcomes of the two parties. There has been no research that | know of, with
the exception of a single case study performed by Heiskanen, Newman, & Eklin (2008), at the level of day-to-
day operations between the IT suppliers and individual business units. Narrowing the unit of analysis down
to the relational interaction between a single location and its supplier(micro-level), should contribute by

allowing a better understanding of the emerging nature of the relation.
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3.2. RESEARCH QUESTION

The objective of this study as introduced in the introduction section of this thesis is to develop a more in
depth understanding about how the concepts of ITO and BIA relate and affect the inter-organizational
service exchange over time. Based on the exploration of the constructs of BIA and ITO relationships
conducted in this thesis and to address the identified gaps during literature review, this thesis will meet the
objective by focusing on the relational interaction itself. Not merely the interaction between the two

constructs shall be studied, but also the combined effect in the form of IT performance.
The following main research question has been defined for this study:

How does IT Outsourcing impact the development of relational interaction between clients and IT

suppliers over time on a business unit level?

To assure the findings are translated to usable insights for practitioners a follow up question has been

defined;
How can these insights subsequently help organizations improve their IT Outsourcing performance?

Underlying these questions various sub questions are identified to breakdown the concepts in measurable

proportions;

e What are the effects of IT Outsourcing on Client Satisfaction and IT Performance on the short term?

e  What are the effects of IT Outsourcing on Client Satisfaction and IT Performance on the long term?

e How is the relationship between Client Satisfaction and IT performance effected by ITO?
e How does relational maturation effect the Client Satisfaction and IT performance in ITO?

o Are the effects of ITO on Client Satisfaction and IT performance related to cultural differences?
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3.3. THE RESEARCH MODEL AND HYPOTHESIS

The main reason this study was to further explore the hypothesis that ITO has a negative effect on BIA
(Derksen, 2013). Informed by the findings from literature review on the constructs of ITO, Business and IT
Alignment and IT Performance, the conceptual process model illustrated in Figure 15 was developed to

address the identified gaps brought forward in the problem discussion of this thesis.

The model illustrates how performance or appreciation of IT services it the result of the alignment of
Business and IT and how these interactions are subject to maturation of relationships and rooted in cultural
differences between actors. By incorporating the main relations between the constructs of ITO, Client
Satisfaction and IT Performance in the Inter-Organizational Service Exchange, alternative and additional
hypothesis have been phrased that will help to develop a better understanding of the impact of ITO on the
process of BIA on a micro level of the firm. The following sections will properly introduce the hypotheses

underlying the model.

Relational
Maturity

Satisfaction

Culture

IT Outsourcing

Absolute
Business & IT Performance

Alignment

Figure 15 — Conceptual model of the object of study
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3.3.1. THE RELATION BETWEEN IT OUTSOURCING AND BIA (H1)

The first and main hypothesis in this study is that ITO has a negative effect on the level of BIA. This
hypothesis was adopted from Derksen (2013) and is based on the propositions that derive from SET
(DeLamater & Ward, 2013) and agency theory (Gottschalk & Solli-Saether, 2005) that were explored in the
literature section of this thesis. While ITO brings improved capabilities at lower (anticipated) cost (Deloitte
Touche Tohmatsu, 2016), ITO is believed to come with loss of trust and implicit business knowledge and
commitment (Beulen, 2011). Implicit knowledge, commitment and trust are embedded in relationships that
have matured over time (Beulen, 2011). By renewing these relationships, the interorganizational and

personal trust build up in the previous relationships is lost (Zaheer, McEvily, & Perrone, 1998).

The process of Business and IT Alignment is the process of managing supply and demand and with it the
alignment between supplier’s performance and client’s expectations (Maes, 1999). Therefor BIA is believed
to be the main determent for IT performance itself. Well aligned Business and IT processes, or high levels of
BIA, should result in improved effectiveness of the relational interaction between client and supplier
(Derksen, 2013). Improved communication, mutual understanding and integration of processes will be
reflected in the absolute performance of the IT organization and the satisfaction about the services by the
client organization (Luftman, 2000). Therefore, client satisfaction and absolute IT performance are used as
proxies for the alignment between business and IT. The following hypothesis is used to test if this is still true

in outsourcing;

Hypothesis 1 - ITO has a negative effect on BIA on an operational level
Hypothesis 1A - ITO has a negative effect on Client Satisfaction
Hypothesis 1B - ITO has a negative effect on absolute IT Performance

3.3.2. THE MODERATING EFFECT OF RELATIONAL MATURITY

Objectives of client and supplier are often not aligned in the ‘cost- stage’ of outsourcing relationship
(Gottschalk & Solli-Saether, 2005), but as the relationships further matures and suppliers prove to be
trustworthy, exchanging parties should be expected to increase the alignment of each other’s objectives and
processes to reduce their immediate cost and improving their performance (DeLamater & Ward, 2013). By
improving the alignment of objectives and processes, the mutual understanding of each other improves and

implicit business knowledge is replenished over time.
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Subsequently, this improves the effectiveness of information sharing between parties and the perception of
the other as a skillful partner in meeting its objectives. As supplier and client become more experienced with
one another, new relations develop between exchange parties based on repeated (social)exchanges. These
exchanges result in the development of personal- and interorganizational- trust and provide a relational
contract that’s improves transactional efficiency between parties (Sing & Dyer, 1998). Eventually the
interorganizational trust becomes dominant (Zaheer, McEvily, & Perrone, 1998) and the ITO relationship
may develop to the ‘Partnership Stage’ and realize or exceed the effectiveness of the previous service

exchange relationships with inhouse IT.

Following the definition adopted from Derksen (2013), the process of BIA is an ongoing process of
optimization. Therefor it should be expected that as relationships develop, so should the BIA, regardless of
the IT service provider being internal or external to the client’s organization. To verify this moderating effect

of relational maturity on BIA, the following hypothesis are operationalized;

Hypothesis 2 - Relational maturity has a negative moderating effect on the impact of ITO on BIA

Hypothesis 2A - Relational maturity has a negative moderating effect on the impact of ITO

on Client Satisfaction

Hypothesis 2B - Relational maturity has a negative moderating effect on the impact of ITO

on absolute IT Performance

3.3.3. THE RELATION BETWEEN ABSOLUTE PERFORMANCE AND CLIENT SATISFACTION

Following Lacity and Willcocks (2001), client satisfaction is the best metric for IT(O) success, as it measures
the coherence between an outsourcing-firm’s satisfaction with the IT services provided by its supplier (Lacity
& Willcocks, 2001). Levina & Ross (2003) argue the importance of measuring performance both in terms of
satisfaction as well as more absolute metrics, because the perception of success might be inconsistent with
the achieved performance based on absolute metrics of performance. Understanding when this occurs
allows correction. Additionally, absolute metrics may affect the perception of ITO performance and have a
reciprocal effect (Han, Lee, Chun, & Seo, 2013). To test the relation between absolute performance and

client satisfaction the following hypothesis is incorporated;

Hypothesis 3A - Improved absolute performance results in improved satisfaction
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Following the principle of relational maturation (Sing & Dyer, 1998) and the hypothesized reciprocal effect of
absolute performance on client satisfaction (Han, Lee, Chun, & Seo, 2013), it may also be expected that the
relation between absolute performance and client satisfaction is also moderated by relational maturity. Put
differently, absolute performance and client satisfaction in exchange relationships should develop to be

more consistent with each other over time.

Hypothesis 3B - Relational maturity has a positively moderating effect on the relation

between client satisfaction and absolute performance

3.3.4. CULTURAL ASPECTS OF BUSINESS AND IT ALIGNMNET

The relation between absolute performance and client satisfaction is believed to be biased by cultural
differences (Derksen, 2013). On the other hand, these cultural differences may also be expected to
determine how the BIA is impacted by outsourcing and how (interorganizational) relationships develop over

time (Hofstede, 1984), but it is hard to predict how.

Drawing on Hofstede (1984), cultures with high MAS or IND may be expected to be more demanding from
the supplier and less understanding for the time it takes for the relationships to mature. This may result in
less satisfaction among clients. At the same time, they may be expected to be more assertive and open in
their communication, resulting in improved absolute performance by the supplier. Cultures with high UAI,
may be more stressed by the outsourcing decision then cultures that are more open to change and
uncertainty and show more impact on the BIA in the early stages of the relationship. On the other hand,
cultures with low IND, MAS or high UAI may be expected to develop better relationships as they put more
value in harmony, collectivity and sustainable processes to reduce risk. Based on these assumptions, the
relation between absolute performance and client satisfaction should be expected to show correlation with

the cultural profiles defined by Hofstede (1984).

To develop a better understanding of the effects of cultural differences on the relation between absolute
performance and client satisfaction, the effect of culture will be controlled for in the model, but no

prediction is done for its severity or direction. These effects will be tested using the following hypothesis;

Hypothesis 3C - Cultural factors have a moderating (?) effect on the relation between client

satisfaction and absolute performance
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4. RESEARCH DESIGN

This section will first elaborate on the considerations that were made to use the quasi-experimental
approach for this study, before introducing the setting for the quasi-experiment and the quasi-experimental

design itself. Finally, it will provide a detailed description of the measures used in the quasi-experiment.
4.1. QUASI-EXPERIMENTAL METHOD

Experimental design, at a minimum, involves using several treatment groups, which have received a unique
treatment before measuring and comparing its outcomes, to assess whether the different treatments
resulted in significant differences between groups. Experimental data can demonstrate causation in terms of
isolation (limiting/ controlling extraneous constructs), association (correlation, regressions, etc.) or temporal
precedence (cause preceding the effect). However, conducting a true experiment is not always an option.
Due to the limited sample size, artificiality of laboratory conditions and the problems of designing
appropriate real-world settings, the external validity and generalizability of laboratory experiments is
questionable when used in social studies (Verschuren & Doorewaard, 2010). Therefore, social studies
regularly use a quasi-experimental design to study complex real-world phenomenon’s. Unlike laboratory
experiments, quasi-experimental design is conducted in a real-world setting, examining the object of study in
its actual field settings. The main differences with a true experiment are that the quasi-experimental method

doesn’t use random assignment to groups or allow isolation and control as in a laboratory setting.

In this study a quasi-experimental method was chosen, because the in real-world conditions for interfirm
relational interaction cannot be built as part of a true experiment. In addition, causation and objective
longitudinal relational behavior can’t be assessed by means of cross-sectional survey’s or interviews.
Furthermore, this quasi-experiment will use a non-equivalent group design. A nonequivalent group design
(NEGD), is a between-subjects design in which participants are not randomly assigned to groups or
conditions. The strength of a NEGD in this study, is that it allows comparison of organizational units
subjected to different treatments in their natural context. This, in turn, increases the external validity and
generalizability of the research outcomes. The internal validity of a quasi-experiment is relatively low,
because it lacks random sampling and doesn’t allow controlling the contextual variables of the construct

over time.
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The quasi-experimental approach is a relatively valid method to show causal relation over time, but it
doesn’t easily allow explaining it due to the low internal validity. To improve on the internal validity of this
study, results will be reflected on by means of a follow-up Delphi study (panel of experts from buyer,
supplier and client parties in this study). The quasi-experiment allows identifying causal patterns and
zooming in on interesting cases based on their comparison as well differentiation. Discussing some of the
main findings from the experiment allows in-depth elaboration on the complexity of the object of study in its
natural context, without being constrained by rigid quantitative models and questionnaires (Voss, Tsikriktsis,
& Fronlich, 2002). The quasi-experimental findings allow a better understanding of the object as a whole and

how it has developed over time, before trying to understand why it has developed the way it did.

Whereas the downside of this approach may be that the researcher is biased by these findings, it may also
enhance the effectiveness of the interviews with experts, by asking the right or relevant questions and
allowing iterative analyses of the conclusions found from comparison (Voss, Tsikriktsis, & Fronlich, 2002).
This flexibility can bring more depth into the researched topic, proving it to be of more practical relevance
(Verschuren & Doorewaard, 2010). The combination of these quantitative and qualitative research methods
allows triangulation, which strongly improves validity when building theory (Voss, Tsikriktsis, & Fronlich,
2002). It also strongly improves the generalizability of the findings from retrospective quantitative analyses,
from the point of view that “...the explanation of quantitative findings and the construction of theory based

on those findings, will ultimately have to be based on qualitative understanding” (Meridith, 1998)“.

The combination of these quantitative and qualitative research methods creates triangulation of
conclusions, improving both internal and external validity of findings. Literature identifies five more guiding
principles to enhance the (internal)validity of a quasi-experiment (Verschuren & Doorewaard, 2010). These

principles have been operationalized in this study as described next.

By Design and Argument. The quasi-experiment design itself should be dedicated to ruling out alternative
explanations for its findings. This can be done by adding treatment groups, control groups, pre- and post-
measurement, or including covariates as part of the statistical analysis. Providing the right argumentation to
rule out potential threats to validity. Although this is, on its own, a relatively weak approach, it is also very
straight forward and necessary condition for validity. Posteriori arguments will in most cases be considered

more valid then priori arguments.
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This quasi experimental design will use pre-, peri- and post measurement of treatment and control groups as
observed in retrospect from multiple business units. It uses posteriori arguments to reflect on the
hypothesis. Every combination of business unit and treatment group in effect represents an experiment to

improve generalizability.

By Measurement or Observation. Secure measurement and strong observation may help rule out threats
for validity such as alternative explanation for the causal relationship. By actively exploring indirect effects of
overlooked factors threat can be significantly reduced. For example, using hierarchical regression or
covariables allows neutralizing other effects before looking at the main effects of a model. This quasi
experiment will include various control variables in its analyses to account for differences between groups

and within groups over time.

By Analysis. Alternative explanations can also be ruled out using statistical analysis. For example, by
conducting a two-way ANOVA to perform between group analyses to further improve validity. Another
strong aspect of the ANOVA relevant to quasi-experimental design is that it analyses the variances within
and between groups rather than group-means like standard T-tests do. This allows better comparison of

nonequivalent groups. In addition, ANCOVA is used to analyze the effect of control variables.
4.2. FIRM INTRODUCTION AND CONTEXT

The setting for this study is provided by data collected from a single firm. The studied firm is a large
multinational pharmaceutical company that has gone through the effort of outsourcing two years ago. The
firm employs over 90.000 full time employees in more than 100 countries, with one or more business units
per country. The firm has outsourced a significant portion of their IT services to both off-shore and on-shore
partners. Some services have been outsourced to the same partner for over three years, while their most
recent and largest partnership was initiated in 2016 and effected IT services that had been managed in
house until that time. This reorganization involved outsourcing desktop services as well as the first line of
contact between the client and service supplier, also known as the ‘Global Service Desk (GSD)’. The GSD is
responsible for providing desktop services, first line support and/or assigning service request to the right

internal or external IT service provider for resolution.
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In addition, much of the local or site IT was centralized to fit the new organization. Due to these
reorganizations, it may be expected that the impact of outsourcing is noticeable for all users, even though it
doesn’t involve all services. It is unlikely however, that retained relationships between clients and IT service

providers are equally impacted by the event, then these relationships that are reset by the event.

The global setting and diversity of operations of the firm (offices, plants, distributions center’s) in
combination with the intra and interorganizational relationships between BU’s and IT service providers, at
different stages of their maturity, provides an interesting and valid population for this study, that allows

analyses of samples based on comparison as well differentiation.

This study utilizes the fact that the selected firm has implemented ITIL incident management processes over
four years ago. As a result, it has record of the interaction of business units and IT suppliers (both inhouse
and outsourced), stretching back from well before outsourcing and continuing up until today. Not only have
they got record of the transactional data related to these interactions, but they have also collected client
satisfaction surveys that were issued with the pending closure of every individual interaction. A brief

description of these two data sources is provided below:

Service Tickets - Records of interaction between a person (client) from a certain business unit and the
IT organization (supplier), allowing to categorize and calculate absolute measures of
performance.

Surveys - Records of client satisfaction surveys that are send for every ticket that gets
resolved (four 4-scale questions, a Boolean and a comment field). Appendix | -

provides an example of the survey

For every ticket a survey is send to the submitter of the ticket (client), capturing the appreciation of the
supplier’s performance in relation to the specific ticket or interaction. This longitudinal field data provides as

the main source of data for this quasi-experiment and will be studied in retrospect.
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4.3. QUASI-EXPERIMENT DESIGN

This section will elaborate on the quasi experimental design itself, by describing its main concepts and

outlines the context for its operationalization.

To test the main hypothesis for this thesis, this quasi-experiment will study the immediate and long-term
effects of ITO on BIA in the selected firm. More precise, the effects of outsourcing IT services on the IT
effectiveness and client satisfaction on a BU level. These effects will be studied by observing the
effectiveness and satisfaction resulting from the intra- and interorganizational interaction at various stages

(pre-, peri- and post the event of outsourcing).

The focal point for this study is the relational interaction between clients and IT suppliers (both external and
internal) on a business unit level. Every BU maintains intra- and interorganizational relationships with IT
service providers through the interpersonal interaction of client and supplier. These interactions will be
studied in retrospect of the past three years to examine how these intra- and interorganizational
relationships have been impacted by the event of outsourcing and how they differ from one another over

time. To do so, two nonequivalent groups are identified within each BU;

Control Group | IT services that were performed by the same IT suppliers (both external and internal)

(Group 0) | throughout the quasi-experiment. These preexisting and ongoing relationships
between clients and IT suppliers (both external and internal) provide for the control
group of the quasi-experiment.

Treatment Group | IT services that were previously performed by inhouse IT, but were outsourced to
(Group 1) | external IT suppliers during the quasi experiment. The related intra-organizational

relationships have been replaced by interorganizational relationships. This

transitioning is operationalized as the experimental treatment condition.

The Non-Equivalent Groups Design (NEGD) used in this study is the most commonly used design in quasi-
experimental studies and is structured like a pretest-posttest randomized experiments, except for the fact
that it lacks random assignment. It uses intact groups (that are believed to be similar) as treatment and

control groups. In this case, BU’s provide for the nonequivalent groups (NEG’s).
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Both treatment and control group are studied on a BU level, analyzing observations from before-, during-
and after IT outsourcing, to measure the d