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The Effect of IT Service Outsourcing Project Risks
on the Intention of Purchasing Real Options
based on Transaction Cost Theory*
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SeungHyeon Nam**, JoongHo Ahn***, Hee-Dong Yang

IS outsourcing has an important meaning to the Korean SME’s (Small and Medium Enterprises) which want
to use the IS Services. The objective of this research is to manage IT risks occurred during IS outsourcing
project process. This study tries to identify these risks using real option methodology.

In order to perform this objective, this study set up the research model which is composed of two main
concepts. The first one is the risk factors occurred during IS outsourcing project process: User’s Risks, Supplier’s
Risks and Transaction’s Risks. All of these risks are based on Transaction Cost Theory. The second one is the
infention to get (or buy) Real Options to manage the risks. In the research model, two types of real option
are included. option to abandon (put option) and option to defer (call option). This study uses questionnaires
and statistics methodology (PLS) to analyze the hypotheses proposed in the research model.

Compared with prior studies, this study is different in two ways.

First, this study restricts the range of [T risks. Prior researches of IT Risk management in MIS area cover
various range of [T risks, but this study focuses on the Korean SME's [T outsourcing risks on the basis of Transaction
Cost Theory. This study tfests the relationship between the risks and real option types.

Second, this study tries to test the moderating effect of user’s risks and supplier’s risks on the relationship
between fransaction’s risks and real option types. In T outsourcing research area, almost studies focus on
the direct relationships between T risks and outsourcing success. But in redlity, the co-relationship among
IT risks may occur,

There are some findings according to the research analysis.

First, risks related with user’s risks have strong causal relationships with the infenfion fo get option to abandon
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(put) and option to defer. But risks related with supplier’s risks have causal relationships only with option
to abandon (put).

Second, user’s risks and supplier’s risks have no moderating effect on the relationship between fransaction’s
risks and real option types.

According to the research results, this research have some important and inferesting implications on the
IS outsourcing business areq.

First, this study identfifies the effective types of real option to minimize the risks occurred during the [T
oufsourcing projects. So IS outsourcing service users can manage (or minimize) effectively the risks, which
occurred during outsourcing projects, using real opfions.

Second, real option gives benefits fo suppliers and users at the same time (i.e., win-win strategies between
IS outsourcing service providers and users). Vendors (IS oufsourcing service providers) can offer users the
real options which can minimize the occurrence of risks in fime. "IN TIME" means that before the IS outsourcing
project starts, vendors can offer users the opportunity to buy real options in appropriate prices to manage
the possibility of the risks of IS outsourcing project. And users also have chance to minimize the [T outsourcing
risks occurred during the project process using real options.
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2005: Park et al, 2004: Lim, 2009]. &, ITA{H] X
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2.1 IT Service Outsourcing Risks

2.1.1 IT Service Outsourcing s1&H 4!
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212 IT OFRAAl 2|50 Cist o|2A ufA

93 AefHlg o] 2(Transaction Cost Theory)
7} th2]Ql ©]&2(Agency Theory)dll o]Z231 7]
WS T QU A RIEel Y B E 7
A 719 T A7 o] Fo4A 7] SsiM= A
7F A™sh] f3 ARIF @ FE =, o] ARE
ded BAE= HE F, AgHEe 277t ﬂ
Aol AAtRE At 2o AgulE

el A, =4 3 A 5 AN —Li‘ﬂ’\c’ﬂ
AA dAsks 4o HgowmA Azt A

]IN

28] /A& WEstA 2dARs7] olee W F=2
LAz 5, Asht Aulze 7S 2457
AaiME AE7F AY L At AE, aEan

ojg| gt Aok F3Pol BE=
Aefulgo] A8

ol gk Azfn]-§-2] AL 1zke Alghe e
’d(bounded rationality)= A|FxAS=Z 7A A
QE} Azl dste= A BAAIE Aot B4
H EE AR o F o gleEE Aoks AAT
o Fgulgo] BT Futel glar, Aok A &
e AT HE A HASHA "ok o] A H
A rlgo| &M= AE e B84 37
A7) AstE el sty fFEEe)oR
st FAH 0T WA He= Afulgo=
A AFrEE-0] 4 (asset specificity), AHE EHR
£ 3+ (uncertainty), 72| %1% (frequency of
transaction) 5= 93k ATHWilliamson, 1985].
weba AghE S BAg Aol I g At
2 AfBA A A AHEAE ol E s AHlE-S T}
S8 3 HAsA7)71E dsiA =W, AL
< oJ%2A sid 7“\}‘] 7IAY e HASAZ
_]

Ak vl g0z A

—~

B AT ThRE A TS o}y AW o}gad TAEg S3she AHe4
<IE 1> FEY I ITHME|A A[ZF FO[(EHe: A

ST 200613 20074 20083 20094 2010
[ToF$-2 4,834 4,892 4,995 5,150 5,189
SI 3,615 3,979 4,093 4,014 4,083
ITAAH 140 500 550 475 530
71} 134 142 151 137 144
9,023 9,513 9,789 9,776 9,946
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o oAtAA Y T AdvIEo] "ok

3h, Agfulg o]29 Kol oz A gl
oj2o] TA&st=t, tElQl olEeM= e #
AR ste] TAs= theQl vlgo] FR3F ol
ojtt. the] BA™ £ (principal)©] ] % (agent)
oA LR AbEA A At o]
s 9t od JFE FH}EE st A
°oFd #AE ov|gttHFama, 1980]. o}-47) <]
%! H 2 FFA7E gEde gz a (AL

2 wol Bl E2AES 45 ®
o, ol FFAL L8R 2 Anel 2T
(information asymmetry) S 2 13}o] tg]¢l H]
o] BASA B BA). o A ob%
&4 ZEAES 8t she AFAE W
Q) W §L omA HH Zol AU EE A8
4 g s AYA AR a3 ALEA dd
|5=0] ®Y{Holmstrom, 1979].
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2.1.3 IT Service Outsourcing Risk

E Yehlrg YEZZL /X9 HEAe=R
AL Aost7|E FrHLevine, 2000].

ITEZ]_ 4;}4}159]. _,/}Eﬂo]_cq ‘14640 go_{[z %
RO R O D e

of

%]
st 4= 9JtHLevin and Schneider, 1997]. &, 9
< 5 WA Thee ket v ek A e
Folgta Y + Ak AgulgolE o
Ao|E& EF oY 7HA] {39 nighaehA] &
2 “33H(undesirable outcomes)S A A3t ATt
0], AYRIE o] 2SN, AL F
%:@L/\Uﬂ Z3kH) & %*ﬁ %xﬂ =0

=1

Bahli and Rivard[2005]+= ITo} 70:
ZAEE £ v Ty 7153 9
&3 tielQl 0|85 VIvtew E}Q <¥F 259} 2
of Ad, AHgA % FEA A A2 BF
s

QiHoz YL olm BP A BHH
e BATFSAEE orlsith 9Ee EY, 22 A=ZM(Real Option)Z} IT Service
7AAIE}, 49T, st 5 o] okl de & Outsourcing Risk
5L =), olE 7 EotllA orlsh= A
o e 23N etk A 5o ARA 28 TN okl TRAES A9F) B
AM= A Exo] g T EFHA) T2 oA D A 2ga Ak #HAste] oy T}
2 992 AAgT B WAE Aue 271 A f39) APl WA H(<E 2> B)
< 2> Bahli and Rivardl2005]e| #gl=¢el &/
Soas 92 89
* Z2H5-0] A (Asset Specificity)
Al « & 49] FFAKSmall number of Suppliers)
(Transaction) %E}Q 8(Uncertainty)
5 2 95 #7)/d(Relatedness(Internal, External))
. —f—;ﬁgl i (Measurement Problems)
A&} < IT% HEA 4% (Degree of IT Expertise with the IT Operation)
(Client) c oA HEA 7T (Degree of IT Expertise with Outsourcing)
T2t < [T AEA T (Degree of IT Expertise with the IT Operation)
(Supplier) s OF2A) HEA G (Degree of IT Expertise with Outsourcing)
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AGAEAE AEERE HAFORA o5 9
A o a3H o= AT + Ut Benaroch
and Kauffman, 2000; Benaroch, 2002].

221 A=ZM(Real Option=
X =2HE JIR|E I}

Aoz AF EoflA de] &
DCF(Discounted Cash Flow) ¥+ NPV(Net Pre-
sent Value)& &7gsto] AHE-Ea1 Q)tHKeen, 1981].
a2y I 7ER7E ARl Ao g MY Tk
gt S8l gk DCF, NPVet= 22| A4 7¢
28] A o] oy d=Ate] 4% NPVRte 2
= A3 A G7Lel $A7E v wEkA ITF
AZ2AE] 7S Hrbete E T e
AEF4A % (Real Option Approach)©] F-4
SPA SI9ich B HE Fgol BT 3ol
A frRe ZRAES 2 AEAS R
SAGE A9 e Hosk] ekl 24 7 1
¢tell st FaE FhE F Ue A= 49
& Qdth AEEA HIHE AT wokllA e
g8 de = 5

Scholes =3

1
L
o

=

AEFALS Myers[1977]9 &t A5 At
HRoH AFEor] FEHAS FE RS
1990 d] o] % ITFAIZZ A E 9] 7} & 37}
ste d 9] &&57] AAsIAth 2719 A+
A= T2 WA 77 NPVl

Hlste] dEFAde A8 A9 F 8 dde
e 21 F ke AHES FHske

25
o] BroA] Atk S, A=A g 7}
B7pdwo]l NPVel Hlste A5 714
I A= HE FZ3F HSantos, 1991; Kumar,
1996; Taudes, 1998; Taudes ef al, 2000; Benaroch
and Kauffman, 2000]. Santos[1991]9} Kumar[1996]

= AE FAHIHS AAHE8 Y 654 (manage-
rial flexibility)& ITFAZZAEo] FIFA|ZHC
24 NPVl rlgte 98 AR 7S
Agetha F=33A T Taudes[1998]2} Taudes
et al[2000] 2ZEd o] At Z2AE U3}
of AEFAHTHE ol &3ty [TFAZZAHE 9
ZFAloll tigt H71E 4383}tk Benaroch and
Kauffman[2000]-& ¥7] 24 ZZAE AL E o]-&
st ITREAZZAE 3t 7kX] 37} 7o =2
A AEsARTEl B % A8t

e 4B =ed g

R =
B35 AT 5244 (uncertainty)oll 25

Al

S B3] olgd BHAANE A= ot
a1, o] EFAAS HAEaAS ol&dte] oA
afFom FAT F et 2o B0
# ltBenaroch, 2002; Benaroch et al, 2006].
Benaroch[2002] ¢} Benaroch et al[2006]<= ITFA}
ZZAE FYPA WAsts EGAES 7Y A3
(Firm-specific risk), 7% ¢ 3 (competition risk),
A9 & (market risk) T2 EF3taL o] H3
94 AEFA 1 AHBAE FHEEIATH

a4 THE AYEY A7]54(Option to
Defer), ©3 34 (Option to Explore), THA&4
(Option to Stage), 2H++41(Option to Expand),
254 (Option to Contract), % 2H31(Option
to Switch), 7] (Option to Abandon) 5©]
AtHBenaroch et al, 2006]. o247 AleFS T3
ITFA Z2AES F3 v ofw gt s}l A]
olg v AH&S=A ZElal olo] #HE 9
ds AHEY g3 2o

A 71554 (Defer) AHEAH(719 9] AHE G A}
7F FAE A g e dgE Uil §4
ojtt. o] FAE 7HA Ul k= AP(e] wAL
2 FAsA sk A1) WA A, a9
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Benaroch and Kauffman, 2000].

=3 &4 (Explore)& AHEAE HRA2H] =
UAl BAsh= Aol Bgsty] fste] 9]
(Pilot)ol U} ZZEE}Q](Prototype) S 248 AT
& Uehll= sA40Ith o] $A4S 7HA A sh=
AZ(e] FAE FALA st A7) ST
xM 9 4 7564, &E‘d dRIle A, 4

and Kulatllaka, 2000: Kambil ef al, 1993].

G {4 (Stage) & ITFAZZAE £33 F 7]
&4 olH g, AR BASE A2 724
o) BAZ WA= 9dd) thate], AFEA} =
AE 23S A =3} T} %]xq z7AL

Y

o oM oo 5 N o
fr ¢ Ht Jo 2 no
i

AT 4+ o

Ao AF BES UA EYUTE o] Fo AlZH

sE° wet dAFCRE 37 RES EY

dgE 1 Utk dE S0, ERPY B¢
ERPE T3t= 2& TolA 37 #4d ZES
HA =4 AFol FrHH R I, AL T
9 F7F BEES Yt A7 Ak o] 54
= 7HA A sk A3 (o] s E FAstaA}
st AR)e AR H 2HF27 AR, B
59 A 9 ARRAY #/AY 53 #dd
AEE = 4 A Benaroch, 2002].

34 A 284 (Expand Contract)> ITF A=
ZAE £33 = AL Z2AES] FRE F
gAY 248 5 g FEs YyeEhs ¢4

i

i

(i,
)
o
2
of _E‘
> 9
ol ]II-O
B
2 o
LI

%2

ol
Ry )

[Kulatilaka ef al, 1999].

283 M (Switch)> [TFAZZAE 3 F
AHEAE B9 ol e I F /‘V\Ed% o
Alste] A3e] Mulzag A#S 4= Qe AYE

N

el gAelth o $4E 714 U B 9
A FHoZ BALRA e AP A
Aul27E A AL A BT 99 Fe
Qo) Tzee] MEY 5% 2L AFL 5 5

U THBraautigam ef al, 2003].
¥ 7] ¥4 (Abandon)2 AH&A7} ITAH| 2 o}
2ae Fo AL e MHIAE FF

AgEA b ARE Y AT Al

2o U Bk, ofY] & 2 YA
o B ToE Q1% AFel EAL BF ©f
A% f8s AaA717] fste] ITMEI S £74
M FEske AEE vtk o, ITAH
& EFAAE MRSk AR 719l Z71EA
< PR AL @A ARF ITMRIAE
FHet, ol AT = gl AR MRS A
HlaR o] Aes onjshs A8 FA41(Switch)=
YA 5 SE G s T

23 IT Service Outsourcing Risket &
=3M(Real Option)zte| ZHA|

= 5 4 Ak
S A99h B Aol THEA $249 o JhH 0 2 TS} ZRAES 9124 (Insour-
AS 7z} sy E 243 JpsAo] EAEE cing)?} ©o}-44(Outsourcing) 2.2 UFo 2o}
2 o] AL BAA B Qolth B2 §A% W ARYASte] A Fao] TN 2E 9%
g gHe A= wvE R, AYdel ol sk f3(): ERPEFAY AL)e] ITAH 2 of
Aokog <ot £RATY BAH A F& 22N ITREA ZRAES] 553 Aoz
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g+ Ak

w2} A Benaroch ef al[2006]2] Aol A2
HITHES & ATolA BFarat sh= ITAH
2 0}9-a AP (<E 2> X)) Wl Yo

<i 3>° AAZ A
231 ALK} 2I&l(User’s Risks)

ITHHAE olxa/ddle ASTS AAstaxt
ke B¢ ARARE A 27141 7@ e Afel A4
A Btk A HAle = A QA Aul2 2 ¢
AR HEE Q) ITS 34 (Expertise)
Adeln, F HAle oA Aok #elot &
e AP oA HEA (Expertise) 913 ol
[Bahli and Rivard, 2005].

dutF o g A& (Expertise)oll g AR 2

7lE e A7
and Venkatraman[2002]= Aol Hojd
AFs FEAH7] At FHolH S}
Aag AT & I 7199 sE€oz A9
ki ik 2 EE IT ARgol oA HEA
ANE 5783817] A= AHEAZE A AL

71e FEolv AHEY A 9 ALES #A

=
4 5 3% 327} 9

O

[King and Xia,

3
A TERAEe Z2ad)d) e tg 44,
g pEezioz Yot Aea
29

o fgt 2 #52 w2 Hl

<E 3> [To}Rad fdeeln 4234 w2t 24
Bahli and Rivard[2005] Benaroch et al[2006]
A B Q o &
_ﬂ-?ﬁogo_:]‘ %_3‘:]"9_?4 EEH}\\? T o
A7 | eA | 7 | F4 | 2| HdE
AREAE IF | IT A2A |ITad BRo3 7e/4d9 A= A AP | + | + | + | +
. L R AR Anse] mFe] B
FaA 918 | 38 59 2 o3l WA= 99 + + + + +
[T FRE 9% dlzele] $Eow g3t
N 3 + |+ +
of TAs= A9
Azt Bol4
ITZ2AE v i) 23tz Qlste] ¥
A= LT
Fast e 298 4T SAse A9 | + AR
Azl dat 7ee] BUA = B A% | L |,
o] HAs AL W EEE A
Ad A7 B34 | Al7)Ee Qo Qlste] ALg F91 ofZelA + +
o o] AbgE FF5 4ol 2 A% BATE 913
JHl A ol 1l 3lQ o %2 9)g] IS
A1 =91 9 Bg0] A2 Qlste] WS N
= 99
WA |24 89 347 99 Aoz Qe A9 | + §
go  |TE® AZDAL Astel WASE A9 :
n - .
wayg | ZEAES TR YR DAY BEoz < . . .
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