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Abstract

Outsourcing of Information Systems (IS) is today a commonly accepted and growing practice that is
continually evolving. As the IS outsourcing market has matured, IS outsourcing is perceived as one
way to increase business operations. Despite, few firms report success. The critical role of an
effective client—IS supplier relationship has been argued as a precondition to reach a successful
outcome of IS outsourcing. Even though the importance of the IS outsourcing relationship has been
highlighted by both practitioners and researchers, paradoxically few studies have applied the
relationship as the unit of analysis. This research study contributes to the identified knowledge gap by
studying the success of the post-contract stage of the IS outsourcing process from a relationship
perspective. The purpose of the paper is to identify dimensions for describing and explaining the
successful outcome of the IS outsourcing process.

As the combination of several theories increases the possibility to obtain a better understanding of
the dimensions by which the IS outsourcing process evolves, the success of the IS outsourcing
process is studied with an emphasis on three different domains of knowledge: the IS life cycle model,
the interaction approach and the framework of the IS outsourcing relationship. Through the
application of several theories, a more compelling description of what contributes to the successful
outcome of the IS outsourcing process is reached. Furthermore, the application of several theories
entailed the possibility to compensate for weaknesses of one theory through the strengths of another
theory.

Through the review of three different theoretical fields dimensions have been identified for
describing and explaining the successful outcome of the IS outsourcing process. The dimensions
identified are the activity-related dimension, the atmosphere dimension, the contract dimension, the
efficiency outcome dimension, the environment dimension, the interaction dimension, the
management dimension and the structure dimension.

Besides the contributed dimensions, a modified version of the interaction approach is proposed. The
modified version is adjusted to the IS outsourcing relationship and includes, besides its original parts,
a time-line, additional dimensions and the specification of the involved firms as composed of three
different interacting areas.

Keywords: IS outsourcing process, IS outsourcing relationship, relationship perspective, literature
review
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Introduction

Outsourcing of Information Systems (IS) is today a commonly accepted and growing practice that is
continually evolving (Hirschheim, 2006). The desire to reduce costs is often an initial driver for IS
outsourcing, but during the IS outsourcing process increased quality and shorter development times
are perceived as important (Davis et al., 2006). As the IS outsourcing market has matured, IS
outsourcing has become perceived as one way to improve business operations. Despite, few firms
report IS outsourcing success (Han, Lee, & Seo, 2008). An explanatory reason could be the
heterogeneous nature of IS, meaning that the IS influences, in some way, almost all of a firm’s
business processes (Dibbern et al., 2004).

The critical role of an effective client—IS supplier relationship has been argued as a precondition to
reach successful outcomes of IS outsourcing (e.g. Lacity & Willcocks, 2000; Pei, Zhen-Xiang, &
Chun-Ping, 2007). Additionally, empirical studies on IS outsourcing demonstrate practitioners’
acknowledgement of the importance of the relationship (Kern & Willcocks, 2002). Despite the
importance of the IS outsourcing relationship, highlighted by both practitioners and researchers,
paradoxically few studies on IS outsourcing have focused the relationship as the unit of analysis
(Kern & Willcocks, 2001). Furthermore, several literature reviews indicate the lack of research
conducted on the IS outsourcing relationship (Klepper, 1995; Kern, 1997; Kern & Willcocks, 2001;
Gurung & Prater, 2000).

This research study contributes to the identified knowledge gap by studying the IS outsourcing
process from a relationship perspective. Relationship perspective is in the paper referring to the
client firm and the IS supplier firm and the key actors working in these both firms (cf. Lacity &
Willcocks, 2000). To exemplify, key actors involve senior business managers, senior I'T managers and
IT staff. Earlier research reports the significance of the relationship perspective when studying the IS
outsourcing process, and in particular when studying the successfulness of this process (Lacity &
Willcocks, 2000; Koh, Ang, & Straub, 2004). Furthermore, the IS outsourcing process, and in
particular what contributes to its successfulness, has been given scant attention and is therefore a
justified phenomenon to study (Cullen, Seddon, & Willcocks, 2005a).

The IS outsourcing process is constituted of different phases (Lacity & Willcocks, 2000). Specific
activities, key actors and expected outcomes characterize each phase. This research study is delimited
to only include the stage of the IS outsourcing process referred to as the post-contract stage (Lacity
& Willcocks, 2000). The post-contract stage is sometimes also referred to as the implementation
stage of the IS outsourcing process (Pei, Zhen-Xiang, & Chun-Ping, 2007). The post-contract stage
of the IS outsourcing process is focused in this research study since it is during this stage the IS
outsourcing relationship evolves and takes shape (Willcocks & Kern, 1998). Since the IS outsourcing
process will be studied from a relationship perspective the focus on the post-contract stage seems
reasonable. Although the focus on the post-contract stage, the process will be referred to as the IS
outsourcing process in the paper.

Purpose and outline of the paper

This research study contributes to the explanation of the successful outcome of the post-contract
stage of the IS outsourcing process by using a relationship perspective. The research follows the
conclusion provided by Klepper (1995), who found that IS outsourcing advantageously should be
studied through a combination of theoretical fields. The combination of several theories increases the
possibility to obtain a better understanding of the dimensions by which the IS outsourcing process
evolves. The successful outcome of the IS outsourcing process is therefore studied with an emphasis
on three different theoretical fields: Information Systems, industrial marketing and IS outsourcing.
The domains of knowledge are in particular the IS life cycle model (Andersen, 1994), the interaction



approach (Hakansson, 1982) and the comprehensive framework of the IS outsourcing relationship
(Kern & Willcocks, 2001).

As a result of emphasising the IS outsourcing process the outsourced activities of interest are IS
activities, such as for example systems analysis and systems design, construction and implementation.
Consequently, it becomes important to incorporate theories of the IS life cycle for the purpose of
studying IS outsourcing processes. The result of an introductory review of possible relationship
theories for studying the IS outsourcing relationship is the decision to apply the interaction approach.
The motivation for including the theoretical field of industrial marketing for studying the client—IS
supplier relationship is the absence of relationship theories within the field of IS (e.g. Kern, 1999).
Theories of IS work, that is development and maintenance of IS (Nilsson, 1995), are above all
emphasising the actor perspective. The interaction approach is described as a flexible and general
approach for studying interorganisational relationships (Kern & Willcocks, 2002). Furthermore, the
interaction approach emphasises both the organisational and individual level for describing and
explaining the exchanges between involved key actors, which has been found valuable when studying
the IS outsourcing relationship (Kern & Willcocks, 2001). To ensure that the research is accum-
ulative, prior research on IS outsourcing is moreover included in the research study. The primary
reason for including prior IS outsourcing research concerns the identification of determinants for
reaching a high degree of IS outsourcing success. In turn the identification of determinants of
success contributes to the understanding of the successful outcome of the IS outsourcing process.

Through the application of several theories, a more compelling description of what contributes to the
successful outcome of the post-contract stage of the IS outsourcing process can be reached (Kern,
1999). The purpose of the paper is to identify dimensions for describing and explaining the successful outcome of the 1S

Oﬂtyaﬁm'ng process.

This first section of the paper introduced the research study and the purpose of the paper. The next
section will provide a presentation of key terms used and definitions. Thereafter the methodology
and the research process are discussed, followed by a more throughout presentation of the IS
outsourcing relationship perspective used in the paper. The three different knowledge domains,
derived from different theoretical fields, are presented with an emphasis on dimensions for de-
scribing and explaining the successful outcome of the IS outsourcing process. The identified
dimensions are thereafter summarized and presented. A modified version of the interaction
approach, adjusted to the IS outsourcing relationship, is proposed as part of the contributions of the
paper. Finally, reflections on future research are provided.

Key terms and IS outsourcing relationship perspective

This section gives an overview of key terms and their definitions used in the paper. The terms
presented are IS owtsourcing process, 1S outsourcing relationship and successful outcome. The 1S outsourcing
relationship perspective applied in this research study is also presented and discussed in this section.

IS outsourcing process

The phenomenon of interest in the paper is the IS outsourcing process. The term emanates from the
term IS outsourcing and consequently both IS outsourcing and IS outsourcing process are presented
with a definition below.

IS outsourcing is mainly used as a generic term, that is the term does not specify where the IS
supplier is graphically located in relation to the client (e.g. Gonzales, Gasco, & Llopis, 2006a). The
definition of IS outsourcing used in the paper is (Bergkvist & Fredriksson, 2008): IS oufsourcing is a
Joint decision to sign a contract which stipulates that the 1S supplier should perform 1S activities for the client over an
agreed time period, irrespective of where the 1S supplier is located.



A process is a structured, measured set of activities designed to produce a specified output
(Mirtensson & Steneskog, 1996). From a business view, the process represents how a firm does its
work: “the set of activities it pursues to accomplish a particular objective for a particular customer,
either internal or external” (Davenport, 2005, p. 102).

Drawing on the definition of a process given by Davenport (2005), the IS outsourcing process is in
this paper defined as: The set of IS activities to be performed to reach a particular outcome for both the client and
the IS supplier.

1S outsourcing relationship

The definition of IS outsourcing makes it clear that IS outsourcing is realized through an
interorganisational relationship. This since the relationship includes at least two separate and distinct
firms: the client and the IS supplier. According to Hdkansson and Snehota (1997) it is difficult to
define what really constitutes a relationship. They provide however a definition of the relationship
viewed as a “mutually oriented interaction between two reciprocally committed parties” (Hdkansson
& Snehota, 1997, p. 25).

Goles and Chin (2005, p. 49) provide a descriptive definition of the IS outsourcing relationship that
highlight the contractual agreement and the interdependence between the client and the IS supplier:
“An ongoing, long-term linkage between an outsourcing vendor and customer arising from a
contractual agreement to provide one or more comprehensive IS activities, processes, or services
with the understanding that the benefits attained by each firm are at least in part dependent on the
other.”

Drawing on the definitions provided by Hakansson and Snehota (1997) and Goles and Chin (2005)
the IS outsourcing relationship is in the paper defined as: An ongoing commitment between a client and an
1S supplier, building upon a contractual agreement, with the aim to establish exchanges of 1S activities, which will
benefit both the client and the LS supplier through mutually dependent interactions.

Successtul outcome

The successful outcome of the IS outsourcing process is in this research paper studied from a
relationship perspective. The client—IS supplier relationship is preferable a cooperative relationship
involving different areas of the firms, such as the IT department and different business groups. A
cooperative relationship increases mutual understanding of business goals and facilitates information
sharing (Han, Lee, & Seo, 2008). Consequently, the definition of the term successful outcome has to
regard key actors working at different areas in the firm. The importance of involving different key
actors is a result of that key actors may regard the successful outcome differently dependent on their
daily work activities and when during the IS outsourcing process they are asked (cf. Markus et al.,
2000). Lee and Kim (1999) developed an indicator of IS outsourcing success based on participants’
perceptions of whether the outcome of their IS outsourcing decisions met their expectations.

From the description above the following dimensions describe how the term successful outcome is
assessed in this research study:

= key actors’ degree of satisfaction with the performance of the IS outsourcing process

" to what degree key actors’ expectations of the quality of the outsourced IS activity are met

= key actors’ degree of satisfaction with the IS outsourcing relationship

® to what degree key actors’ expectations of business performance improvement are met

These dimensions are broad ranging but found as sufficient for guiding the identification of
dimensions for describing and explaining the successful outcome of the IS outsourcing process.



IS outsourcing relationship perspective

During the performance of the IS outsourcing process different key actors are involved. The key
actors are part of the client and the IS supplier firms, which in the paper are represented by three
different areas: strategic area, process area and IS area (see Figure 1) (Osterle, 1995). Firms that
continually focus and improve the interactions between these three areas establish a bound, which
may result in the acquiring of distinctive and competitive competence (Nilsson, 2001). The
importance of including different business areas is particulatly due to that IS activities are intertwined
in more or less all of a firm’s business processes (Feeny & Willcocks, 1998; Dibbern et al., 2004).
Furthermore, through interactions that involve key actors from the three areas the expectation is to
reach mutual understanding about IS outsourcing (cf. Kwon & Zmud, 1987).

Through the discussion above, it becomes motivated to view the firm as constituted of three
different areas, as illustrated in Figure 1, when studying the client firm and the IS supplier firm and
their interactions. The two-way arrows in Figure 1 illustrate possible intra-firm and inter-firm

interactions in the client—IS supplier relationship.

IS supplier Client
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Focus: corporate ‘ _ Focus: corporate
strategy and strategic & 'd strategy and strategic
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and information and information
systems development systems development

Figure 1: Firm areas and key actors’ possible interactions (adaptation of Osterle, 1995, p. 30; Tolis &
Nilsson, 1996, p. 4)

The strategic area of the firm concerns the firm’s position in the market and its key decisions (Ostetle,
1995). The corporate strategy and strategic development focus the firm’s relations with different
actors, such as for example customers, clients, suppliers and business partners, in the market
environment. The aim with strategic development is to focus on corporate strategies to improve the
relations (Henderson & Venkatraman, 1992; Tolis & Nilsson, 1996). The process area concerns the
implementation of the corporate strategy by specifying the firm structure and deriving outputs, flows,
computer support and management tools (Osterle, 1995). The business strategy and process
development is about designing new and better workflow between different business processes in the
firm. The goal is to achieve more firm-specific comparative advantages and efficient business
processes (Henderson & Venkatraman, 1992). The Information Systems area concerns the
implementation of the process design. This is partly conducted by delivering guidelines with



emphasis on information, data and IS (Osterle, 1995). The IS/IT strategy and Information Systems
Development (ISD) focus on efficient allocation of resources and enablers to achieve professional
business processes.

The IS outsourcing relationship perspective in this research study can be summarized as including:
* the client firm and the IS supplier firm
*  key actors working at the strategic, process and IS area of the client firm and the IS supplier
firm
*  possible intra-firm and inter-firm interactions between the key actors

Methodology and research process

The realization of this research study builds upon a literature review study of prior research. The
literature review creates a firm foundation for advancing knowledge within the area of IS outsourcing
and uncovers the knowledge gap where research is needed. Literature reviews are primarily intended
for researchers within a particular field but may also be of interest for practitioners and researchers in
other fields (Chen & Hirschheim, 2004). It has been argued that literature reviews should be
concentrating on a specific topic rather than on a small sample of journals, specific research
methods, geographic regions or researchers (Webster & Watson, 2002). The literature review in this
paper follows this recommendation and has been guided by the parameters describing the research
study rather than focusing on a sample of journals (see Figure 2).

Phenomenon studied: The IS outsourcing process
Theoretical fields: Information Systems Industrial marketing IS outsourcing
Level of analysis: The client firm and its key actors ~ The IS supplier firm and its key actors
Unit of analysis: The client-IS supplier relationship
Dependent variable: Successful outcome from a relationship perspective

Dimensions for describing and explaining the successful outcome

Independent variable: of the IS outsourcing process

Figure 2: Research parameters of guidance of the literature review

Motivation of the use of the theoretical field of IS

The 1S in IS outsourcing entails that the outsourced activities of interest are IS activities. IS activities
concern activities belonging to the phases of the IS life cycle model (Andersen, 1994; the authot's
translation): change analysis, business and systems analysis, systems design, construction,
implementation, operation and maintenance management. As a result of the delimitation to IS
outsourcing it becomes important to incorporate IS theories to identify dimensions for describing
and explaining the successful outcome of the IS outsourcing process.

Motivation of the use of the theoretical field of industrial marketing

Several theories have been used to study IS outsourcing and some of the more popular ones are
transaction cost theory (TC theory) (e.g. Cheon, Grover, & Teng, 1995; Dibbern, 2004), agency
theory (e.g. Cheon, Grover, & Teng, 1995) and resource-based theory (e.g. Grover, Cheon, & Teng,
1994; Goles, 2006). The theories include both strengths and weaknesses for describing and
explaining the successful outcome of the IS outsourcing process. However from the client—IS
supplier relationship perspective, they are perceived as too weak to constitute the theoretical frame.
The TC theory uses the firm and the exchange of transactions as the units of analysis, whereas this



research focuses the interorganisational relationship between the client and the IS supplier. The TC
theory has furthermore been well used in IS outsourcing research to explain the decision of IS
outsourcing, which also is the case of agency theory and resource-based theory. Since this research
study builds upon the desire to contribute to the knowledge gap in IS outsourcing research, that is
the use of the relationship perspective to study the successful outcome of the IS outsourcing process,
other theories have been found more applicable. Theories, such as relationship exchange theory
(RET) and psychological contract theory, which are using the relationship as the unit of analysis,
provide more valuable insight for studying the IS outsourcing relationship (Koh, Ang, & Straub,
2004; Goles & Chin, 2005). Moreover, industrial marketing theories focus, in primary, the
interorganisational relationship (Dwyer, Schurr, & Oh, 1987). To exemplify, the interaction approach
includes several contributions for describing the IS outsourcing relationship (Kern & Willcocks,
2002). The strength of RET is its focus on the interorganisational relationship and the exchanges that
constitute this relationship. One of its weaknesses is that the theory does not highlight the
environment or the context in which the relationship takes place. The environment, embracing both
internal firm characteristics and external market characteristics, has been shown important to be able
to describe and explain the successful outcome of the IS outsourcing relationship (Kern & Willcocks,
2001). Psychological contract theory emphasises the individuals® beliefs, expectations and mutual
obligations in contractual relationships (Koh, Ang, & Straub, 2004). The theory has been questioned
according to its suitability to describe and explain IS outsourcing. The underlying motive is that
psychological contract theory uses the level of individuals as analysis, whereas IS outsourcing is an
organisational level phenomenon (Koh, Ang, & Straub, 2004). My belief is that both organisational
and individual dimensions need to be regarded to increase the understanding of what influences the
successful outcome of the IS outsourcing process.

The result of the review of possible theories for describing and explaining the IS outsourcing re-
lationship is the decision to apply the interaction approach. The interaction approach is a rather
flexible and general approach for studying interorganisational relationships (Kern & Willcocks, 2002).
With flexible is meant that it incorporates several conditions for describing and explaining
interorganisational relationships. Furthermore, the interaction approach emphasises both the
organisational and individual level for describing and explaining the exchanges between involved key
actors, which has been found valuable when studying IS outsourcing relationships (Kern &
Willcocks, 2001). When comparing the general description of the interaction approach with the
definition of the IS outsourcing relationship used in this paper, similarities are found. Both the
interaction approach and the definition used highlight the linkage between the involved key actors
through an agreement that primarily concerns the exchange of, for example, products, activities or
services. The agreement is, from an IS outsourcing point of view, described as a contractual
agreement, whereas industrial relationship theories use the term commitment to describe the linkage
between the involved parties (Dwyer, Schurr, & Oh, 1987). When complementary goals exist, the
more anxious the key actors are to invest in the relationship, which in turn leads to a higher degree of
commitment (Dwyer, Schurr, & Oh, 1987; Lacity & Willcocks, 2000). The interaction approach is
found to provide valuable contributions for incorporating the relationship perspective in the
description and explanation of the successful outcome of the IS outsourcing process.

Motivation of the use of the theoretical field of IS outsourcing

To make sure that the research is accumulative, a review of prior research focusing the success of IS
outsourcing from a relationship perspective has been conducted. The review has emphasised the
identification of dimensions for describing and explaining the successful outcome of the IS out-
sourcing process. The reason for this is twofold. Firstly, prior research on IS outsourcing contributes
with findings concerning the performance of the IS outsourcing process and determinants for its
success. Secondly, by reviewing empirical case study research on IS outsourcing, secondary empirical
data is regarded in the paper. This is perceived as valuable since the research study do not contribute
with any empirical data of its own.



The performance of the Iliterature review study

The theoretical data sources used to capture literature are scientific publications, digital libraries,
articles, popular science articles, books and doctoral dissertations. The digital libraries used were
chosen according to carlier user experiences and in relation to IS and interorganisational relation-
ships. The digital libraries selected are Inspec, Science Direct, Business Source Premier, Emerald and
Libris.

The literature review study has focused the purpose of the paper and in particular the dependent
variable: successful outcome from a relationship perspective.

The selection of theoretical data within the theoretical field of 1S

To identify dimensions for describing and explaining the successful outcome of the IS outsourcing
process I have chosen to delimit the IS literature regarded in the paper. The IS literature included
concerns models and methodologies of the IS life cycle. This is a natural choice since the paper is
delimited to only include outsourcing of IS activities. A preliminary selection was done by using the
digital library Libris, however the literature included is also a result of recommendations from
research colleagues. The literature chosen is well used in different contexts, such as academic
programs, and is written by prominent persons within the IS discipline (cf. e.g. Gonzales, Gasco, &
Llopis, 2006b).

The selection of theoretical data for describing the interorganisational relationship

Interorganisational relationship theories have primarily been collected from the research conducted
by the Industrial Marketing and Purchasing (IMP) Group. The research publication edited by
Hakansson (1982), which develops and presents the interaction approach, has been used as the
scientific base for describing the interorganisational relationship. Furthermore, scientific articles have
been collected from www.impgroup.org and the IMP journal (www.impjournal.org). The collection
of articles was conducted through a search process that included search commands such as IS
outsourcing, relationships, interaction approach, dyadic relationships, interorganisational
relationships and successful relationships. Furthermore, articles relevant to the purpose of the paper
were identified by reviewing references in the captured articles.

The selection of theoretical data for describing Information Systems outsourcing

Literature on IS outsourcing and IS outsourcing relationship frameworks have been collected
through digital library searches, but also through recommendations from colleagues and by reviewing
references in articles. The emphasis on frameworks is a result of their ability to communicate
research contributions comprehensively and sometimes also graphically.

Firstly, an exploratory search was conducted to discern the patterns of publications on IS
outsourcing frameworks. This search revealed that one of the first IS outsourcing decisions was
made in the beginning of 1960 (Gonzales, Gasco, & Llopis, 2005). This resulted in that the searches
conducted by the use of digital libraries were limited to show scientific work published between 1960
(when applicable, for example searches in Inspec are restricted to searches from 1969 until present)
and 2007. The review unfolded that most literature on IS outsourcing has been published after the
Kodak decision, that is after 1989, which probably is a consequence of that the decision has been
regarded as the wake-up call for IS outsourcing.

The searches were inspired by the search conducted by Loh and Venkatraman (1992) and the
following search commands were used:



outsourcing AND (information OR systems OR development) AND xxx within (wn)
Subject/Title/ Abstract

where 1 respectively used activity/activities, cooperation, dimension(s), framework(s), process,
relationship(s), relationship perspective, success, successful, successful relationships for xxx.

To exemplify, the search on outsourcing AND (information OR systems OR development)
AND relationship resulted in 239 and 57 hits in Inspec and Science Direct respectively, out of
which 231 hits were journal articles. When going through the literature it was found that some
articles did not fit into the purpose of the paper. Of the remaining literature, the majority of hits were
reviewed.

The research process of the paper is summarized in Figure 3. The three boxes in the left of Figure 3
represent the three theoretical fields included in the literature review study for the identification of
dimensions. Each literature review has contributed with proposed dimensions for describing and
explaining the successful outcome of the IS outsourcing process. The proposed dimensions have
been reviewed according to their identified overlaps. As a result of reducing the identified ovetlaps,
dimensions are presented for describing and explaining the successful outcome of the IS outsourcing
process from a relationship perspective. These dimensions are part of the theoretical contributions of
the research study.
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Presentation of the theoretical frame and proposed dimensions

The presentation of the reviewed literature will focus the three theoretical fields and the domains of
knowledge interpreted as providing valuable dimensions for describing and explaining the successful
outcome of the IS outsourcing process. The dimensions presented are referred to as proposed
dimensions and will in the next section of the paper be compared, resulting in the presentation of
identified dimensions for describing and explaining the successful outcome of the IS outsourcing
process.

The 1S life cycle model

The theoretical field of IS is in the paper represented through the IS life cycle model (Andersen,
1994). The reason for choosing the life cycle model is that it is found to be a generic model that
incorporates several steps to be addressed to reach a high degree of IS use. Furthermore, the choice
of the IS life cycle model builds upon a review of several models and methodologies of the IS life
cycle, such as the ISAC model, the RUP methodology and prototyping. The models and
methodologies have been reviewed according to their appropriateness for describing and explaining
the successful outcome of the IS outsourcing process.

Andersen (1994) provides the IS life cycle model which consists of phases/areas of problems (see
Figure 4). The phases of Business and systems analysis, Systems design, Construction and
Implementation constitute ISD.

Business and systems analysis Systems design
Operation &
Construct Phasing out
management

Change
Analysis = Design of
esign of
Business Systems tocnonal | adiustment or
analysis analysis s «eclhr‘ucal
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Figure 4: The main parts of the IS life cycle model (adaptation of Andersen, 1994, pp. 41-47)

Two circumstances are worth highlighting. The first circumstance is about the IS life cycle model and
its ability to comprehensively describe the life of an IS, which is evaluated as positively contributing
to the purpose of the paper. Consequently, I have chosen to include the life cycle model because it
provides a comprehensively view of the life of an IS and highlight different conditions interpreted as
important to consider during outsourcing of different IS activities. The second circumstance unfold-
ed was that the IS life cycle model has been developed using an actor perspective. The IS activities
and problems addressed in the model are above all emphasising the client and the role it plays during
the IS life cycle. This is considered as a negative circumstance in compatison with the purpose, which
emphasises the use of the relationship perspective to describe and explain the successful outcome of
the IS outsourcing process.

To compensate for the actor perspective, I have chosen to include the method-in-action framework,
which main philosophy is that the use of a formalised methodology depends on the development
context, the developers, the type of IS and the roles of methodology (Fitzgerald, Russo, &
Stolterman, 2002). In comparison with other models and methodologies of the IS life cycle, the



method-in-action framework is believed to provide dimensions that are considered to be important,
both during the IS outsourcing process and for the successful outcome of the IS outsourcing
process, from a relationship perspective. To exemplify, the significance of the development context
becomes, in particular, manifested during the IS outsourcing process. With development context is
meant both the place where the developed IS will be implemented and used and the environment
within which the development process will take place (Fitzgerald, Russo, & Stolterman, 2002). The
development context is of most interest since the developers will be working in different geo-
graphical locations. Whether the development occurs domestically or globally different cultures
follow that need to be considered. A culture influences what is and what is not possible to do in a
specific context and need to be understood to be able to be successful in IS outsourcing (Fitzgerald,
Russo, & Stolterman, 2002).

From the presentation above, it becomes obvious that conditions concerning the IS activity are
significant to consider in the IS outsourcing process. The nature of the IS activity, that is its degree of
structuredness, influences the performance of the IS outsourcing process and the need for structured
guidelines, such as the use of an IS methodology (Prikladnicki, Audy, & Evaristo, 2003). The more
unstructured and complex IS activity, such as for example requirement analysis and IS interface
design, the more management is requited. Furthermore, environmental conditions, such as the
development context, becomes important to regard during the IS outsourcing process from an IS life
cycle perspective.

The following dimensions are proposed for describing and explaining the successful outcome of the
IS outsourcing process:

= The activity-related dimension

®* The environment dimension

® The management dimension

The interaction approach

The interaction approach has been applied to a wide range of different interorganisational exchange
relationships and has enriched the industrial marketing and business literature with useful insights
(Ford, 1990). The interaction approach has for example been used for exploring interorganisational
relationships in IT environments (e.g. Leek, Turnbull, & Naude, 2000). Furthermore, Kern and
Willcocks (2002) used it as a guiding approach to desctibe the client—IS supplier relationship in IS

outsourcing,

The interactions between the client and the IS supplier are of great importance during the IS out-
sourcing process. Interaction is a term used to illustrate that the business is catried out as a two-way
communication between firms and in that way influence each other (Hdkansson, 1982). Four main
groups of variables describe and influence the interaction:

= the elements of the interaction process

* the parties involved (both organisations and individuals)

* the environment within which the interaction takes place

= the atmosphere affecting and affected by the interaction

The interaction process is constituted of four exchange episodes: product and/or service exchange,
information exchange, financial exchange, and social exchange. The product/setvice exchange is
often the core of the exchange. Consequently, the product or service involved is likely to have a
significant influence on the relationship as a whole. In similarity, the IS activity included in the
contractual agreement between client and IS supplier has been found to influence the IS outsourcing
relationship (Hirschheim, 2006). The tendency is that structured IS activities, often in form of
software maintenance, coding and testing, are to a high degree contracted with both domestically and



globally located IS-suppliers whilst knowledge intensive work is kept in-house (Hirschheim, 2000).
The degree of structuredness of the IS activity determines the suitability for outsourcing and
furthermore outlines how the client—IS-supplier relationship and the IS outsourcing process have to
be managed (Cullen, Seddon, & Willcocks, 2005b).

Of the four exchange episodes, social exchange episodes are the ones that are critical to build up a
long-term relationship (Héakansson, 1982). Social exchanges help to reduce the uncertainties between
the parties, particularly when there exist spatial or cultural distance. Through social exchanges trust,
understanding, flexibility and integrity of the long-term relationship are achieved (Hdkansson, 1982;
Kern & Willcocks, 2002). Through routinization of the social exchange episodes, expectations of
each party become clear and eventually institutionalised. Institutionalisation of exchange episodes
entails that the expectations are not questioned by either party, and contact patterns atise, that is
people are filling different roles by nature (Hdkansson, 1982). Moving quickly to the
institutionalisation of operations and processes has been found important in the IS outsourcing
relationship (Kern & Willcocks, 2002). In the IS outsourcing relationship institutionalisation
concerns cultural closeness, shared ways of problem solving, similar values and close personal
chemistry. Another aspect of the long-term relationship is the adaptations, for example, in product,
financial arrangements, information routines and social relations (Hakansson, 1982). The more
institutionalised the exchange episodes become and the higher degree of relationship adaptation, the
more likely it would be that the IS outsourcing process involves more complex and knowledge-
demanded IS activities.

The firm strategies of the interacting parties are of most importance. IS outsourcing should be part
of an overall strategic solution that includes business, process and IS objectives. The corporate
strategy, the business strategy and the IT/IS strategy need to be aligned, which in turn stimulates
interactions between key actors at different areas of the firms (Henderson & Venkatraman, 1999). To
benefit from IS outsourcing, there need to be continuous interactions between the three different
strategy areas of the firm. The interaction approach describes the individuals of the interacting firms
as bringing varied personalities, experience and motivations. Consequently, these individual
characteristics will influence the social exchanges and are therefore suggested to be further described
in the interaction approach to be able to focus on the management capabilities that need to present
(Kern & Willcocks, 2002).

In similarity with theories in the field of IS and IS outsourcing (Kern & Willcocks, 2001; Fitzgerald,
Russo, & Stolterman, 2002), the interaction approach highlights the need to consider the
environment surrounding the interorganisational relationship. The interaction process cannot be
analysed in isolation but has to be considered in a wider context, including several environmental
aspects, such as the market structure. Environmental aspects have also been found relevant in the
exploration of the IS outsourcing relationship (Kern & Willcocks, 2001). Examples of environmental
aspects in IS outsourcing are legislative, competitive, technological, market dynamism and
economical. These aspects have been found to influence business operations, the involved firms and
the IS outsourcing process. The IS outsourcing process is furthermore influenced by other
environmental aspects, such as the technical infrastructure.

Finally, the working azmosphere influences the interorganisational relationship. The atmosphere can be
described in terms of the power-dependence relationship between the involved firms, the state of
conflict or co-operation and overall closeness or distance of the relationship, as well as by the firms’
mutual expectations. The atmosphere is considered as a group of intervening variables, which is a
product of the specific relationship (Héakansson, 1982). The atmosphere evolves through specific
exchange episodes and long-term exchange experiences with a partner. The conditions dependence,
power, conflict and cooperation are in IS outsourcing research referred to as behavioural conditions
(Kern & Willcocks, 2001). The dependency condition means to which degree participants depend on



each other to achieve own objectives. The more cooperative the relationship becomes (that is high
degree of trust and commitment) the more mutually dependent the key actors become (Morgan &
Hunt, 1994). The condition of power represents the perceived degree of control and influence, while
conflict is about negative perceptions about the exchange relationship. Effective communication and
exchanges, leading to satisfactory outcomes, ate together with the undertaking of complementary
activities forming the cooperation element.

In exchange relationships, trust and commitment are two key conditions (Morgan & Hunt, 1994).
The conditions are expressed as mutually related to each other, that is commitment builds trust and
vice versa. Trust is the belief that a party’s word or promise is reliable and that a party will fulfil its
obligations in an exchange relationship (Dwyer, Schurr, & Oh, 1987). The perceived outcomes of
trust include the belief that the other part of the exchange relationship will perform actions that will
result in positive outcomes for the firm as well as not performing unexpected actions that will result
in negative outcomes (Morgan & Hunt, 1994). Trust and its importance is also stressed in the IS
outsourcing literature and is found to depend on the chemistry between the key actors constituting
the interface between the client and IS supplier (Willcocks & Kern, 1998).

Commitment concerns the parties’ shared values and governance structures, and their joint
investments in the interorganisational relationship. The more committed the parties are to each other
the higher is the degree of interdependence (Dwyer, Schurr, & Oh, 1987). When both commitment
and trust are present, the exchange relationship becomes cooperative, which promotes efficiency,
productivity and effectiveness (Morgan & Hunt, 1994). Cooperative relationships refer to situations
in which the parties work together to achieve mutual goals, which has been found to promote the
success of the interorganisational relationship. To be successful, both the client and the IS supplier
need to invest time, knowledge and resources in the relationship (Willcocks & Kern, 1998). In a
recent study, information sharing, communication quality and collaborative participation were found
to be significantly related to trust and commitment (Han, Lee, & Seo, 2008). Trust and commitment
were, in turn, shown as positively influencing IS outsourcing success.

The interaction approach highlights the importance of the interaction process in interorganisational
relationships. From the perspective of IS outsourcing exchanges, the promoting of quick
institutionalisation and adaptation of processes become significant. Furthermore, conditions such as
trust and commitment have been found positively influencing the successful outcome of IS
outsourcing. Environmental aspects as well as the atmosphere of the IS outsourcing relationship are
found valuable for describing and explaining the successful outcome of the IS outsourcing process.

The following dimensions are proposed for describing and explaining the successful outcome of the
IS outsourcing process:

* The atmosphere dimension

®  The environment dimension

®  The interaction dimension

A comprehensive framework of the IS outsourcing relationship

Several conditions in the IS outsourcing literature are found to influence the successful outcome of
the IS outsourcing process, such as the management structure and communication richness (Cullen,
Seddon, & Willcocks, 2005a; Gonzales, Gasco, & Llopis, 2005). However, the theoretical field of IS
outsourcing has been delimited to include research conducted by Thomas Kern and Leslie P.
Willcocks. Their contributed research is found to provide insights and meaningful dimensions in
relation to the IS outsourcing relationship. Furthermore, their comprehensive framework of the IS
outsourcing relationship provides dimensions that can be used to complement the description of the
interorganisational relationship presented through the interaction approach (Kern & Willcocks,



2001). As a result, dimensions specific for the IS outsourcing relationship become regarded from
both an industrial marketing and IS outsourcing perspective.

Their conceptual framework incorporates the significance of studying relationships longitudinally by
integrating the effect of time (Kern & Willcocks, 2001). The effect of time is perceived as essential to
imply mutual value maximisation of the relationship. In addition, a time-line allows an analysis from
the origin of the IS outsourcing process to its operationalisation. Through a focus on time, the
possibility to study the institutionalisation of the relationship increases. Further, Kern and Willcocks
(2001) express that time, process, changing contexts, intents, relationship dimensions and key actors
are vital elements in the IS outsourcing process, and require to be studied longitudinally.

The framework represents six different dimensions for comprehensively describing and explaining
the IS outsourcing relationship: behaviour, contract, efficiency outcome, intent, interactions and
structure. By including these dimensions they address two of their found weaknesses of the
interaction approach (Kern & Willcocks, 2002): the critically of the contract and the management
structure. The bebavionr dimension is more or less corresponding with the atmosphere dimension in
the interaction approach (Kern & Willcocks, 2001).

The contract is often expressed as the foundation of IS outsourcing (Kern, 1999). The contract
stipulates, for example, service levels, financial exchanges and control mechanisms and is often
regarded as fundamental to reach a successful outcome of the IS outsourcing process (Kern &
Willcocks, 2000; Goles & Chin, 2005). Consequently, it has been stipulated that any IS outsourcing
relationship framework needs to regard the relevance of the contract (Kern, 1999).

Efficiency ontcomes is perceived as the performance of the IS outsourcing relationship. Transaction
costs, uncertainty reduction, customisation and satisfaction are element in the efficiency outcomes
dimension (Kern & Willcocks, 2001). Transactions costs are dealing with the costs of setting up and
managing the IS outsourcing relationship. The client’s perception about change and ambiguity in the
environment, the execution of tasks and the relationship with the IS supplier constitute the
uncertainty clement. The degree of customisation is about the degree services, applications,
organisational structures and process are made specific for the client. Finally, satisfaction is about the
degree of satisfaction with the relationship and the IS outsourcing performance.

The intent dimension constitutes the input to the IS outsourcing process and is a result of the IS
outsourcing decision. Since this research study is focusing the post-contract stage of the IS
outsourcing process, the intent dimension will not be proposed as a dimension for describing and
explaining the successful outcome of the IS outsourcing process. Although the delimitation of not
including the intent dimension, I am aware of that activities conducted during this stage of the IS
outsourcing process may bring consequences, both positive and negative, for subsequent parts of the
IS outsourcing process.

In similarity with the interaction approach, exchanges and interactions are argued to be the focal
events in an IS outsourcing relationship (Kern & Willcocks, 2000). The interaction dimension is
consequently a crucial dimension that needs to be considered for describing and explaining the
successful outcome of the IS outsourcing process.

The structure dimension refers the specific IS outsourcing relationship and can be compared with the
interacting parties’ organisational size and structure in the interaction approach. The structure
dimension includes conditions such as firm size, complexity of exchanges, management structure and
stability (Kern & Willcocks, 2001). The management structure of the IS outsourcing relationship is
vital. To be able to manage the IS outsourcing relationship support is needed from senior business
management. The support should be expressed through the initiation of change, explanation of



reasons for IS outsourcing and the promotion of appropriate management structures and resources.
Management structure refers to the way a team or a firm is organised and how management is
perceived, whether it is decentralized or centralized and whether it emphasises line or staff. The
management structure needs to be adjusted to suit the requirements of the actual case of IS
outsourcing. To be able to this, the engagement of both the client and the IS supplier is significant.

Most of the dimensions included in the comprehensive framework of the IS outsourcing relationship
are also found to be valuable for describing and explaining the successful outcome of the IS out-
sourcing process. Furthermore, overlaps and completions in relation to the interaction approach are
emphasised, resulting in a more all-embracing frame for describing the relationship perspective in
this research study.

The following dimensions are proposed for describing and explaining the successful outcome of the
IS outsourcing process from a relationship perspective:

®  The contract dimension

= The efficiency outcome dimension

* The interaction dimension

= The structure dimension

Presentation of identified dimension

Through the review of three different theoretical fields, dimensions have been proposed for
describing and explaining the successful outcome of the IS outsourcing process. From the theoretical
field of IS the activity-related dimension, the environment dimension and the management
dimension were proposed. The review of the interaction approach contributed with the atmosphere
dimension, the environment dimension and the interaction dimension. Finally, the comprehensive
framework of the IS outsourcing relationship revealed the dimensions of contract, efficiency
outcome, interaction and structure as important to integrate in the description and explanation of the
successful outcome of the IS outsourcing process.

The inclusion of several theories entailed the possibility to compensate for weaknesses of one theory
through the strengths of another theory. The comprehensive framework of the IS outsourcing
relationship made it possible to incorporate what has been found as a shortage of the interaction
approach: the contract (Kern & Willcocks, 2002). IS theories contributed on the other hand with the
management dimension, which also has been found to be lacking in the interaction approach (Kern
& Willcocks, 2002; Han, Lee, & Seo, 2008). The use of three distinct theories has however limited
the amount of possibilities for studying the IS outsourcing process (Walsham, 1993). By limiting the
theoretical frame to 1S, industrial marketing and IS outsourcing the provided dimensions are
restricted to these theories. The involvement of other theories could perhaps have resulted in other
dimensions for describing and explaining the successful outcome of the IS outsourcing process.

There exist some overlaps between the proposed dimensions from the three theoretical fields. The
environment dimension was, for example, proposed as describing and explaining the successful
outcome of the IS outsourcing process in two of the reviewed theoretical fields.

When reducing the overlap the following dimensions have been identified for describing and
explaining the successful outcome of the IS outsourcing process:

= the activity-related dimension

" the atmosphere dimension

* the contract dimension

= the efficiency outcome dimension

= the environment dimension



= the interaction dimension
®  the management dimension
= the structure dimension

Concluding discussion and contributions

Although the interaction approach is found to be a valuable approach to describe the relationship
perspective in IS outsourcing, it is significant to underline some of its limitations and how they have
been addressed in this research study. The interaction approach views the client and the IS supplier
firms as a whole and does not describe in detail interactions between different areas of these firms.
Kern and Willcocks (2002) emphasis the importance of viewing the involved firms as constituting of
different areas to be able to focus on the management capabilities that need to present during the IS
outsourcing process. This weakness has been addressed in this research study by viewing the client
and the IS supplier firms as constituted of three areas as presented in Figure 1. Furthermore, the
interaction approach is describing the interorganisational relationship in general and the approach has
to be adjusted for the specific case of IS outsourcing. For example, the condition of time, which
indicates that long-term institutionalisation and adaptations create long-term relationships, is
perceived as important for studying the IS outsourcing relationship (Kern & Willcocks, 2002). The
time line provides the opportunity to study the IS outsourcing process and the interorganisational
relationship over time. Finally, the management of the interaction process needs to be further
emphasised in the interaction approach (Han, Lee, & Seo, 2008). Although the contract specifies
regular control meetings, the need for managerial inputs during the IS outsourcing process are
crucial.

The exchanges of information and social exchanges of the interaction approach have been
commented by Axelsson et al. (2000). They use the term communication and/otr communicative acts
to denote the exchanges of information and social exchanges. Axelsson et al. (2000) state that a ‘piece
of information’ always is part of a communicative act that brings commitments, responsibilities and
purposes. Communication includes in that way both transfer of information and establishment of
social relationships. Thus, information exchanges involve social exchanges and vice versa.
Consequently, the information and social exchanges are not separated from each other, which is the
impression given by the interaction approach.

As a result of the identified limitations of the interaction approach for describing the IS outsourcing
relationship and its evolvement, this research study presents a modified version of the interaction
approach. The modified version is adjusted according to the presented limitations of the interaction
approach and the findings from this research study. The modified version of the interaction
approach according to the IS outsourcing relationship is presented in Figure 5. The modifications are
constituted of the addition of a time-line, the contract dimension, the efficiency outcome dimension,
the management dimension and the view of the client and the supplier firm as being composed of
three areas. Bold lines in Figure 5 illustrate the adjustments.
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Figure 5: A modified version of the interaction approach adjusted to the IS outsourcing relationship
(adaptation of Hakansson, 1982, p. 24)

The dotted bold arrow in Figure 5, which aims to illustrate that the different parts of the interaction
approach are not related to time, illustrates the time-line. The time aspect makes it possible to
explore how different variables influence or appear at different phases during the evolvement of the
interorganisational relationship. Through this, my belief is that a greater understanding of the inter-
organisational relationship will be achieved. The relation between time and the different parts of the
interaction approach will not be further discussed in this research study but is a suggested subject for
future research.

My belief is that it is important to split the involved firms into different areas (in Figure 1 referred to
as strategic, process and IS). Partly, to emphasis the different key actors working in the firm and
partly to emphasis how the key actors are related to the successful outcome of the IS outsourcing
process. Firms that continually focus and improve the interactions between the different areas of the
firm establish a bound between them, which may result in the acquiring of distinctive and
competitive competence. A goal should thereby be to create a good balance between these three firm
areas.

The incorporation of the management dimension in Figure 5 is due to the importance of the man-
agement of the interorganisational relationship, from the moment it arises and thereafter continually
during the interaction process (Kern & Willcocks, 2001; Han, Lee, & Seo, 2008). As a result of the
identified dimension of this research study the interaction approach is moreover complemented with
the dimension of the contract and the efficiency outcome.

The purpose of the paper is to identify dimensions for describing and explaining the successful
outcome of the IS outsourcing process. Through the combination of three different theoretical fields
the contribution is eight different dimensions for describing and explaining the successful outcome
of the IS outsourcing process from a client—IS supplier relationship perspective. The application of
several theoretical fields contributed with the identification of dimensions that together provide a
more comprehensive frame for studying the successful outcome of the IS outsourcing process. The
reached comprehensiveness would not have been possible if only one or two of the three theoretical
fields had been regarded during the literature review study.



The identified dimensions are referred to as activity-related, atmosphere, contract, efficiency
outcome, environment, interaction, management and structure. Since the purpose of the paper
emphasises the identification of dimensions, but not their relation, the dimensions have not been
presented according to a specific structure. One possible way of structuring the dimensions is from
an ‘outside inside’ perspective. According to this perspective the contextual dimensions, which
includes the atmosphere and environment, represent the outside perspective of the relationship. The
other dimensions are representing the inside perspective, which concerns the specific client—IS
supplier relationship.

The eight dimensions contribute with a frame for further exploration of what contributes to the
successful outcome of the IS outsourcing process. The dimensions will be used in further research
for the categorisation of conditions influencing the successful outcome of the IS outsourcing
process. The literature review revealed some of the conditions that are related to the identified
dimensions. To exemplify, conditions such as IS activity, standardisation and development context
are related to the activity-related dimension. The identification of conditions and their categorisation
into dimensions extend the research on the description and explanation of the successful outcome of
the IS outsourcing process.

By addressing the purpose, the paper contributes with knowledge that from an academic point of
view can be used for the identification of conditions that influence the success of the IS outsourcing
process. From a practitioner’s point of view the dimensions provide a frame of what needs to be
regarded during the IS outsourcing process. The modified version of the interaction approach
presented in Figure 5 is moreover believed to be applicable to other IS contexts than IS outsourcing.
To exemplify, the ISD process, which involves several different key actors, is believed to benefit
from applying the fundamentals of the modified version of the interaction approach (see Figure 5).
The new knowledge provided through the research study will furthermore contribute to the
possibility of comprehensively describe and explain the successful outcome of the IS outsourcing
process.

The view of the client and IS supplier as one entity, as in the interaction approach, is found
insufficient. Instead, different key actors are involved in the interaction process, which entail the
need for regarding the involved firms as composed of several business areas. The importance of the
client and the IS supplier firm and the key actors will be given attention in further research as my
belief is that research on the IS outsourcing relationship will provide valuable insights to the
explanation of the successful outcome of the IS outsourcing process.
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