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ABSTRACT

Among the broad range of outsourcing offerings, netsourcing presents an emerging opportunity in the e-business
context. Netsourcing allows companies to selectively source software applications from external providers via the Internet.
External providers claim cost advantages over in-house development and operations of software applications. Several re-
search streams on strategy however list a number of arguments from different angles against outsourcing.

We apply a research framework based on two theoretical approaches, strategic management and transaction cost
economics, which both have prominently been applied to full IT outsourcing. Surveying the 500 largest companies nation-
wide, we find an application's competitive relevance, strategic vulnerability, technical specificity, human capital specificity,
transaction frequency, and transaction uncertainty to impact a company's decision for or against netsourcing. We conclude
with lessons learned, their managerial implications and some topics for further research.

Keywords: Netsourcing Decision, Selective Outsourcing, Strategic Management, Transaction Cost

INTRODUCTION

Since the beginning of e-business the complexity
of and investment in Information Technology (IT) has
increased remarkably. Straub and Watson [40, pp.338]
state that the "net-enabled organization (NEO) coordi-
nates activities and interacts with its stakeholders through
the exchange of messages over electronic networks". Both
arguments together lead the way to the emerging e-
business trend of netsourcing. Kern et al. [23, pp.1] refer
to netsourcing as "the practice of renting or 'paying as you
use' access to centrally managed business applications,

made available to multiple users from a shared facility
over the Internet or other networks via browser-enabled
devices". Thereby, netsourcing can be classified as one
specific outsourcing subset in the e-business era [8, 11].

Information systems (IS) outsourcing issues have
been addressed by many researchers [e.g., 1, 12, 28].
However, not only in the direct aftermath of the famous
Kodak outsourcing deal [31], much of that research
stresses full outsourcing of entire departments [e.g., 2, 5,
19, 37, 39, 44].

In the fragmented palette of outsourcing offer-
ings, selective outsourcing refers to outsourcing of indi-
vidual IS functions (e.g., maintenance, hosting) or indi-
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vidual IS dominated business processes. Following Dav-
enport [9, pp.5], business processes are "the specific or-
dering of work activities across time and space, with a
beginning, an end, and clearly identified inputs and out-
puts". Such business processes, comprising major IS ele-
ments, are Supply Chain Management (SCM) or Customer
Relationship Management (CRM). Similarly relevant are
IS applications such as payroll or human resource man-
agement [26, 27, 44].

The advent of Application Service Provision
(ASP) illustrated an initial netsourcing business model. It
offered the opportunity to externally source selected soft-
ware applications via the Internet, e.g., e€CRM, including
their development, hosting, and maintenance [38]. Kern et
al. [23] explain netsourcing as a concept subsuming sev-
eral service provision business models such as application
service provision (ASP), operations service providers and
solution service providers. Reaching beyond ASPs, net-
sourcing includes more modular service provision enabled
by recent technological developments.

Two recent technological developments, web
services and middleware, have fostered IT modularity and
interoperability. Both are necessary for making more
modular netsourcing technically feasible, as they allow for
selecting services such as databases and application mod-
ules from several providers, with the goal of providing
one integrated solution [15].

But technical feasibility alone does not justify
netsourcing, as netsourcing also has a strategic component
to it. Drucker [14] differentiates strategic issues as either
efficiency or effectiveness issues, i.e., doing things right
versus doing the right things. Applying Drucker's catchy
phrase to IS Melville et al. [33] pose the question whether
"the IT resource [is] associated with improved operational
efficiencies or competitive advantage". We further detail
this question and ask whether the same determinants that
were found to be relevant for full outsourcing also apply
to netsourcing.

The effectiveness perspective of strategy has of-
ten been discussed in strategic management literature. In
this context, outsourcing opportunities confront compa-
nies with hurdles resulting from diversity and heterogene-
ity in their IT departments [12]. Both, individual software
applications and even entire business processes dominated
by IS, such as CRM and SCM, offer strategic value to the
sourcing company and present a source of competitive
advantage [20, 36].

The efficiency perspective of strategy has often
been associated with transaction cost economics. Tradi-
tionally potential outsourcing advantages have been de-
scribed as production cost savings due to economies of
scale on the supplier side [6]. Transaction costs, however,

may countervail production cost savings and thereby en-
danger a cost saving effect on the client side [45, 46].
Those arguments have frequently been raised
with regard to outsourcing complete IT departments. We
consider them equally relevant to netsourcing decisions,
even though, the degree of outsourcing and the granularity
of outsourced application modules might change the im-
plications of strategic and economic arguments in the
sourcing decision calculus. We aim at investigating
whether the strategic value of software applications and
transaction costs are determinants of efficiency and effec-
tiveness of the netsourcing decision. We apply a research
framework of netsourcing [30] with seven variables de-
rived from the literature on strategic management and
transaction cost economics. Data was gathered in a 2004
survey among the largest 500 companies nationwide.

TOWARDS A NETSOURCING
RESEARCH FRAMEWORK

The Netsourcing Decision

The central construct of our netsourcing research
framework (see Figure 1) is the netsourcing decision. As
elaborated above, we consider netsourcing as selectively
sourcing software applications via the Internet from exter-
nal service providers [23] and choose the netsourcing de-
cision as dependent variable. Thus we assume that com-
panies only netsource, if they anticipate an economically
positive outcome. Based on this, we can abstract the net-
sourcing decision from outcome measures such as a per-
formance or success constructs [e.g., 10, 33, 43]. How-
ever, ex ante, outcome measures can only be estimated.
Only ex post - following implementation - can outcomes
eventually be collected as data.

We investigate determinants regarding their per-
ceived suitability and applicability for practitioners in
supporting netsourcing decisions prior to outcome meas-
ures being available. Thus, we do not intend to justify a
netsourcing decision ex-post by measuring performance
advantages or disadvantages. Ex-post analysis implies two
major threats: First, judgments of possible determinants
could be biased. Misjudgments could present an ex-post
justification for poor decision making. Second, available
performance measures are global and not restricted to
assessments of single applications.
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Netsourcing Determinants and Hypotheses
Development

As independent variables, we propose determi-
nants based on two research streams, strategic manage-
ment and transaction cost economics. From the strategic
management literature, we select two determinants of stra-
tegic value which is a source of competitive advantage.
From transaction cost economics, we draw determinants
of the production cost versus transaction cost tradeoff.
Both research streams have already been applied to and
validated for full outsourcing [e.g., 2, 4, 17, 19, 35].
Compared to full outsourcing, those arguments are hy-
pothesized to have a different impact on netsourcing.
Concerning full outsourcing, strategic risks and transac-
tion costs caused by a few critical applications could out-
weigh the cost savings and flexibility gained from the ma-
jority of outsourced applications. Netsourcing in contrast
is assessed based on an application's individual net effect.
This means every application or application module with a
positive net effect would need to be selectively out-
sourced. All seven independent variables and the respec-
tive hypotheses are illustrated in Figure 1.

Figure 1: Independent Variables and Hypotheses
related to Netsourcing

\ Competitive relevance }Ll)

| Strategic vulnerability }i)

\ Technological specificity }i’

\ Site specificity )L“’ Netsourcing decision
|

|

|
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Transaction frequency }i’
Transaction uncertainty }i’

Strategic management literature conveys that a
few distinct capabilities differentiate companies from
competitors [16, 18, 22]. Such capabilities could be, for
instance, management of customer data or management of
supply chain partners. Software applications potentially
contain such capabilities and thereby differentiate compa-
nies from competitors. However, the strategic relevance
differs among software applications. While some applica-
tions are considered to be a commodity, others such as
ERP software are attributed a competitive relevance. Stra-
tegically relevant applications may vary from organization
to organization. Companies do not replace strategically
relevant software applications with standardized off-the-
shelve applications offered by external providers with a

one-to-many business model [20, 44]. Different from full
outsourcing opportunities, netsourcing offers companies
the opportunity to take advantage of some outsourcing
despite strategic relevance in selected applications.

HI: Software applications of companies that
netsource have significantly less com-
petitive relevance than those that do not
netsource.

A competitive advantage may also originate in a
distinct capability that drives an entire business process
such as SCM or CRM. A competitive advantage in a busi-
ness process often results from collaboration across sev-
eral company departments. Selectively outsourcing one
element of such a business process, i.e., one software ap-
plication, may risk the outcome of the entire process [20,
21, 31]. The software application causes strategic vulner-
ability. With full outsourcing, vulnerability - caused by
any software application - entirely excludes a company
from taking advantage of outsourcing advantages. With
netsourcing, in contrast, a company can differentiate be-
tween applications and benefit from outsourcing those
selected applications which do not cause vulnerability.

H2: Software applications of companies that
netsource expose the company to sig-
nificantly more strategic vulnerability
than those of companies that do not net-
source.

The cost perspective also plays a role in net-
sourcing. Production costs are generally assumed to de-
crease due to outsourcing induced economies of scale on
the supply side [23, 25]. Transaction costs arise as a result
of finding, managing, and controlling external service
providers [3]. An organization will favor outsourcing if
the production cost savings outweigh the transaction cost
induced expenses [2]. As the extent of transaction costs in
this trade-off is determined by certain transaction cost
drivers, we develop five hypotheses derived from those,
H3 to H7:

The software portfolio of a company contains
commoditized applications (e.g., mail client, spreadsheet
software) and customized ones (e.g., ERP software). In
transaction cost economics, asset customization and even
individualization are discussed under asset specificity
[24]. Within asset specificity, Williamson [47] distin-
guishes technical, human resource, and localization com-
ponents.

Externally, sourcing customized applications of-
fers some economies of scale from central hosting and
maintenance. However economies of scale play only a
minor role in developing customized applications if each
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individual application is either developed from scratch or
needs at least major customization work. Applications are
either developed upon request by external service provid-
ers, or they are developed in-house and then delivered to
the outsourcing company for service provision. We sub-
sume application customization under the term technical
specificity. Further, we hypothesize that technical
specificity has a negative influence on netsourcing [41].

H3: Software applications of companies that
netsource are significantly less custom-
ized than those of companies that do not
netsource.

Software applications can run either on a client
or a server. Server based applications are accessed re-
motely either via a specific client or via a common web
browser. Long distances may occur between client and
server. Network security, network reliability and network
control could cause a reasonable threat due to customer
site specificity and thus attribute negative net cost effects
to externally sourced applications [41]. Corresponding to
the heterogeneity of a company's software applications,
their negative cost effects vary. Netsourcing allows for
selectively outsourcing those applications whose outsourc-
ing benefits outweigh the net cost effects.

H4: Software applications of companies
that netsource are significantly less cus-
tomer site specific than those of compa-
nies that do not netsource.

A company's IT department acquires, trains, and
holds specific human capital [34, 41] for developing and
maintaining software applications. Especially for devel-
opment purposes, the staff accumulates process know-how
beyond general IT knowledge. In case such specific hu-
man capital is required for software development and
maintenance, netsourcing may be denied [12].

H5: Software applications of companies that
netsource require significantly less spe-
cific human capital than those of com-
panies that do not netsource.

Especially when netsourced, the transaction fre-
quency with regard to software applications results from
the frequency of adaptations made to the software or its
underlying contracts. Software adaptations, however, do
not only result from the application specifications, but
also from overall business process adaptations. Conse-
quently, companies may decide not to netsource applica-

tions with a high transaction frequency owing to business
process adaptations [35].

H6: Business processes of companies that
netsource show significantly less need
for adaptations than processes of those
that do not netsource.

Governing development, hosting, and mainte-
nance externally adds costs due to transaction uncertainty
when no direct control is possible [24, 35]. Such indirect
performance measurement may exert prohibitively high
costs. For those reasons, netsourcing may depend on the
level of transaction uncertainty [4].

H7: Software applications of companies that
netsource inherit  significantly less
transaction uncertainty than applica-
tions of those that do not netsource.

METHODOLOGY

To test the seven hypotheses, we conducted a
survey on the 500 largest companies nationwide based on
total sales. From the alphabetical list of 500, we system-
atically drew a sample [7] of 333 companies by choosing
one of the first three from the alphabetical list by lot and
successively picking further entrants with an interval of
three. This resulted in 167 sample entrants. The procedure
was then reiterated drawing further entrants with an inter-
val of two from the remaining list. From those 333 com-
panies we eliminated 41 from the list due to a shared IT
department with the parent company also included in the
sample. Furthermore, 54 companies were eliminated from
the list as they could not be contacted. We ended up with
238 companies for our survey research.

Within each of the 238 sample companies, we
contacted the Chief Information Officer or the IT manager
- whoever was in charge of IT decisions. We developed a
questionnaire, which contained one binary coded [yes = 0;
no = 1] question on the company's netsourcing activities
and seven statements, one for each independent variable.
As scale for assessing the statements, we used a 5 point
Likert scale. The questionnaires were sent out by mail or
fax and - if they did not answer within 21 days — also
called potential respondents by phone. The procedure
resulted in 88 replies which calculated to a response rate
of almost 37%.
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To assure the sample validity and to decrease the
risk of a non-respondent bias, we conducted a t-test com-
paring respondents with non-respondents. We compared
total sales and the number of employees of each company
[28, 42]. The underlying hypothesis was that there was a
difference of means. The absence of a non-respondent
bias could be assumed if a difference of means was indi-
cated to be insignificant (SIGT > 0.05).

We also chose a t-test for testing the research hy-
potheses. The t-test compares the means of two independ-
ent samples and calculates its significance. By separating
companies that netsourced from those that did not net-
source, we obtained two sufficiently independent sub-
samples.

Before proceeding, besides the independency of
samples, two assumptions of the t-test, normal distribution
within both samples and homoscedasticity had to be con-
firmed.

For measuring the approximation to a normal
distribution, we calculated a Shapiro-Wilk test (instead of
a Kolmogorov-Smirnov test) due to the relatively small
sample size. The assumption of a normal distribution is

confirmed if the Shapiro-Wilk W-statistic is close to 1 and
insignificant (SIGSW > 0.05).

We checked for homoscedasticity, i.e. for a simi-
lar variance among the distributed variable in both sam-
ples, by calculating differences of variances between the
sub-samples using the Levene's test. Homoscedasticity can
be assumed if the difference in variance is insignificant
(SIGL > 0.05).

Finally, we considered a research hypothesis to
be confirmed if the means of the two samples were sig-
nificantly different (SIGT < 0.10) and the direction of the
difference of means corresponded with the hypothesis.

RESULTS

As explained above, we divided the respondents
in two sub-samples, companies that netsourced and those
that did not netsource. Concerning the validity of our
sample, no non-respondent bias was discovered as the t-
statistic was insignificant for total sales (SIGT = 0.828 >
0.05) and number of employees (SIGT = 0.912 > 0.05).

Table 1: W-Statistic testing normal Distribution within Netsourcing Sub-Samples

Netsourcing (N=54)

No Netsourcing (N=34)

W Sig. W Sig.
Competitive relevance 0.867 0.000 0.891 0.003
Strategic vulnerability 0.902 0.000 0.881 0.001
Technical specificity 0.892 0.000 0.869 0.001
Site specificity 0.889 0.000 0.854 0.000
Human capital specificity 0.907 0.010 0.878 0.001
Transaction frequency 0.892 0.000 0.904 0.006
Transaction uncertainty 0.898 0.000 0.912 0.010

With regard to reliability of the method related to
our sample data, we checked the two assumptions of the t-
test, normal distribution and homoscedasticity, as de-
scribed in the methodology section. The Shapiro-Wilk W-
statistic showed values close to 1. The lowest W-value
within both sub-samples was W > 0.85. Even though
showing sufficient W-values, it was not insignificant (see
Table 1).

The Levene's test showed an insignificant F-
statistic for the relationship between each pair of factors
(see Table 2), indicating that there was no significant dif-
ference of variance between the companies that netsource
and those that do not.

The t-test of independent samples for checking
our seven research hypotheses are depicted in Table 3.

Concerning the strategic management determi-
nants, competitive relevance and strategic vulnerability,
the mean value was significantly lower for companies that
netsourced than for those that did not netsource (H1 and
H2 confirmed). The same held true for four out of five
transaction cost determinants. Technical specificity, hu-
man capital specificity, transaction frequency, and trans-
action uncertainty had significantly lower means for com-
panies that netsourcd compared to those that did not net-
source (H3, H5, H6, and H7 confirmed). However, tech-
nical specificity and transaction frequency showed lower
significance (SIGT < 0.10), i.e. a lower, but still accept-
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able explanatory power. Only site specificity did not show
any significantly lower mean for the netsourcing sub-

sample compared to the sub-sample that does not net-
source (H4 not confirmed).

Table 2: Homoscedasticity between Netsourcing Sub-Samples

Competitive relevance
Strategic vulnerability

Technical specificity

Site specificity

Human capital specificity
Transaction frequency
Transaction uncertainty

F Sig.
2.321 0.131
2.093 0.152
2.331 0.130
0.281 0.598
0.000 0.987
0.000 0.994
0.149 0.701

Table 3: T-Test on Difference of Means among Netsourcing Sub-Samples

Netsourcing Not Netsourcing
(N=54) (N=34)
Mean S.D. Mean S.D. T Hyp. Support

Competitive relevance 2.44 1.110 3.38 1.326  -3.577 *** HI Yes
Strategic vulnerability 2.65 1.067 3.53 1.237  -3.547 **x* H2 Yes
Technical specificity 2.54 1.224 3.03 1.507 -1.678 * H3 Yes
Site specificity 3.44 1.040 3.68 1.199  -0.960 H4 No
Human cap. specificity 3.00 1.213 3.53 1.187  -2.010** H5 Yes
Transaction frequency 3.04 1.009 341 0.988 -1.710%* H6 Yes
Transaction uncertainty 2.69 1.006 3.32 1.065  -2.833%%* H7 Yes
ok significant at Sig < 0.01 S.D. Standard Deviation

woE significant at Sig < 0.05 H Hypothesis

k

significant at Sig < 0.10

MAJOR FINDINGS

We found support for both strategic management
determinants and for four out of five transaction cost de-
terminants; they were identified as crucial to netsourcing.

What did we learn with regard to the strategic
management determinants?

Companies that netsourced ascribed the source of
competitive advantage within a process less to software
applications than those companies that did not netsource.
Similarly, companies that avoided netsourcing feared
more strategic vulnerability resulting from netsourcing
than those that netsourced. The threat of decreasing stra-
tegic value of software applications and the loss of com-
petitive advantage negatively influenced netsourcing.
Those findings validate the strategic management findings
from full IT outsourcing for netsourcing.

And what could we conclude regarding the
transaction cost determinants?

Journal of Information Technology Management Volume XVII, Number 3, 2006

Two out of three factors related to asset specific-
ity play a major role in netsourcing. Companies that net-
sourced tended to have less customized software applica-
tions and less specific development and maintenance
know-how than companies that did not netsource. How-
ever, companies with a need for especially skilled person-
nel and specifically customized software applications net-
sourced less. Site specificity, the remaining asset specific-
ity factor, however, seemed less relevant.

The location of the hosting site did not play a re-
straining role as determinant of netsourcing. This can be
explained by the distributed nature of corporate IT net-
works. Global companies that operate applications on
central servers and access the application with a client
from any place in the world, did not seem to regard the
hosting site as critical. However, our instrument did not
take into account the perceived distance caused by gov-
erning structures, an issue which is also considered rele-
vant when pondering netsourcing advantages.

The frequency of software and contract adapta-
tions and the cost associated with these adaptations played
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a role in the trade-off between production cost and trans-
action cost. In this context, we found that adaptations oc-
curred less frequently in companies that netsourced com-
pared to those that did not. Transaction uncertainty also
had an influence on transaction cost. Incorporating imper-
fect and costly control mechanisms it was found to be less
important to netsourcing companies compared to ones not
netsourcing.

Overall, transaction costs for searching, manag-
ing, and controlling the sourcing relationship may out-
weigh production cost savings of. The trade-off is deter-
mined by (1) the degree to which the software application
and the required personnel are company-specific, (2) the
necessary frequency of software adaptation as laid out in
the contract, and (3) the perceived level of uncertainty the
netsourcing relationship yields.

LESSONS LEARNED AND
MANAGERIAL IMPLICATIONS

Strategic value of a software application presents
a determinant to netsourcing. From a strategic manage-
ment perspective the application's suitability for netsourc-
ing can merely be determined by evaluating its strategic
value, but cannot be influenced by either party. This holds
several managerial implications:

Internal ranking of applications according to
their strategic value and comparing own applications to
ones operated by competitors (benchmarking) is needed.
If such an analysis yields either strategic relevance of an
application, or strategic vulnerability caused by an appli-
cation, or a combination of both, the application's strategic
value is established and caution about netsourcing seems
appropriate.

Netsourcing service providers should assist the
benchmarking process by providing the sourcing company
with industry data and consulting efforts.

Asset specificity as a whole has divergent effects
on netsourcing. On the one hand the requirement of com-
pany-specific process know-how and the presence of indi-
vidually developed and maintained software applications
both act as determinants of netsourcing. On the other hand
the hosting location does not serve as a good indicator for
netsourcing suitability; neither signals remote hosting ap-
propriateness, nor points in-house hosting at inappropri-
ateness of netsourcing. This holds the following implica-
tions for managers:

The need of company-specific know-how for de-
velopment or maintenance is not a matter of influence by
any party involved. So, besides identifying such applica-
tions, neither the sourcing company, nor the service pro-

vider can enhance the suitability of an application for net-
sourcing.

Service providers should be taken into considera-
tion regardless of their location. Netsourcing from off-
shore locations becomes attractive. Especially in the e-
business era, offerings from economically emerging re-
gions may offer production cost advantages which out-
weigh transaction costs.

Transaction frequency depicting adaptations to
an inter-organizational business process poses an impor-
tant transaction cost determinant. Therefore, a high fre-
quency of adaptations in the past should be an indicator to
reconsider netsourcing. Transaction frequency can coop-
eratively be influenced by both parties. For managers this
means:

Adaptations to applications and the underlying
service agreements should be designed and clearly out-
lined as standard processes at the initiation stage of the
project. Thus service providers and the netsourcing or-
ganization could avoid cost explosions due to non stan-
dardized adaptation procedures.

Transaction uncertainty, due to imperfect control
mechanisms, externally imposes an inhibiting influence on
netsourcing. While applications with easily measurable
results can be considered for netsourcing, those suffering
from complex and indirect measures ought to be handled
with care. Transaction uncertainty can be reduced if both
parties, i.e., the sourcing company and the service pro-
vider, cooperate. Specifically, this implies for the service
management:

Reporting tools and further cooperative control
mechanisms should be installed from the beginning of the
project.

Service agreements should contain incentive
structures that pay tribute to the uncertainty and help
avoid performance shortfalls due to moral hazard.

SUMMARY AND FURTHER
RESEARCH

Netsourcing, an IT outsourcing phenomenon of
the e-business era, describes selectively sourcing software
applications via the Internet. In our project, we investi-
gated whether the same determinants apply to netsourcing
as to full IT outsourcing. We applied a netsourcing re-
search framework with independent variables from strate-
gic management and transaction cost economics, both
dominant theoretical approaches to full IT outsourcing.
Then, we statistically analyzed data from a survey con-
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ducted among a sample of the 500 largest companies na-
tionwide.

We found determinants from strategic manage-
ment as contributing to a strategic value and four of five
determinants from transaction costs standing for an asset's
specificity as well as the uncertainty and frequency of a
transaction to be playing a major role in the netsourcing
decision.

Our research offers insights for practitioners
about relevant netsourcing determinants. Practitioners
could derive actions from those insights with the objective
to influence and alter parameter values of determinants
prior to netsourcing. It suggests to assess each application
individually and subsequently decide on its suitability for
selective outsourcing via the Internet depending on the
application's strategic value and the anticipated cost ef-
fects from netsourcing. Further, it holds the implication
that netsourcing to offshore locations is not detrimental
compared to in-house operation or on-shore outsourcing.

We only took a first step towards a comprehen-
sive netsourcing model. Our results may seem intuitive as
they are identical to full outsourcing findings. Neverthe-
less, the contribution of this paper lies in identifying rele-
vant determinants and establishing the direction of their
influence on netsourcing.

A larger sample that allows for additional statis-
tical analysis would further validate current intermediate
insights. Besides, surveying also small and medium-sized
companies (SMEs) should provide additional insights with
regard to personnel, resources, and other contextual fac-
tors.

Digging deeper into the theoretical basis of out-
sourcing could deliver additional determinants and ante-
cedents that add to the comprehensiveness of the netsourc-
ing model. Also, further exploring the measures of influ-
ence and possible interdependencies of the determinants
enhances the structure and precision of the model. With
regard to transaction cost, the perceived distance caused
by governing structures may be introduced as complemen-
tary to mere physical distance.

Also, the construct 'netsourcing decision' could
be fine-tuned. Applying a performance construct as de-
pendent variable would allow for more precise evaluations
of netsourcing. However, introducing a posterior evalua-
tion of the determinants by the respondents might cause
some common method bias which could negatively out-
weigh the current assumption of 'rational decision mak-
ing'.

Finally, further research could differentiate de-
terminants of selective application outsourcing from those
of business process or infrastructure outsourcing.

(1]

(2]

(3]

(4]

(3]

(6]

(7]
(8]

(9]

[10]

[11]

[12]

[13]

REFERENCES

Ang, S. and Cummings, L. "Strategic Response to
Institutional Influences on Information Systems
Outsourcing," Organization Science Volume 8,
Number3, 1997, pp. 235-256.

Ang, S. and Straub, D. "Production and Transaction
Economics and IS Outsourcing: A Study of the U.S.
Banking Industry," Management Information Sys-
tems Quarterly Volume 22, Number 4, 1998, pp.
535-552.

Barthelemy, J. "The Hidden Costs of Outsourcing,"
Sloan Management Review Volume 42, 3, 2001,
pp- 60-69.

Benoit, A., Rivard, S. and Patry, M. "A Transaction
Cost Model of IT Outsourcing," Information and
Management Volume 41, Number 7, 2004, pp. 921-
932.

Cheon, M., Grover, V. and Teng, J. "Theoretical
Perspectives on the Outsourcing of Information
Systems," Journal of Information Technology Vol-
ume 10, Number 4, 1995, pp. 209-219.

Coase, R. "The Nature of the Firm," Economica
Volume 4, Number 16, 1937, pp. 386-405.
Cochran, W. Sampling Techniques, Wiley, New
York, NY, 1977.

Currie, W. and Seltsikas, P. "Delivering Business
Critical Information Systems through Application
Service Providers: The Need for a Market Segmen-
tation Strategy," International Journal of Innova-
tion Management Volume 5, Number 3, 2001, pp.
323-349.

Davenport, T. Process Innovation: Reengineering
Work through Information Technology, Harvard
Business School Press, Cambridge, MA, 1993.
DeLone and W., McLean, E. "Information Systems
Success: The Quest for the Dependent Variable,"
Information Systems Research Volume 3, Number
1, 1992, pp. 60-95.

Desai, B., Weerakkody, V., Currie, W., Teeboune,
S. and Khan, N. "Market Entry Strategies of Appli-
cation Service Providers: Identifying Strategic Dif-
ferentiation," Proceedings of the 36" Hawaii Inter-
national Conference on System Sciences, Sprague,
R. (ed.), Hawaii, HI, 2003.

Dibbern, J., Chin, W., and Heinzl, A. "The Impact
of Human Asset Specificity on the Sourcing of Ap-
plication Services," Proceedings of the 13™ Euro-
pean Conference on Information Systems, Bart-
mann, D. et al. (eds.), Regensburg, FRG, 2005.
Dibbern, J., Goles, T., Hirschheim, R. and Jayati-
laka, B. "Information Systems Outsourcing: A Sur-

Journal of Information Technology Management Volume XVII, Number 3, 2006 8



DETERMINANTS OF NETSOURCING

[14]

[15]

[16]

[17]

[18]

[19]

[20]

(21]

[22]

(23]

[24]

[25]

[26]

[27]

(28]

vey and Analysis of the Literature," The DATA
BASE for Advances in Information Systems Volume
35, Number 4, 2004, pp. 6-102.

Drucker, P. The Effective Executive, Harper and
Row, New York, NY, 1966.

Ferris, C. and Farrell, J. "What are Web Services,"
Communications of the ACM Volume 46, Number
6, 2003, pp. 31-35.

Grant, R. Contemporary Strategic Analysis: Con-
cepts, Techniques and Applications (Ed, Grant, R.)
Basil Blackwell, Cambridge, MA, 1991, pp. 93-
122.

Halvey, J., Halvey, J. and Melby, B. Information
Technology Outsourcing Transactions: Process,
Strategies, and Contracts, John Wiley & Sons, New
York, NY, 1996.

Hamel, G. and Prahalad, C. "The Core Competence
of the Corporation," Harvard Business Review Vol-
ume 68, Number 3, 1990, pp. 79-91.

Hancox, M. and Hackney, R. "IT Outsourcing:
Frameworks for Conceptualizing Practice and
Perception," Information Systems Journal Volume
10, Number 3, 2000, pp. 217-237.

Hilmer, F. and Quinn, J. "Strategic Outsourcing,"
Sloan Management Review Volume 35, Number 4,
1994, pp. 43-55.

Jurison, J. "The Role of Risk and Return in Infor-
mation Technology Outsourcing Decisions," Jour-
nal of Information Technology Volume 10, Number
4, 1995, pp. 239-247.

Kay, J. Foundations of Corporate Success, Oxford
University Press, Oxford, UK, 1993.

Kern, T., Lacity, M. and Willcocks, L. Netsourcing:
Renting Business Applications and Services over a
Network, Prentice Hall, Upper Saddle River, NJ,
2002.

Klein, B., Crawford, R. and Alchian, A. "Vertical
Integration, Appropriable Rents and the Competi-
tive Contacting Process," Journal of Law and Eco-
nomics Volume 21, Number 2, 1978, pp. 297-326.
Lacity, M. and Hirschheim, R. Information Systems
Outsourcing: Myths, Metaphors, and Realities,
John Wiley & Sons, New York, NY, 1993.

Lacity, M. and Willcocks, L. Global Information
Technology Outsourcing: In Search of Business
Advantage, Wiley, Chichester, NY, 2001.

Lacity, M., Willcocks, L. and Feeny, D. "The Value
of Selective IT Sourcing," Sloan Management Re-
view Volume 37, Number 3, 1996, pp. 13-25.

Lee, J., Huynh, M., Kwok, R. and Pi, S. "IT Out-
sourcing Evolution: Past, Present, and Future,"

[29]

[30]

[31]

[32]

[33]

[34]

[35]

[36]

[37]

[38]

[39]

Communications of the ACM Volume 46, Number
5,2003, pp. 84-89.

Lee, J., Miranda, S. and Kim, Y. "IT Outsourcing
Strategies: Universalistic, Contingency, and Con-
figurational Explanations of Success," Information
Systems Research Volume 15, Number 2, 2004, pp.
110-131.

Loebbecke, C., Huyskens, C. "What Drives Net-
sourcing Decisions? An Empirical Analysis," Euro-
pean Journal of Information Systems Volume 15,
Number 4, 2006, pp. 415-423.

Loh, L. and Venkatraman, N. Managing informa-
tion technology investments with outsourcing (Ed,
Khosrowpour, M.) Idea Group Publishing, Hershey,
PA, 1995, pp. 292-325.

Loh, L. and Venkatraman, N. "An Empirical Study
of Information Technology Outsourcing: Benefits,
Risks, and Performance Implications," Proceedings
of the 16™ International Conference on Information
Systems, DeGross, J. et al. (eds.), Amsterdam, NL,
1995.

Melville, N., Kraemer, K. and Gurbaxani, V. "Re-
view: Information Technology and Organizational
Performance: An Integrative Model of IT Business
Value," Management Information Systems Quar-
terly Volume 28, Number 2, 2004, pp. 283-322.
Nam, K., Rajagopalan, S., Rao, H. and Chaudhury,
A. "A Two-Level Investigation of Information Sys-
tems Outsourcing," Communications of the ACM
Volume 39, Number 7, 1996, pp. 36-44.

Poppo, L. and Zenger, T. "Testing Alternative
Theories of the Firm: Transaction Cost, Knowl-
edge-Based, and Measurement Explanations for
Make-or-Buy Decisions in Information Services,"
Strategic Management Journal Volume 19, Num-
ber 9, 1998, pp. 853-877.

Porter, M. Competitive Advantage: Creating and
Sustaining Superior Performance, Free Press, New
York, NY, 1985.

Reponen, T. "Outsourcing or Insourcing?"
Proceedings of the 14" International Conference
on Information Systems, DeGross, J. et al. (eds.),
Orlando, FL, 1993.

Seltsikas, P. and Currie, W. "Evaluating the Appli-
cation Service Provider (ASP) Business Model: The
Challenge of Integration," Proceedings of the 35"
Hawaii International Conference on System Sci-
ences, Sprague, R. (ed.), Hawaii, HI, 2002.
Slaughter, S. and Ang, S. "Employment Outsourc-
ing in Information Systems," Communications of
the ACM Volume 39, Number 7, 1996, pp. 47-54.

Journal of Information Technology Management Volume XVII, Number 3, 2006 9



DETERMINANTS OF NETSOURCING

[40]

[41]

[42]

[43]

[44]

[45]

[46]

[47]

Straub, D. and Watson, D. "Research Commentary:
Transformational Issues in Researching IS and Net-
Enabled Organizations," Information Systems Re-
search Volume 12, Number 4, 2001, pp. 337-345.
Stuckey, J. and White, D. "When and When Not to
Vertically Integrate," Sloan Management Review
Volume 34, Number 3, 1993, pp. 71-83.

Teng, J., Cheon, M. and Grover, V. "Decisions to
Outsource Information Systems Functions: Testing
a Strategy-Theoretic Discrepancy Model," Decision
Sciences Volume 26, Number 1, 1995, pp. 75-103.
Venkatraman, N. and Ramanujam, V. "Measure-
ment of Business Econometric Performance: An
Examination of Method Convergence," Journal of
Management Volume 13, Number 1, 1987, pp. 109-
122.

Willcocks, L. and Lacity, M. Strategic Sourcing of
Information Systems, Wiley, Chichester, NY, 1998.
Williamson, O. "Transaction-Cost Economics: The
Governance of Contractual Relations," Journal of
Law and Economics Volume 22, Number 2, 1979,
pp. 233-261.

Williamson, O. "The Modern Corporation: Origins,
Evolution, Attributes," Journal of Economic Litera-
ture Volume 19, Number 4, 1981, pp. 1537-1568.
Williamson, O. The Economic Institutions of Capi-
talism, Macmillan, New York, NY, 1985.

AUTHOR BIOGRAPHIES

Claudio Huyskens is a PhD candidate at the
Department of Business Administration and Media Man-
agement at the University of Cologne, Germany. He pre-
viously earned a masters degree in Business Administra-
tion from the University of Cologne. His PhD thesis con-
cerns the phenomenon of netsourcing as central topic. His
work also covers the use of RFID in supply chain man-
agement.

Claudia Loebbecke is Department Director and
Chaired Professor of Business Administration and Media
Management at the University of Cologne, Germany. She
is Past President of the Association for Information Sys-
tems (AIS). Her previous appointments include Copenha-
gen Business School, INSEAD, Erasmus University,
Hong Kong UST, and McKinsey & Co. Loebbecke is
Senior of the Journal of Strategic Information Systems.
She has written over 130 internationally peer-reviewed
journal articles and conference papers. Her work focuses
on media management, strategic IS, and knowledge man-
agement.

Journal of Information Technology Management Volume XVII, Number 3, 2006 10



