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Risks and Network Effect upon Cloud ERP Investments:
Real Options Approach

Seunghyeon Nam' - Taecha Kim

Abstract

We propose network effects upon the investment decision of cloud-based ERP. Using the survey da-
ta collected from 82 companies in 2015, we examine whether IT managers have an intention to adopt
real options in order to manage the risk of cloud-based ERP investments and how the network effects
influence upon the intention to adopt real options.

Based on prior literature, we propose a research model with 4 hypotheses. We find partial support
of the hypotheses from the empirical analysis: technological risks has a positive impact upon the adop-
tion of real options such as defer, contract, and abandon. In contrast, we find no significant impact
of security risks upon real options. We validate positive network effects upon the adoption of real op-
tions such as defer, contract, and abandon.

This work empirically find that IT managers in Korean middle and small sized firms have an in-
tention to adopt real options when the managers realize economic, technological, and relationship risks

and when they expect network effects.

Keywords: Cloud ERP, Network Effect, Real Options, Empirical Study
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