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Does the Understanding of Core Competencies
Matter to IT Outsourcing Performance?

Young Jin Kim* - Chulmo Koo** : Ki-Chan Nam?®***

m Abstract m

IT outsourcing providers has been expanded from a single functional system to the entire IT service to gain sustain-
able competitiveness. This new trend of IT outsourcing need outsourcing management capability based on a firm's
core capacity. Hiring external IT service providers to manage part or all of its information-related services helps a
firm focus on its core business and provides better services to its clients, thus obtaining sustainable competitive
advantage.

This research investigates the major factors that determine the level of a particular firm’s success at IT outsourcing.
Based on process innovation and core-competency theories, we identify three significant components of a firm's IT
outsourcing management method (ITOMM): level of core-competency-based management, maturity of outsourced
tasks, and maturity of outsourcing management. Comprehensive data collection was conducted through an outsourcing
association. The survey data were analyzed using a structural analysis method. Maturity of outsourced tasks and ma-
turity of outsourcing management were found to affect project performance directly, while level of core-com-
petency-based management only indirectly impacted project performance through its positive impact on the other two
ITOMM components.

Keyword : IT Outsourcing, Process Innovation, Core Competence, [T Qutsourcing Management
Method (ITOMM), Maturity of Outsourced Tasks, Maturity of Outsourcing Management
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1. INTRODUCTION

Information technology (IT) outsourcing is
defined as the practice of using external service
provider(s) to obtain information-related serv-
ices [56, 60] ranging from application develop-
ment and maintenance to systems operation, to
end user computing support and systems plan-
ning and management [60]. Recently, the role of
service providers has been enlarged from man-
aging a single function or system efficiently to
reconstructing entire information management
processes in new ways to contribute to share-
holder value across the enterprise [49].

This movement toward extensive and complex
outsourcing agreements has been driven by the
assumption that outsourcing information tech-
nology functions is a reliable approach to max-
imizing resource productivity [27, 49, 51]. Hiring
external IT service providers to manage part or
all of its information-related services helps a
firm focus on its core business and provide better
services to its clients, thus maintaining com-
petitive advantage [49, 60]. Moreover, out-
sourcing rapidly changing and complex in-
formation technology reduces the risk of obso—
lescence of that technology [60]. All of these
benefits, particularly cutting costs and improving
the bottom line, make IT outsourcing an appeal-
ing option for today’s firms.

The problem is that firms do not understand
which part of their IT needs they can meet in-
ternally and which part can be outsourced with-
out endangering their core operations [27]. The
outsourcing practice entails a dramatic change in
the governance process of information technol-
ogy [16, 30], which in many cases may involve

new types of risks, such as loss of essential skills
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and control over a supplier [51]. Poorly made de-
cisions regarding these risks, and regarding
which part of their IT needs to outsource, can
jeopardize a firm's productivity.

Previous studies investigated the outsourcing
phenomenon from the viewpoint of economic
transactions or resource exchange to find the
major drivers of IT outsourcing; such as cost re-
duction, core-competence-based management,
resource disparity, and environmental factors
[56]. Previous studies also examined the success
factors for IT outsourcing practices, including
relationship management and trust [38]. Howev-
er, no study has looked into the outsourcing
practice as a process innovation and explored thé
optimal conditions for the successful adoption of
this process innovation.

This study is designed to illustrate the basic
factors that contribute to a successful adoption
of IT outsourcing and how a firm can best lever-
age outsourcers’ capabilities. Based on ideas of
process innovation and core-competence-based
management, the current study identifies the
factors that may affect outsourcing project per—
formance. A research model is formulated to in-
vestigate the factors relating to IT outsourcing
performance. The model is then tested by a sam-
ple of 200 firms. Finally, the results and their im-
plications are discussed.

The findings of this study may contribute to
the literature in two ways. First, it identifies the
basic conditions necessary to make IT out-
sourcing successful. This understanding will al-
low practitioners and researchers to look at out-
sourcing from an angle that emphasizes, in a
very practical way, what should be done when
a firm decides to outsource its IT functions.

Second, the current study examines the role of



7198 dAelgo] IT ki Aol ARA Fado] e AW %

outsourcing process management in determining
the performance of an outsourcing project. In this
study, IT outsourcing is defined as a process in-
novation with a weak appropriability and thus
should be underpinned by a strong process man-
agement to generate an expected impact.

2. IT Outsourcing, Process
Innovation, and Core
Competency

In this section, we review the previous liter-
ature on IT outsourcing, discuss the character-
istics of IT outsourcing as a process innovation,
and elaborate on outsourcing management as a
type of core competence.

2.1 Previous Literature on IT Qutsourcing

Previous studies examined the drivers for IT
outsourcing from a transaction, coordination, and
production theory perspective [1, 2, 3, 9, 56, 63],
a capability and resource-based view [7, 11, 17,
34, 36, 37, 49, 50, 51, 54, 64], innovation [9, 30,
39] and political process [35]. Previous studies
also investigated the success factors for IT out-
sourcing such as a partnership and its quality
[23, 28, 31, 38, 43] and trust [53].

Such studies indicate that the key drivers for
IT outsourcing are, generally speaking, one of
two types; those based on financial rationale and
those related to technological motives [1, 56, 601.
The former includes operating cost reduction,
cash generation for liquidity issues, and capital
outlay replacement with periodic payments; while
the latter comprises information systems quality
improvement, immediate access to state-of-the-

art technology, and utilization of vendors’ ex-

pertise and economies of scale for efficiency. In
addition, IT outsourcing decisions are sometimes
made to comply with pressure from peers and
other institutions [1]. This trend toward IT out-
sourcing is found in the electronic business arena
too. Outsourcing in electronic business has been
driven by such factors as altering the un-
predictable and exponentially growing IT ex-
penditures into predictable fixed costs, avoiding
obsolescence of IT equipment and the resulting
heavy upgrade, maintaining IT infrastructure
with economies of scale, and utilizing skilled
costly information systems (IS) experts [26].

The fundamental rationale for IT outsourcing,
however, lies in the fact that the discrepancy in
information quality and IS support quality be-
tween desired and actual level makes users dis-
satisfied and leads to IT outsourcing as a means
of compensating for a firm's lack of internal IT
resources [60). By purchasing the resources defi-
cient in a firm from external agencies that have
more knowledge depth than the buyer, firms are
also abhle to reduce to bare bones the complex
management agenda and focus on their core
competencies while enjoying the reduced costs
[49, 50, 51, 60]. Such decisions make sense when
considering the new form of open and networked
firms underpinned by complex networks of hori-
zontal and vertical interlinkages used to acquire
and utilize resources [1].

Various factors contribute to IT outsourcing
success or failure. The success of IT outsourcing
practices can be affected by how the partnership
between vendors and client firms is established
and what the quality of the relationship between
partners is [23, 28, 31, 38, 44]. The successful IT
outsourcing can be achieved by building trust
between the providers and buyers [54). Such fac-



100 44 - AR 7R

tors, and additional ones, will be discussed more
fully later in this study.

IT outsourcing entails managerial risks to the
client firms [56]. Major risks include loss of IT
capability and innovative ability, loss of control
over a supplier with respect to hidden costs and
technological obsolescence, and loss of key IS
employees [15, 51). Client firms may also con-
front the risks of over dependence on vendors,
lower responsiveness of vendors than internal
units, loss of control over timing and quality of
outputs, leakage of the business secrets or sol-
utions to competitors, and loss of balance be-
tween cost reduction and value-added services
[49]. The accompanying business risks imply
that, against their own interests in IT out-
sourcing, companies may have vulnerability in
managing IT outsourcing contracts if those con-
tracts are incomplete because of the difference
in the depth of knowledge and expertise between
the suppliers and buyers ; in particular, in knowl-
edge intensive environments or high tech in-
dustry [49, 56].

Although comprehensively discussing the
drivers for IT outsourcing and the risks involved,
the previous studies do not tell us the basic cri-
teria to employ in evaluating the extent to which
a firmm’s IT needs should be transferred to outside
providers and what factors are critical to making

an IT outsourcing project successful.

2.2 1T Qutsourcing as Process Innovation

IT outsourcing symbolizes an emerging form
of organizing resources, a form that is open and
networked rather than closed and hierarchical
[1]. This form of organization may improve re-

source productivity and performance of out-

sourcing firms; although it introduces new types
of managerial risks, such as loss of essential ex-
pertise and control over service providers [51].
The introduction of IT outsourcing to a firm nec-
essarily leads to a dramatic change in the gover-
nance process of information technology as well
as information production process [16, 30]. Hence,
the decision to outsource IT functions can be re-
garded as the adoption of a process innovation,
a step that changes part or whole of a firm's ac-
tivities relating to how they obtain information
and support their business processes.
Innovation is defined as the early use of an
idea, practice, or artifact that is novel to the rele-
vant unit of adoption [5, 12, 32, 57]. Based on the
focus area at which an innovation is aimed, in-
novations can be categorized into various types.
Damanpour [13] identifies three pairs of in-
novation types ; administrative and technical,
product and process, and radical and incremental.
Administrative innovation refers to the wide
range of changes in an administrative core such
as organizational structure, administrative proc-
esses, and management; while technical in-
novation refers to the changes in basic work ac-
tivities or the technological core with regard to
products, services, and production process
technology. Innovation radicalness can be under-
stood in terms of performance and structural
radicalness [32]. Robey [52] proposes similar dis-
tinctions among the types of innovations. He
identifies product innovation; administrative in-
novation, or changes in internal control, coordi-
nation, and structure ; and technical innovation,
or changes in production technology or work
processes. Venkatraman [62] defines administra-
tive innovation as the introduction of changes in

the routines and procedures of internal arrange-



ments and external alignments of an organi-
zation. Zmud [65] categorizes innovations into
product and process innovation. Product in-
novation refers to the introduction of new prod-
ucts or services to meet market need, which re-
sults in the expansion of the organization's do-
main [13, 65]. Process innovation represents the
introduction of the changes to methods, proce-
dures, or responsibilities within existing domains
f13, 65]. Although in some cases process in-
novation is strictly defined as the innovation re-
lated to production process [16], it is more rea-
sonable to define process innovation as including
both administrative and technical innovations
[65]. In this study, we follow the definition of
process innovation of [65]. Hence, IT outsourcing
in this study refers to a process innovation that
adds new elements to both the administrative
and technical processes of information systems
management, ranging from development to
maintenance,

The adoption of an innovation can significantly
affect productivity and, in turn, improve per-
formance of a firm [57). However, simply adopt-
ing an innovation such as IT outsourcing does
not guarantee automatic success or positive out-
come for adoption units [16]. Considerable var-
iance in the performance outcomes gained from
the introduction of such an innovation has been
reported by process innovation adoption studies
[16). The introduction of IT outsourcing likely
entails managerial risks such as loss of critical
expertise and loss of control over a supplier be~
havior [51]. Moreover, purchased resources or
services cannot generate sustainable competitive
advantage, because competitors can easily obtain
those resources or services [14] and outsourcing

companies cannot protect themselves from imi-
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tation [16]. This situation, where the innovator
or the adopter of an innovation fails to gain rents
associated with the innovation, is referred to as
regime of weak appropriability [48].

Given the weak appropriability of IT out-
sourcing as a process innovation, successful
adoption of the innovation requires correspond-
ing changes in structure and administrative
practices (Ettie and Reza) [16] or alternative
methods of appropriation [40]. To make the adop-
tion of IT outsourcing successful in a weak ap-
propriability regime, outsourcing firms have to
develop an effective and significant method of
arranging the exchange [16]. This method is
critical to success and will be discussed at length
further into this study.

2.3 1T Qutsourcing and Core Competency

Core competency refers not to products or
functions, but to skill or knowledge sets that
generate most of the value in services and manu-
facturing {25, 51]. It can also be viewed as
knowledge or skills about the coordination of di-
verse production skills and the integration of
multiple streams of technologies [25]. Core com—
petencies provide competitive advantage to gen-
erate above normal rents [59]. IT outsourcing is
related to core-competency-based management
at both the departmental and organizational
levels. At the departmental level, some of the in-
formation technology-related knowledge or
skills are regarded as a type of core competency.
Among various skills and knowledge ; mana-
gerial skills [42], information quality, and in-
formation systems support quality [60] are the
critical resources that bring sustainable com-
petitive advantage. However, information sys-—
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tems expertise itself cannot provide sustainable
competitive advantage and companies should fo-
cus their attention on effective information man-
agement rather than an internal computing infra-
structure [34]. Therefore, if firms recognize their
deficiency in important IT resources, they will
outsource to obtain the needed resources from
firms that have those skills and knowledge [60].
At an organizational level, outsourcing resources
not related to core business activities, such as
information technology and human resources
management, helps management focus more on
its core businesses by reducing management’s
agenda [49, 50, 51, 56]. Outsourcing, in particular
core-competency-based outsourcing, helps firms
maximize their resource productivity by focusing
on their core competencies while utilizing the
core competencies suppliers can provide [49].
Firms can enjoy the following benefits from us-
ing this strategy : 1) maximize resource pro—
ductivity by concentrating their limited resources
on their core competencies, 2) set up strong bar-
riers against present and future competitors to
protect their competitive advantages, 3) fully uti-
lize external suppliers’ capabilities which would
otherwise be very expensive or hard to develop
internally, 4) reduce managerial risks, and 5)
correspond to market needs swiftly [51]. In this
context, outsourcing resources is considered
purchasing complementary resources, which is
necessary to develop new capabilities [22].
The question is whether the purchased IT re-
sources can be valuable resources to provide
firms with a sustainable competitive advantage.
Purchasable assets in imperfectly competitive
strategic markets cannot make valuable re-
sources that allow sustainable competitive ad-
vantage to a firm, because those assets are avail-

able to competitors too [58]. That is to say, no
matter how complicated a job or expertise such
as software development is, once it is defined and
its requirements externalized so that external
agencies can perform the tasks, it becomes a
commodity that does not allow unique strategic
position to capture above normal return [27].
Apparently, simply purchasing IT resources
from external providers does not guarantee the
success of, or abnormal returns to, the innova-
tion-adopting (IT outsourcing) firm. To be suc-
cessful, unique and heterogeneous mechanisms
such as external and internal process integration
should be introduced, simultaneously with IT
outsourcing, to manage the innovation adoption
and diffusion [16]. This mechanism in this study
refers to IT outsourcing management method
and is a type of governance mechanisms that are
heterogeneous organizational resources [62]. IT
outsourcing management method as a valuable
resource has five characteristics : inimitability,
durability, appropriability, substitutability, and
competitive superiority [10]. Appropriability as in
the process innovation refers to the ability of in-
novators to capture sustainable rents from the
ownership [10], while substitutability means the
possibility that the core competence a firm has
replaces another one competitor has [47]. In sum,
outsourced IT resources may not make valuable
resources, but the management method for IT
outsourcing can be regarded as a non-imitable

valuable resource.

3. Research Model and
Hypotheses

This study reveals how firms can maximize

the potential benefits from IT outsourcing. The
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literature review indicates that to be successfully
implemented, IT outsourcing as a process in-
novation requires a unique and heterogeneous
mechanism to manage the adoption and diffusion
of the IT outsourcing practice. This method, the
IT Outsourcing Management Method (ITOMM),
includes managerial and organizational proc-
esses, routines, or patterns of current practice
and learning that are hard for a firm's com-
petitors to imitate [59]. This method is also con-
sidered a type of corporate governance mecha-
nism that, when effective, can constitute a val-
uable resource [62]. Hence, this distinctive way
of accomplishing tasks forms the basis of a
firm's organizational economies and operational
efficiencies [41] and can mark its superiority in
the realm of systems integration [10].

The IT outsourcing management method
(ITOMM) proposed in this study is based on a
strategic outsourcing concept [49, 50, 51] that
consists of three components : level of core-com-

petency-based management, maturity of out-

Level of core
competency-based

sourced tasks, and maturity of outsourcing man-
agement (see [Figure 1]). The research model
describes the direct impact of these three compo—
nents of ITOMM on the IT outsourcing project
performance and the relationships among the
three components. The remainder of this section
will discuss the three components and their rela-
tionships with each other.

Core competency refers to skill or knowledge
sets that are the source of sustainable com-
petitive advantage [24, 51]. Core-competency-
based management concentrates the limited re-
sources of a firm on a small number of knowl-
edge-based core competencies to effectively ex-
ploit outside expertise complementary to its core
competencies [49].

The failure of business process reengineering
efforts as a process innovation adoption sheds
light on the importance of core-competency-
based management [24]. Garvin [19] points out
two fundamental reasons for the failure. First,

reengineering efforts in the past failed to achieve

Maturity of outsourcing
management

A 4

management
Hia
Hic H1b
v
' , Hoa . .
Maturity of outsourced IT Qutsourcing unit
tasks performance
H2b
H3

[Figure 1] The Proposed Research Model Level of Core-Competency-Based Managerhent
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their goals because they focused on just eliciting
and coping with environmental changes without
deliberating on how to utilize the resources com-—
panies possess. Second, not identifying oppor-
tunities and ranking priority led to the failure of
business process reengineering efforts. Major
objectives addressed by business process re-
engineering projects such as reductions in cycle
times, defect rates, and costs, and faster ex-
ecution cannot really be the objective of develop-
ing core competencies [24].

The level of core-competency-based manage-
ment in this study is defined as the degree to
which a firm relies on its core competencies as
its management decision criteria. If a company
relies on core-competency-based management it
clearly specifies its core competencies; it has a
system to manage those core competencies; the
knowledge about the core competencies the
company holds is likely to be well known by con-
stituents of the firm; and, most importantly, the
core competencies govern the behaviors of the
firm’s constituents as those behaviors relate to
items such as management decisions about busi-
ness directions and investments. Accordingly, if
a firm relies on core-competency-based man-
agement, they may outsource even very complex
and strategically important tasks, as well as less
important tasks. Moreover, if the level of core
competency-based management is high, the
company will develop a very precise and effec-
tive management processes for IT outsourcing,
which will positively affect the performance of
outsourced projects. This discussion leads to the
following hypotheses :

Hypothesis la: The more a firm relies on core-

competency-based management,

the greater the IT outsourcing

project performance will be.
Hypothesis 1b: The more a firm relies on core-
competency-based management,
the greater the maturity of the
outsourced tasks will be.
Hypothesis Ic: The more a firm relies on core-
competency-based management,
the greater the maturity of IT
outsourcing management will be.

3.1 Maturity of Outsourced Tasks

As discussed above, the first thing firms must
do before they decide whether to outsource their

_ IT needs is to identify and manage their core

competencies. Based on their knowledge about
their core competencies; firms decide the number
of, and the maturity of, the tasks to be out-
sourced. In some cases, a firm may decide to out—
source strategically important and very complex
tasks because they are not core competencies
and the target quality of these outsourced tasks
can be accomplished by the outsourcing man-
agement process. The maturity of outsourced
tasks in this study is defined in terms of the de-
gree of strategic value of the tasks, the amount
of skill and knowledge needed to improve the
competitive advantage of products/services, and
the degree of coordination required.

The underlying logic for the determination of
the scope and depth of outsourced tasks is that
once a task and its requirement is defined and
explicitly codified, external providers can per-
form the same task. Thus, it loses its strategic
value and becomes a commodity [27]. Since this
commeodity can be traded in the market it no lon-

ger constitutes a core competency and is not



; 7]°1;H' fﬂi’ﬂm‘%‘ml IT °b: )

likely to contribute to abnormal rent generation
[14]. Hence, to enjoy a sustainable competitive
advantage, even with outsourced tasks, firms
should develop an effective mechanism for man-
aging the outsourced tasks or outsourcing proc-
ess [16].

In sum, firms relying extensively on core-
competency-based management extend their IT
outsourcing to very complicated and even critical
tasks, which leads to the development of effec—
tive outsourcing management systems. At the
same time, the high maturity of outsourced tasks
affects the performance of outsourcing projects,
because the firm concentrates its attention and

limited resources on core competencies. Hence :

Hypothesis 2a: The greater the maturity of the
outsourced tasks is, the greater
the IT outsourcing project per-
formance will be.

Hypothesis 2b . The greater the maturity of the
outsourced tasks is, the greater
the maturity of IT outsourcing
management will be.

3.2 Maturity of Outsourcing Management

To make strategic outsourcing successful,
firms must carefully develop and implement
unique mechanisms for control over the out-
sourcing process [49]. In the business process
reengineering literature; the importance of man-
agement process, in addition to business proc-
esses, is highlighted [19]. As previously dis-
cussed, the adoption of IT outsourcing does not
assure the expected outcomes, in some cases
even cost reduction does not result. If a task is
outsourced, there must be an effective control
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over the task performance to make it successful
[16]. A lot of business process reengineering
projects failed because they did not take into ac-
count management control process but focused
only on the business process involved [19].

Thus, a control mechanism should be created.
This control mechanism includes a systematic
definition of responsibilities between a service
provider and a client, a systematic procedure to
review the contract, a level of implementation of
the contract, a system for controlling risk man-
agement, and a method of measuring an IT out-
sourcing providers™ service. This control system,
by making the maturity of the outsourced tasks
greater through explicitly detailing its parame-
ters, enables a firm to gain beneficial outcomes
from its I'T outsourcing practices. Hence, we hy-
pothesize :

Hypothesis 3 The greater the maturity of the
outsourcing management s,
the greater the IT outsourcing
project performance will be.

4. Research Methodology

We first developed research constructs and
generated those measures. Next, we analyzed the
research model using structural equation techniques.

4.1 Measurement Development

We developed a survey instrument based on
an IT outsourcing maturity model from the IT
Services Qualification Center ITSQC) at Carnegie
Mellon University (see <Table 1>). All questions
were scored using a five-point scale where 1

represented ‘strongly disagree, and 5 repre-
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sented ‘strongly agree’,

4.2 Sample Characteristics

The study was conducted with a direct visiting
survey. The unit of analysis is a single firm. The
firms, of varying sizes and industries, that par-
ticipated in this study were registered with the
Information Technology Outsourcing Association
Institute in Korea (see <Table 2>>). The data was
collected from top IS executives or high-level
managers of the firm's IT department.

4.3 Reliability and Validity

We first carried out the exploratory factor
analyses to assess initial validity that showed no
significant cross loading. The results of the ex-
ploratory factor analysis (EFA) indicated there
were six different factors for all independent
constructs and no cross loading above 0.40 [44].
(Due to page limitations, tables for EFA results
are available upon request).

The reliability of first-order constructs was

{Table 1) tems for the Constructs

Construct Items  Question

LCC1  The strategic direction is determined based on the core competencies we

have.

LCC2  Our employees performs tasks deeply related to core competencies we

Level of Core have.
Competency-Based 1.CC3
Management (LCC)

Locs turbulence.

The core competencies contribute to the entry to new business.
The core competencies contribute to our company’s coping with market

LCC5  The core competencies provide cost advantages over our competitors.

MOMI1 The responsibilities and rights of providers and my company are clearly

defined.

MOM2 IT outsourcing contracts are periodically reviewed and renewed.

Maturity of IT OQutsourcing MOM3
Management (MOM)

The review results are continuously reflected on the renewed contract.

MOM4 We have a risk management system for IT outsourcing.

MOM5 We have a quantitative measurement-based performance appraisal system
of the IT outsourcing service provider.

MOT]1 It takes a while for the IT outsourcing service provider to leam our
business environments.
Maturity of IT MOT2 It ta'kes a while for the IT outsourcing service provider to implement the
Outsourcing Task Services. . . .
(MOT) MOT3 The IT outsourcing service provider needs professional skills and
knowledge to successfully provide the services.
MOT4 The IT outsourcing service provider needs to have knowledge about
related other areas as well as the contracting services.
PER1  We could utilize the state-of-the-art technologies and skills through the IT
outsourcing project.
Unit Performance PER2 We could implement a better work process through the IT outsourcing
(PER) project.

PER3  We could better utilize human resources through the IT outsourcing
project.
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(Table 2> Profile of the Responding Companies(n = 200)

Industry Number of Employee
Industry Type Frequency Percent Range Frequency  Percent
Manufacturing 8 410 Less than 500 8 40
Communication 24 12.0 500-1000 37 185
Banking/Insurance 20 100 1000-2000 32 160
Wholesale/Retail 17 85 2000~5000 21 105
Government 13 65 5000 and more 22 110
Construction 11 55
Transportation 7 35
Healthcare 5 25
Others 21 105 Informants by Job Title
Total 200 Percent
IT Budget Job Title Frequency IT Senior Executive 57 285
Range Frequency Percent Senior Executive 50 250
Less than $1 million 43 215 IT Senior Manager 18 9.0
$1 million - $5 million 70 350 Senior Manager 14 70
$5 million - $10 million 2 135 CEO 6 30
$10 million ~ $50 million 42 210 IT System Consultant 55 275
$50 million and more 18 90

measured using Cronbach alpha, composite fac-
tor reliability (CFR), and average variance ex-
tracted (AVE) (see <Table 2>).

All Cronbach’s alpha values are well above the
threshold of 0.70. Similarly, all CFR values are
well above the cut-off value of 0.70 and all AVE
values are well above the cut-off value of 0.50
[55], together providing support for the reliability
of the constructs. Moreover, we carried out con-

firmatory factor analysis (CFA) for establishing
the convergent and discriminant validity by esti-
mating the measurement model. The CFA factor
loadings, t-values and item R? were all consid-
ered (see <Table 4>). The software for the esti-
mation of the measurement model and the SEM
estimation of the research model was Mplus, de-
veloped by Muthén and Muthén[45]. Note that
in the CFA, for each construct one item is used

{Table 3) Reliability Measures for Model Constructs and Construct Correlation

Constructs Alpha CFR* AVE® Construct Correlation®
1 2 3 4
1. Level of Core Competency(LCC) 0.88 031 0.67 0.82
2. Maturity of I'T Outsourcing Task(MOT) 0.87 0.89 0.63 067 0.79
3. Maturity of IT Outsourcing Management(MOM) 0.83 091 0.72 021 029 085
4. Unit Performance(PER) 0.81 0.89 0.72 037 048 030 085

Z) * Composite factor reliability
- square root of AVE

® Average variance extracted

¢ Value on the diagonal represents the
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{Table 4) Confirmatory Factor Analysis : Measurement Model

Constructs Items Loading t-value R

Level of Core Competency (LCC) LCCL 0.89 13.66 057
LCC2 097 13.66 0.61

LCC3 0.89 13.04 0.60

LCC4 1.00 0.00 0.61

LCCS 0.88 1092 053

Maturity of IT Qutsourcing Management (MOM) MOM1 084 1271 075
MOM2 1.00 0.00 0.76

MOM3 085 17.06 0.5

MOMA4 0.76 8% 0.46

MOMb 0.82 12.01 0.70

Maturity of IT Outsourcing Task (MOT) MOT1 0.98 1623 058
MOT2 1.00 0.00 049

MOT3 090 12.76 058

MOT4 077 1034 064

Unit Performance (PER) PER1 1.00 0.00 064
PER2 0.86 10.04 0.40

PER3 087 10.82 043

as a reference with factor loading equal to 1,
while the loadings of the other items are com-
puted using that reference item. The high values
for factor loadings support convergent validity
for the constructs. Furthermore, the t-values for
factor loadings of manifest variables were well
above 2, supporting the statistical significance of
factor loadings [45]. Moreover, the high R? values
for the indicators support the assertion that the
indicators are good measures for the current
construct.

Discriminant validity was checked by looking at
the square root of the AVE for each construct and
the correlation values of the construct with other
constructs [18]. The square root of the AVE for
each construct is greater than the correlation values
of the construct with other constructs, providing
evidence for the discriminant validity of constructs
in the model (see <Table 3>). Furthermore, we as-

sessed discriminant validity by comparing the orig-

inal measurement model (CFA) with seven latent
variables against other measurement models with
seven constructs, which included every possible
combination of collapsing two constructs into one
[20]. Since combining any three latent variables
adds three degrees of freedom to the model, the
Chi-square of the original measurement model
(CFA) should be greater than at least 11.34 (p =
0.01). Here, all differences are above 141.88 (The
summary table containing these results is also
available upon request). Therefore, the chi-square
value in the original CFA was significantly better
than the reduced measurement modets and the dis-

criminant validity criterion is met.

4.4Structural Model Test

The estimation results of the research includ-
ing the estimated model parameters, their t-val-

ues, and R? values for constructs are shown in
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(Figure 2] The Estimated Model

[Figure 2] below.

The normed chi-square was 1.56, which is de-
sirably below the cut-off value of 3.0 [33].
RMSEA, CFI, and TLI were 0.052, 0.96, and 0.95
respectively ; indicating a relatively satisfactory
model fit (5, 29, 33]. GFI was 0.89, above the rec-
ommended threshold, and AGFI was 0.87, also
above the cut-off value of 0.80 or 090 [21]. These
results suggest the measurement model ad-
equately fits the data. In addition, we inves-
tigated the standardized RMR (SRMR) as an in-
dex for badness—of-fit. The SRMR for the meas-
urement model was 0.053, well below the sug-
gested threshold of 0.10, providing support for
the model fit (Byrne 1998)[29].

The results show that, as hypothesized in H2a
and H3, the maturity of outsourced tasks and
maturity of outsourcing management significan—
tly affect IT outsourcing unit performance (t-val-
ues well above 2). In addition, as hypothesized
in Hlb and c, the level of core-competency-

based management has a statistically significant
impact on the maturity of outsourced tasks and
the maturity of outsourcing management (t-val-
ues 2.31 and 7.17, respectively). The maturity of
IT outsourcing tasks turns out to positively in-
fluence the maturity of IT outsourcing manage-
ment with t-value of 2.11. The high regression
coefficient values for the maturity of outsourcing
management (R?=047) and IT outsourcing per-
formance (R® = 0.38) indicate that the model has
a reasonable explanatory power for IT out-
sourcing project performance.

5. Discussion and Concluding
Remarks

Based on process innovation and core-com-
petency theories, this research developed a fra-
mework for IT outsourcing success, the IT Out-
sourcing Management Method. The three sig-
nificant components of the ITOMM are : level



of core—competency-based management, ma-

turity of outsourced tasks, and maturity of out-
sourcing management. Higher levels of the
ITOMM components were expected to, and did,
result in higher IT outsourcing project perfor-
mance. Maturity of outsourced tasks and ma-
turity of outsourcing management were found to
affect the project performance directly. This re-
sult indicates that as firms outsource a greater
level of tasks that do not comprise core com-
petencies and develop a heterogeneous, effective
control mechanism; they can make their IT out-
sourcing projects successful.

Interestingly, the level of core-competency—
based management doesn’t directly affect the
outsourcing project performance but indirectly
affects it through its effect on the other two
ITOMM components, maturity of outsourced
tasks and maturity of outsourcing management.
This result appears to be against the resource-
based-perspective argument on the source of
sustainable competitive advantage [4, 24, 48] and
may be regarded as one of the studies where the
effect of competence on performance varies
across contexts (Rumelt 1994). However, con-
sidering core-competency-based management
affects the scope and depth of the outsourced
tasks as well as the maturity of outsourcing
management, it is natural to assume that the lev-
el of core-competency-based management is
critical to the performance of IT outsourcing
projects. If a firm can identify and manage its
core competencies, it knows what kind of con-
tract management, performance management,
and knowledge sharing expertise is related to its
primary work ; what tasks should be outsourced
because they fall outside the firm's core com-

petencies; and what the best mechanism for a
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specific outsourcing project would be. Aithough
all the knowledge about the outsourced tasks and
their controlling mechanism can not be precisely
predefined and should be structured over time,
the identification of those areas in a firm that uti-
lizes core-competency-based management is
very important for the successful implementation
of the outsourcing process [49].

In sum, the results indicate that firms employ—
ing a high level of core-competency-based man-
agement tend to successfully outsource even
complex and strategically important tasks by de-
veloping heterogeneous outsourcing manage-
ment systems. In turn, firms that have well-de-
veloped outsourcing control mechanisms and
outsource tasks at a point of greater maturity
experience higher performance in IT outsourcing
projects.

This study has theoretical implications. It
provides a significant and straightforward con-
ceptual model for explaining the performance of
IT outsourcing projects from the viewpoint of
core-competency-based management and proc-
ess innovation. This study could be easily ex-
tended to the relationship or alignment quality of
outsourcing vendor and client organizations by
including the evaluation of vendor-side core-
competency issues [61]. Furthermore, the pro-
posed model could be a basis for developing a
full-scale model of performance factors such as
IT outsourcing satisfaction and outsourcing
decision.

This study also has significant implication for
practitioners. Our model contributes to the man-
agers understanding of the role of core com-
petencies in improving the performance of their
IT outsourcing project. By focusing on the con-

cepts of process innovation and core competency,



this study allows practitioners and researchers
1o look into their outsourcing practices from an
angle that emphasizes, on a very practical level,
what should be done when the firm decides to
outsource its IT needs. In addition, the findings
of this study provide some ideas with regard to
the action a firm can take when it confronts a
process innovation, whether IT outsourcing or
otherwise, with weak appropriability.
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