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ABSTRACT

Australia has been at the forefront of the adoption of outsourcing as a means for delivering IT services, but
the success of IT outsourcing in Australia has been mixed. With two hundred and forty one responses from
the top 1000 IT users in the country, the survey reported in this paper is one of the largest and most
representative IT outsourcing studies in the world. Covariance structure modelling and confirmatory factor
analysis has shed new light on the concept of outsourcing success, highlighting its complex,
multidimensional nature. It has also confirmed several insights gained to date from qualitative research.
Analysis also emphasises the importance to the outsourcing relationship of the management processes
adopted by the client organization.

1. INTRODUCTION

IT outsourcing is often presented as an attractive business performance tool to improve productivity, reduce
costs and increase competitiveness (Tettlebach, 2000). However, there is some evidence that outsourcing of
IT is not achieving these expected outcomes. As business organizations become more global and adopt
internet technologies as business process, many will obviously look at outsourcing those services. They will
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then be seeking up to date information on best practice in this area. This study was prompted by the need to
understand the elements of success, and the relationship between these, so as to be able to test some
hypotheses related to best practice that arose from complementary qualitative research.

Before such hypotheses can be tested, it is necessary to have a reliable and robust measure of success.
Despite the decade of research into IT outsourcing, only one measure of success has been developed: Grover,
Cheon and Teng’s (1996) 9 item outsourcing success (OS) instrument. Cheon developed this as part of his
doctoral studies into IT outsourcing. Lee and Kim (1998) also used it in their study of Korean outsourcing.

A number of single item measures have also been used to measure success, generally global measures of cost
savings, satisfaction, or of vendor performance (e.g. Lacity and Willcocks, 2000; Kern, 1999,). There has
been no analysis of the psychometric properties of the single measures, while the psychometric properties of
the OS were only partly established in Grover, Cheon and Teng’s paper (1996). The OS scale was not
subject to second generation statistical analysis (such as confirmatory factor analysis) so there is limited
evidence for the unidimensionality of that scale. Furthermore, in that paper, the psychometric properties were
reported for only part of the scale, raising the possibility that the full scale was not unidimensional. This
means that its high reported reliability (Cronbach’s alpha of between .90 and .93) may reflect largely method
variance, and hence be misleading.

The bulk of IT outsourcing research has involved case studies, which cannot generalize statistically. Of the
few quantitative studies into IT outsourcing, many have been based on relatively simple counts of the
proportions of respondents indicating that they obtained various benefits or outcomes from outsourcing their
IT services. In those studies where any global measures were used, the outcomes were often summed, on the
assumption that the more outcomes that are positive, the more successful outsourcing is (Willcocks and
Fitzgerald, 1994;Lacity and Willcocks, 2000; Deloittes, 1997). The problem with this approach is that it
takes no account of the fact that respondents may weigh outcomes in different ways. Just because, for
example, a respondent indicates that they obtained access to some services they could not provide in house,
does not mean that their organization is satisfied with the outsourcing arrangement. Nor is this an indicator
of the extent to which the client would be likely to continue with the vendor in the future. This simple
additive approach also ignores the fact that outsourcing is a fee for service arrangement, and so the overall
evaluation is likely to be the result of a trade-off between the service aspects, and the fee, or cost aspects.
Using additive approach can be misleading in other ways. In a survey in the municipal sector, Aubert, Patry
and Rivard (1999) found that while many cities encountered problems with their suppliers, they still intended
to renew the contracts. This can either mean that it was too difficult to bring service provision back in house,
or that these problems were deemed less important than the problems they would have encountered if they
were relying on in-house provision.

The cost element is particularly important, as one of the major argument mounted for outsourcing by vendors
is that, because of their increased managerial skills and greater economies of scope and scale, they can
reduce the cost of IT services to the client organization. Yet the Australian study (Seddon, Rouse, Reilly,
Cullen and Willcocks, 2000) indicated that only 7% of respondents reported significant cost reductions from
outsourcing, and only 42% reported any reductions at all. In a survey of 120 large Canadian organizations,
Aubert, Patry and Rivard (1999) reported that 49% of respondents experienced cost increases after
outsourcing IT activities.

The various measures of outsourcing success included in the Seddon, et al study showed that the Australian
responses to outsourcing were mixed. While fifty per cent of respondents indicated that they were satisfied
with their arrangements, a third were dissatisfied. In attempting to understand why satisfaction was poor in
many cases, the authors again came up against the need to develop a robust and reliable measure of IT
outsourcing success. In developing a measure of outsourcing success, ideally what is needed is a mixture of
measures of individual facets of outsourcing, and a global measure. This latter measure should capture the
global evaluation by the client decision-makers who are involved in choosing whether to continue
outsourcing, and whether to continue to remain with the current vendor.

The Seddon, et al (2000) study included both types of measures: simple outcomes and Likert-like evaluation
items adapted from, and extending, the earlier OS scale. This provided an opportunity to examine the
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relationship between the two types of measures, and to develop a more comprehensive and reliable overall
measure of outsourcing success. Consequently, the authors tested several alternative models using structural
equation modelling (SEM, also known as covariance structure analysis). A number of models that might
have been expected to be appropriate showed poor fit for the data. The model that did fit the data has some
important implications for the relationship between vendor and client that are discussed in the paper.

2. THE OUTSOURCING SUCCESS SCALE

Grover, Cheon and Teng (1996) developed their scale on the basis of their argument that the success of
outsourcing involved three types of benefits: strategic, technical and economic. Those authors later included
an additional dimension of overall satisfaction , although it is not clear why they excluded the measure of
overall satisfaction from their report of the psychometric properties of their scale. Their final instrument was
made up of the 9 items in Table 1.

Grover, Cheon and Teng’s (1996) arguments for these dimensions were developed largely from a
technical/economic view of IT outsourcing. From this viewpoint, outsourcing is seen as a governance-choice
issue — a variation of the ‘make or buy’ decision. This viewpoint concentrates on the capacity of outsourcing
to deliver IT services more cheaply than can be done in-house. Lacity and Hirschheim (1993), emphasized
that IT outsourcing is essentially a “fee for service’ arrangement. This sends a warning to some who tend to
focus on price reduction while overlooking the quality of the services delivered. Any measure of success has
to take both aspects into account. Lacity and Hirschheim insisted on the importance of complete contracts
that articulated the service component clearly.

Dimension of outsourcing success Item (strongly disagree, strongly agree, 7 anchors)

We have been able to refocus on core business

We have enhanced our IT competence

We have increased access to key information technologies

We have reduced the risk of technological obsolescence

We have enhanced economies of scale in human resources

We have increased access to skilled personnel

We have enhanced economies of scale in technological resources
We have increased control of IS expenses

We are satisfied with our overall benefits from outsourcing

Strategic benefits
Technical benefits

Economic benefits

Overall Satisfaction

Table 1: Dimensions and Items from the Outsourcing Success Scale (adapted from Grover et al, 1996 pp 90-
93)

This “fee for service’ view is also implicit in the measures of success used by Willcocks and his colleagues
(Willcocks and Fitzgerald,1994; Willcocks and Currie, 1996, Lacity and Willcocks, 2000). Their measures
of success included a range of ‘service’ elements and a range of cost-related elements. A similar approach
was used by Karpathou and Tanner (1995) and DeLoittes Consulting (1997).

The problem with measures like those listed is that they were largely based on a series of dichotomous items
— whether respondents obtained [the outcome] or did not obtain [the outcome]. The measure of success used
by Lacity and Willcocks (1998) in their meta analysis of outsourcing case studies was also a dichotomous
judgement (made by the authors on the basis of extensive case analysis) as to whether cost savings were, or
were not, experienced by the client. Using dichotomous items such as these does not lead to understanding
about client trade-offs, or even about the scope of the outcomes. Adding up the items can lead to an overly
optimistic view of outsourcing’s success, because several positives do not necessarily outweigh a negative. A
firm saving 10% of its IT budget through an outsourcing deal while experiencing significant quality
degradation might be very dissatisfied with the agreement.
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Despite the fact that many surveys have implicitly considered outsourcing success in terms of service and
cost reduction, neither cost nor service elements were measured directly in the Grover, Cheon and Teng OS
scale. However, one of their economic measures was ‘control of expenses’ which is related to, but not the
same as, cost reductions. Grover, Cheon and Teng considered service (in the form of a variation of the
servqual measure) to be a determinant of success rather than an integral aspect or facet of success. They
argued too, that relationship quality was a determinant, rather than element of outsourcing success. Grover,
Cheon and Teng established that increased levels of outsourcing led to increased success measures only in
certain circumstances, but argued that vendor service quality and elements of partnership were important for
outsourcing success.

3. METHODOLOGY

To answer questions about IT outsourcing best practice, a self-administered survey of 241 Australian IT
executives was carried out in 1999/2000. Addressees were the senior executive responsible for IT in the
enterprise, and respondents held titles such as IT Director, IT Manager, or CIO. The sample (n = 1000) was
highly representative of the largest 1600 organizations in Australia, having been developed from the update
of an earlier complete census published by Strategic Marketing (1995). While a small number of respondents
(21%) had less than 500 employees, the survey largely represents medium and large organizations, i.e. those
with 500 + employees. The response rate for the survey was 24%, which is highly satisfactory. This was an
omnibus survey, involving one of the authors, a consulting company, and a number of other researchers (see
Seddon, et al, 2000). The analyses reported here were carried out using AMOS 4 covariance structure
analysis software, and the reliability and factor analysis procedures in SPSS 10.

In an attempt to tie together the two approaches to measuring outsourcing success, the authors hypothesized
that outsourcing success would be a function of both service and cost reductions (H1). Inserted into the
survey were two sets of measures of outsourcing success: a group of 4-anchor outcome measures, and a
group of 7-anchor evaluation measures:

4- anchor measures of outsourcing outcomes: The set of outsourcing outcome measures were similar to
those used in the earlier surveys of Willcocks and Fitzgerald (1994), repeated by Willcocks and Currie
(1996); Lacity and Willcocks (2000). These were worded so that comparisons could be made with earlier
consulting surveys conducted by others in the team (Deloittes, 1995; 1997) - Examples are shown in Table 2
below. The dichotomous values used by Willcocks and Fitzgerald (1994 and later adaptations) and Deloittes
(1997) were expanded to four anchors:

Worse No change Some improvement Significant improvement

7-anchor measures of outsourcing success: The second set of measures were based on the Grover, Cheon
and Teng (1996) instrument, with the addition of two further measures of overall satisfaction: satisfaction
with vendor performance, and satisfaction with value for money in the arrangements. These items involved
Likert scales adapted from the original OS measures, but using slightly different wording, e.g.‘Outsourcing
IT has enhanced our organization’s IT competence‘. Anchors were ‘strongly disagree’ and “strongly agree’.

4. ANALYSES

The initial intention had been to use confirmatory factor analysis (CFA) of both sets of measures to establish
the underlying structure, then to test H1. This was possible for those 7-anchor items related to the OS scale,
where 194 respondents completed all items.The eighteen items meant that a sample size of around 180 was
required. However, there was a very high rate of missing values for the 4-anchor outcomes measures. This
meant that if items with missing values were deleted, only 76 responses remained — too few to do
confirmatory factor analysis. Therefore, different strategies were chosen to investigate the 4-anchor measures
and the 7-anchor measures. They are presented in the two following sub-sections.

70



Perspectives on IT Outsourcing Success: Covariance Structure Modelling of a Survey of Outsourcing in Australia

Measures of Cost Reduction and Service: Instead of CFA, exploratory factor analysis of these 76
responses was done. The goodness of fit statistic suggested that a 2 factor model, accounting for 37% of the
variance, fit the data. The loadings suggested a service factor and a financial management factor, as had been
expected. These are illustrated in Table 2 below, which reports both the orthogoal and the oblique rotations.
For clarity, loadings of less that .10 have not been included in the table.

The large number of missing values in the financial management measure (up to 74 of those responding to
the question) prevented the initial evaluation of success as a quality — price relationship. However, the single
cost reduction item had a high response rate (n = 177). It was used as an indicator of the ‘fee’ aspect of the
“fee for service’in order to pursue the analysis. But because this was a single item, no measure of reliability
could be obtained.

The authors then subjected the items loading onto the service factor to one-factor congeneric modelling
(OFCM), a form of confirmatory factor analysis, using AMOS 4’s maximum likelihood estimation routine.
This modelling tested the unidimensionality of the service measure using the procedure suggested by
Bagozzi (1981) and Rowe and Holmes-Smith (1994). After listwise deletion of missing values (leaving n =
146) the full data set was used on the basis that splitting the data would have resulted in too few cases for the
number of items.

Orthogonal Rotation Oblimin Rotation
(correlation between factors = .36)
Factor Factor
Variance: 24% 13% 28% 9%

Item: Service Cost Service Cost
Obtained better service 0.76 0.80 -0.19
Improved flexibility for the business 0.69 0.76 -0.22
Better match resource supply 0.68 -0.19 0.72

Access to better/more skills/expertise 0.67 -0.35 0.71

Enhanced management control 0.66 0.14 0.68

Access to better/more technology 0.65 0.59 0.20
Better use of in-house personnel 0.64 -0.19 0.59 0.13
Access unavailable services 0.61 -0.37 0.51 0.21
Concentration on core business 0.61 0.49 0.32
More flexible work practices 0.54 0.45 0.19
Reduced cost 0.51 0.31 -0.17 0.75
Improved cash flow 0.42 0.48 0.33
Reduced staff numbers 0.27 0.41 0.21
Rationalised assets 0.27 0.57 0.26 0.46
Shift from capital to operating expense 0.26 0.65 0.49
Changed users' accountabilities 0.26 0.25 -0.12 0.66
Have penalties for non performance 0.17 0.16 0.61
Industry or economic development 0.12 0.12 0.16

Table 2: Orthogonal and Oblique rotations for cost reduction and service factors

OFCM compared three alternative psychometric models: a parallel scores model, a tau-equivalent model,
and a congeneric model. These models, which are discussed at length in Joreskog (1971) and Bagozzi
(1980), are grounded in classical test theory. As a result of the OFCM, two items were deleted. The goodness
of fit indicators for the three models were compared and indicated that the best fit was obtained by the
parallel scores model (x* = 17.98, df (9), p = .035; GFI = .94, AGFI = .93; RMSEA = .07, NFI= 91,
TLI =.97). Despite the ordinal nature of the variables, the resulting six-item scale had a construct reliability
(rho) of .86, a coefficient alpha of .82, and a variance accounted of .5.

The items in the resulting service measure were:
*  Obtained better service
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»  Better match of resources to supply

»  Access to better/more skills/expertise

»  Access to better/more technology

»  Better use of in-house personnel

» Access to services unavailable in-house

Measure of Outsourcing Success: One factor congeneric modelling was then done on the expanded OS
measure (the 9 items adapted from the OS scale, plus the two additional satisfaction items described earlier).
Only half the sample was used for the initial test (n = 98) allowing replication in the other half. As mentioned
in Aubert, Rivard and Patry (1996), a ten to one respondent to item ratio (which would mean an n>110) is
preferred for such analysis, but a less stringent ratio of five to one is often accepted. In this case, the nine to
one ratio is slightly under the most stringent criterion but much higher than the five to one acceptable one.

This analysis indicated that a single latent trait did not fit the data in either the test or confirmatory samples
(x? *615.93, df (109), GFI = .72, AGFI = .66, NFI = .68, TLI =.72). A check of the model underlying the
original Grover et al instrument (without the two extra satisfaction items) indicated that the single factor
posited by those authors did not fit the data either (x> = 155.53, df (36) p = 0.00, GFI =.84, AGFI =74,
TLI=.78).

The original OS model, reported in Grover et al (1996), had not included the satisfaction item in the
discussion of psychometric properties. Consequently, an alternative two-factor model was tested. In this
model, the OS was made up of two correlated factors, an overall success measure comprising 3 items, and
another factor comprising the other success measures. This too did not fit the data (x’= 115.59, df (44)
p =0.00, GFI = .82, AGFI = .73 NFI = .78, TLI = .81). It was clear from this analysis that the OS measure
involved more than two dimensions, indicating that outsourcing success was more complex than had, to date,
been envisaged.

The original hypothesis, H1, could not be pursued, because of the lack of unidimensionality in the
hypothesized outsourcing success dependent variable.

4.1 Creating a Richer Measure of Outsourcing Success

Since the OS measure was neither unidimensional, nor bidimensional, exploratory factor analysis was used
to gather data about the underlying structure of the 7-anchor elements. This revealed that the factor structure,
shown below in Table 3, roughly mirrored the dimensions argued for by Grover, Cheon and Teng (1994).
Both a VARIMAX orthogonal and an OBLIMIN oblique rotation were undertaken. The oblique solution is
reported in Table 3 below, as it had fewer cross loadings. For clarity, loadings of less that .10 have not been
included in the table.

Interpreting the items loading on these five factors, the authors assigned the labels used in the second row of
the table. Three of the factors (#2 ‘technology benefits’ #5 ‘strategic benefits of outsourcing’ and #4
‘economies of scale’) corresponded to the original dimensions of technical, strategic and economic benefits
suggested by Grover, Cheon and Teng (1994). However, the loading on these factors are different from those
hypothesized in Grover, Cheon and Teng (1996). These authors saw both control of expenses and access to
skilled personnel as economic benefits. The factor loadings above suggest that control of expenses has more
in common with the items described by Grover et al as strategic benefits, although its loading on this factor
was not high.

A fourth factor (#1 ‘satisfaction with outsourcing’) corresponded to the hypothesized outsourcing
satisfaction factor discussed earlier. The fifth factor (#3 ‘skilled personnel’) had only one item loading
heavily onto it: access to skilled personnel, which Grover et al (1994) had suggested was one of the
economic benefits of outsourcing.
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Factor: 1 2 3 4 5
Factor labels Satisfaction Technology Skilled Economies  Strategic

ltems: with _ benefits personnel of scale benefits_of

outsourcing outsourcing
Vendor performance 0.908 -0.132
Overall satisfaction with outsourcing 0.817 0.160
Value for money 0.795 0.126 0.128
Avoidance of technological obsolescence 0.983
Access to key information technologies 0.508 -0.160 0.217
Access to skilled personnel 0.114 0.168 -0.776 0.129 0.142
HR economies of scale 0.934
Technical economies of scale 0.129 0.542
IT competence -0.140 0.778
Capacity to refocus on cure business 0.121 0.135 0.571
Control of IT expenses 0.177 0.160 0.310 0.107 0.393

Table 3: Pattern matrix for exploratory factor analysis of 7-anchor evaluation items (n=196)

A four-factor model was drawn from the EFA and the earlier arguments of Grover, Cheon and Teng (1996).
To arrive at this model it was necessary to exclude the item: access to skilled personnel, which OFCM
revealed did not fit with the rest of the measures. When tested on the exploratory sample, this model was a
good fit for the data suggesting the original theoretical dimensions posited by Grover et al (1996) were
distinct aspects of outsourcing success. The goodness of fit indicators for this four-factor model are
illustrated in Table 4.

The x? difference test indicated that a single factor model was rejected in favor of the four-factor model
(Ax?= 149.68, Adf (44), p >.001), as did a bootstrap procedure using the Akaike information criterion. This
suggests discriminant validity of the four facets of outsourcing success, as does the correlations between
factors, which are all lower than .85.

X Df p Xdf GFI AGFI NFI TLI RMSEA

45.31 31 0.047 1.46 0.91 0.85 0.91 0.95 0.07

Table 4: Fit measures for four factor model (exploratory sample)

When the resulting model was administered to the confirmatory sample, it was not expected to fit equally
well. While this was the case, the fit indicators (x*= 57.60 df (30) p = .002, GFI = .90 AGFI .81, NFI = .90,
TLI = . 92, RMSEA = .09) still suggested the model was a reasonable fit, despite the significant x°. The
factor loadings in the confirmatory sample were similar to those in the initial sample. Overall these results
imply that the four-factor model would generalize acceptably to other samples. In other words, outsourcing
success had four distinct dimensions: overall satisfaction, technology benefits, economic benefits and
strategic benefits. The role of access to skilled personnel was unclear.

The CFA model did not determine which measurement models fit best for the individual factors (latent
traits). To establish the most reliable measurement model, and to confirm the unidimensionality, reliability
and validity of the individual scales one factor congeneric modeling was again carried out. The following
table summarises the results of this analysis.
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Scale Best msmt model Cronbach Construct Variance Factor Score
alpha Reliability Extracted Weightings
Rho
Outsourcing Tau-equivalent .90 .94 .828 Valmoney = 15.2%
satisfaction Vendperform = 26.9%
Outsoall = 57.9%
Strategic Congeneric 12 72 449 CoreBusiness =50.9%
outsourcing CtrlExpenses = 22.2%
benefits ITCompetence = 26.9%
Economies of Tau-equivalent 12 72 .564 HREconomies = 41.6%
scale benefits TechEcononmies =
58.4%
Technology Tau-equivalent a7 .78 .634 TechObsolescence =
benefits 16.8%

AccessKeylT=83.2%

Table 5: Construct reliability, variance extracted and factor weightings

4.2.  Structural Model Relating the Various Facets of Success

The original aim of the research was to demonstrate that outsourcing success was a function of both service
quality and cost. Since CFA had determined that outsourcing success is a construct more complex than
anticipated, the original goal of the research had to be adapted. Furthermore, the CFA modelling did not
provide information about the relationship between the elements, and, in particular, did not establish whether
there were causal links between the correlated latent traits. Since the various components of success are not
independent, it was important to test whether there was likely to be a causal relationship between earlier, or
antecedent facets of outsourcing success (such as cost savings, or access to skilled personnel) and other, later
facets of success such as global satisfaction.

A two step process was used, as recommended by Kline (1998), Anderson and Gerbing (1988), and Rowe
and Smith-Holmes (1994). The parameters determined by the CFA and OFCG (i.e. the measurement model)
were input into a second, structural model. The relationship and service quality literature suggests that a
measure of overall satisfaction is a good indicator of overall relationship success, and of likely intention to
continue in the relationship (Anderson and Sullivan, 1993; Rust and Zahorik, 1993). The other aspects of
outsourcing success identified in the earlier CFA were treated as predictor variables in relation to this global
satisfaction measure, on the assumption that increased benefits would lead to increased satisfaction. On the
basis of the latent traits identified in the measurement model, and the theory underlying earlier measures of
success, it was hypothesized that outsourcing satisfaction would be a function of service, cost reduction and
strategic benefits (H,).

It was also hypothesized that service would be a function of the availability of skilled personnel, and of
technology benefits (access to key technologies, and avoiding technological obsolescence) (Hs). These are
important to the quality of service that the vendor can supply to the client, and are often argued for in
practitioners® literature.

Finally it was hypothesized that Strategic benefits (related to core competencies, cost control and technical
competence) would be a function of access to skilled personnel, technology benefits, economies of scale, and
cost reduction (H,). These hypotheses, together with some other plausible paths added for completeness (eg
access to personnel — satisfaction, and technology benefits — satisfaction (Hs)) were incorporated into an
initial structural model.

When the resulting model was examined using AMOS, the fit was not particularly good (x*=21.15 df(5), p =
0,001, AGFI= .76, TLI = .80, RMSEA = .15), and a number of the *plausible* and hypothesised relationships
were not statistically significant at the .05 level, namely:
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Ha Cost reduction - Satisfaction
Hb Access to personnel - Strategic benefits
Hc Technology benefits - Satisfaction
Hd Access to personnel - Satisfaction

o. REVISED STRUCTURAL MODEL

As well as being a relatively poor fit for the data, the initial structural model (not shown) lacked parsimony,
so a strategy of reducing the number of paths was initiated: A revised model omitting the non statistically
significant paths was developed. Since it was implausible that cost reduction would have no impact at all on
satisfaction, it was hypothesized that cost reduction would be a predictor for both service and strategic
benefits (Hg),and would therefore influence satisfaction indirectly. The outsourcing literature (in, for
example, Lacity and Willcocks, 1998 ) argues that the vendor’s economies of scale, and management
capacity can lead to both cost reduction and better service. Thus cost reduction would be seen, in this second
model, as an enabler for strategic value.

A second model (also not shown) was a significant improvement on the initial hypothesised model (Ax? =
16.685 Adf (2), p > .001) but the fit indicators (x*~4.467 df (7), p =.725, NFI = .99, TLI = 1.022, RMSEA =
0.00) suggested the data was now overfitted. Since the path between economies of scale and satisfaction (
p = .043) was statistically significant only at the .05 level, this path was set to zero, resulting in a model
which did fit the data well and was not overfitted.

This more parsimonious revised model is shown in Figure 1 which for simplicity does not include NS paths.
The goodness of fit indicators are shown in Table 6, below.

Fit Measure Desirable measures for Revised Model Measurement model only

good fit! (independence model).
Discrepancy ((x? 8.971 362.69
Degrees of freedom 8 21
P > .05 0.345 0.00
Normed x%(i.e. x%/df) 1< x?/df <3 1.121 17.271
RMR <.05 0.029 0.560
GFlI >.95 0.983 0.475
Adjusted GFI >.90 0.940 0.300
Normed fit index (NFI) >.95 0.975 0.00
Tucker-Lewis index >.95 0.993 0.00
Comparative fit index >.95 0.997 0.00
RMSEA <.05 0.029 0.335

Table 6: Fit measures for the structural equation shown in Figure 1, compared with ideal measures, and
those for only the measurement model

The model shown in Figure 1 had an R? of .67, indicating that these six variables predict 67% of the variance
in outsourcing satisfaction, a reassuringly high proportion. The total effects (direct plus indirect) of the
various outsourcing benefits on global satisfaction are shown in Table 7: This illustrates that the greatest
effect on satisfaction is from strategic benefits, followed by service. The other outsourcing benefits each has
approximately the same total effect, with access to skilled personnel having the least effect on satisfaction
when the other predictors are taken into account.

To summarise the hypothesis testing: H, was only partially confirmed, as there was no significant direct path
between cost reduction and outsourcing satisfaction, although the other two predictors (service and strategic
benefits) had path coefficients significant at the .01 level. Hs, too, was partially confirmed, in that there was a
statistically significant path from access to skilled personnel to service, but not from technological benefits

1 According to Schumaker and Lomax ( 1996) Holmes-Smith (2000)
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to service. H, was partially confirmed: there was no significant path between access to skilled personnel and
strategic benefits, but the other hypothesized paths were statistically significant. Hs was rejected, indicating
that that though plausible, there was no direct relationship between either access to skilled personnel, nor
technology benefits and outsourcing satisfaction, although the former had a strong influence on service while
the latter influenced strategic benefits. Hg was confirmed: cost reduction was a predictor for both service and
strategic benefits. These findings are reflected in the model shown in Figure 1.

Figure 1: Revised Structural Model for Outsourcing Success Measures:

Strategic benefits Service Outsourcing satisfaction
Strategic benefits 0.585
Service 0.377
Cost reductions 0.163 0.402 0.247
Technology benefits 0.431 0.252
Economies of scale 0.411 0.240
Access skilled personnel 0.571 0.215

Table 7: SEM estimates of standardized total effects (read as row variable effect on column variable)

6. DISCUSSION

This analysis forms part of an ongoing study into IT outsourcing that involves extended qualitative research
and confirmatory quantitative research. The development of a robust measure of outsourcing success was
needed to enable the findings from the qualitative study, and earlier case studies such as those of Lacity,
Willcocks and colleagues, to be tested in the field. To date, the large bulk of IT outsourcing research has
involved case studies. These have painted a rich and complex picture of IT outsourcing, suggesting that
outsourcing success is multidimensional, and often involves conflicting aspects (Lacity & Hirschheim,
1995). This picture is confirmed by this quantitative study. But the heavy reliance, to date, on case study
research poses a critical problem to researchers seeking the validity of recommended practice. Case studies
are by their nature idiosyncratic, and are not designed to generalize to a larger population. They can tell us
whether prevailing wisdom is contradicted in the field, as did Lacity and Hirschheim’s cases, but they cannot
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easily confirm theory. For that, more data is needed about the extent to which the cases are characteristic of
other firms in the field. This can be provided by complementary quantitative studies based on random
samples, but the use of quantitative studies brings new problems, one of which is what measure(s) of success
to use.

This study has established that outsourcing success is not unidimensional but multidimensional. It has also
established that the extent to which respondents are satisfied with the outsourcing arrangement is largely a
function of the service provided by the vendor, and the extent to which the client can turn this service into
strategic benefits. Cost savings, the most frequently used success measure employed to date (in such studies
as Lacity and Willcocks, 1998), are only one aspect of success and, although they are part of of the value
proposition sought from vendors, cost savings do not directly predict overall satisfaction. This analysis
confirms that clients expect both improved service and cost savings from their IT outsourcing vendor. When
either is missing, there is likely to be reduced satisfaction. The work of Lacity and Hirschheim (1995) and
Willcocks and Fitzgerald (1994) has already identified that strategies that lead to significant cost savings
may well result in reduced service. Unless both aspects are captured in a measure of success, together with
the strategic consequences, any analysis of the effects of outsourcing practices on success may well be
flawed.

The analysis reported here illustrates the problems of those quantitative studies that have taken a simple
additive approach to outsourcing success by reporting the number of, or proporiton of, benefits achieved.
Such an approach fails to capture the trade-offs involved within individual client organizations. The
advantage of a global measure (such as the 3-item outsourcing satisfaction facet) is that it captures these
trade-offs into a single scale. This satisfaction measure, particularly when augmented by the other facets of
outsourcing success included in Figure 1, is likely to shed much more light on the success of outsourcing
practices than simple counts of benefits.

The model tested in this analysis has some important implications for clients. The study emphasises the
critical role of benefits realization, which is largely up to the client. Clients intent on maximising the success
of outsourcing will need to pay careful attention to this aspect, as it is the most influential of the facets of
outsourcing success in relation to achieving satisfactory outcomes. The study thus validates much of the
advice given by both Lacity and Hirschheim (1993, 1995) and Willcocks and Fitzgerald (1994) on the basis
of their case studies. The analysis confirms that it is critical that clients actively manage the outsourcing
arrangement, and invest in careful analysis of their needs and trade-offs. Clients must also make sure that the
service provided by the vendor is translated into strategic benefits such as capacity to concentrate on the
organization’s core competencies, to create IT solutions that meet organizational goals, and to a lesser extent,
to control costs. If this is not done, the outsourcing arrangement is likely to be a disappointing one. The
analysis also has an important message for vendors. It implies that it is not enough for vendors to provide
excellent service to clients. The client also expects reasonable costs as part of the service-package provided
by the vendor. As well, client satisfaction is in large part dependent on the extent to which this service can
be turned into organizational consequences. While these, in the main, depend on the client’s own capabilities
to manage benefit realization, the vendor may need to assist the client to acquire this capability.

Finally, one note of caution: Ideally the structural model presented here would have been developed on a sub
sample and retested on the remaining data set as was done for the CFA. Unfortunately the sample size
prevented this strategy. Further research should consequently validate the structural relationships uncovered
in this study.
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