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Abstract

Purpose — Trust, as one of the core components of a relationship, has attracted research attention
from many disciplines. From the perspective of I'T outsourcing, this paper aims to divide trust into two
levels, interpersonal trust and interorganizational trust, and explore the effects of these two levels of
trust on knowledge sharing and IT outsourcing success.

Design/methodology/approach — Based on social exchange theory and the theory of organization
boundary systems, a theoretical model was developed and tested empirically with the responses to a
cross-sectional survey. Data were collected from key informants of 143 firms that had outsourced at
least part of their IT functions.

Findings — The data analysis results showed that interpersonal trust plays a more dominant role
than does interorganizational trust in making I'T outsourcing successful and the extent of knowledge
sharing has a significant mediating effect between interpersonal trust and IT outsourcing success.
Originality/value — From the managerial perspective, findings from this study once again emphasize
the importance of relationship management (trust and knowledge sharing) on overall IT outsourcing
success. Paying attention to interpersonal trust is an effective way for an organization to build and
maintain a successful IT outsourcing relationship with its service provider.

Keywords Interpersonal trust, Interorganizational trust, Knowledge sharing, I'T outsourcing
success, Offshoring, I'T/IS management, Trust, Relational view of the firm, Outsourcing

Paper type Research paper

1. Introduction

IT outsourcing market is not downsizing even when facing the challenges of
cloud computing services these years. The global IT outsourcing market grows by
7.8 percent from 2010, and has reached $246.6 billion in 2011 (Gartner, 2012).
IT outsourcing is still a major option for companies to handle some or most of their
information systems and technology requirements. In the past 20 years, numerous
studies have been conducted to answer “why,” “what” and “how” to outsource, however,
in the current years, the management issue, which focusses mainly on “how” to
Emerald outsourcing, is becoming one of the most researched areas (Alsudairi and Dwivedi, 2010).
The “how” question is becoming more important nowadays as many failures of
IT outsourcing have come at the implementation stage (Dibbern ef al., 2004). A core
%szfgaggnfgg?gology&People problem of the “how” question in IT outsourcing is relationship building and
pp. 120-145 management (Dibbern et al., 2004), through which the client and the provider negotiate,
oo fmerald Group Publishing Limited_ communicate and interact with each other. However, according to Gonzalez et al. (2006)
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outsourcing research that considered the client-provider relationship accounted for
only 7.8 and 5.6 percent, respectively, of all research conducted on IT outsourcing. It is
therefore important to expend more effort on research of these issues.

When it comes to trust, most prior organizational behavior studies have argued
that trust is closely related to relationship and is in fact essential to sustaining
relationship (Lewicki and Bunker, 1996). In the IT outsourcing context, previous
studies have discussed the role of trust in successful relationship management
(e.g. Kern and Willcocks, 2001; Klepper, 1995); however, when measuring trust,
most studies considered trust at the organizational level rather than at the personal
level. Prior organizational behavior research (e.g. Zaheer et al, 1998; Rousseau
et al., 1998) has suggested that trust has a possible influence at the personal level on
organizational-level outcomes. However, the possible effect of trust at the personal
level on organizational-level outcome, e.g. IT outsourcing success has not been
previously examined.

“Trust not only influences the nature of professional relationships (the relationship
at work), but more importantly, the extent and nature of the knowledge shared”
(Panteli and Sockalingam, 2005, p. 602). In Lee et al’s (2008) work, knowledge sharing,
the outcome of mutual trust (Mayer et al., 1995), is also regarded as a determinant of IT
outsourcing success. Aligning with Lee et al. (2008), knowledge sharing is taken into
consideration as a significant mediator between trust at two levels and IT outsourcing
success in the current study. The specific reasons of introducing knowledge sharing
are: first, knowledge is a critical asset for companies. For outsourcers, I'T outsourcing is
a continuous process in the outsourcing lifecycle to acquire external knowledge that
has to be integrated into their own routines and process (Dibbern et al, 2004).
The importance of knowledge sharing between the client and the service provider in
IT outsourcing projects thus becomes salient, and it is a significant predictor of IT
outsourcing performance (Blumenberg et al, 2009); and second, trust alone is not
sufficient to account for success in a knowledge-rich project such as software
development or sourcing IT support abroad even though trust is influential in
outsourcing performance (Atuahene-Gima and Li, 2002). Therefore, in the current
research, the mediating effect of knowledge sharing will be tested in the relationship
between interorganizational/interpersonal trust and outsourcing success.

The main purpose of this research is to explore the determinant effects of trust and
knowledge sharing on IT outsourcing success. To be specific, this paper intends to
augment our understanding of the antecedents of I'T outsourcing success by answering
the following three questions: first, what kind of effect does trust has on knowledge
sharing and IT outsourcing success; second, are there any differences between the
effects of interpersonal trust and interorganizational trust on knowledge sharing and
IT outsourcing success?; and finally, does knowledge sharing mediate the relationship
between interorganizational/interpersonal trust and IT outsourcing success?
To address the above problems, a theoretical model is developed and empirically
tested with the responses to a cross-sectional survey of 143 IT outsourcing clients.

The remainder of this paper is organized as follows. In Section 2, a review
of the relevant literature is presented. Sections 3 and 4 describe the research
theories related to the study and the research model and hypotheses thus derived.
In Sections 5 and 6, the research methodology as well as the data analysis and
results are discussed. Section 7 discusses the findings, research and managerial
implications, and limitations and suggestions for future research. The paper concludes
in Section 8.
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2. Relevant literature

2.1 IT outsourcing relationship and trust

To date, most studies on IT outsourcing relationship involve the dimension of trust as
either a component or an attribute of the relationship. For instance, Klepper (1995)
stated that unidirectional trust, influence, functionality of conflict, cooperation and
conflict were the major components of a relationship. Davis (1996) described three
control mechanisms in an outsourcing relationship and included trust as one of the
mechanisms. Kern and Willcocks (2001) offered a holistic model consisting of four
dimensions of relationship: contract, structure, interactions and behavior. In the
behavioral dimension, five major elements (dependence, power, conflict, cooperation
and trust) were argued to have either a positive or negative influence on the IT
outsourcing outcomes. Lee and Kim (1999) and Goles (2001) deemed trust to be one
element or attribute of an outsourcing relationship. Han et al (2008) proposed trust
and commitment as two key attributes of relationship intensity and have a direct and
positive influence on IT outsourcing success. To summarize, trust is always listed in
the framework of I'T outsourcing relationship, except a few studies with a specific focus
on trust (e.g. Lee et al., 2008; Bekmamedova et al, 2008), little empirical research has
been conducted to study “trust” independently and to explore the contribution of trust
at different levels to IT outsourcing success.

2.2 Trust in the literature

Trust is elusive and exists in many facets and at different levels, making it a complex
phenomenon to study (Gambetta, 1988). Owing to this, trust has received research
attention from many disciplines. In the information systems literature, research on
trust has been done in different contexts, e.g. trust in the e-commerce environment,
especially online shopping (McKnight et al., 2002; Ba and Pavlou, 2002), and trust in
virtual communications (Paul and McDaniel, 2004; Panteli and Sockalingam, 2005).
In the knowledge management domain, trust is a central requirement for knowledge
sharing (Nelson and Cooprider, 1996). Likewise, in the marketing literature, trust has
been perceived to be critical to a firm’s relationship marketing strategy (Doney and
Canon, 1997). In management, trust is considered important because it is a good
predictor of satisfaction (Driscoll, 1978) and a transaction cost and uncertainty
reduction mechanism (Mayer et al., 1995). Trust also plays a key role as a foundation
for effective collaboration (Mayer et al, 1995; Rousseau et al, 1998), engagement
success (Gefen, 2002) and it is a salient factor in determining the effectiveness of many
relationships (Paul and McDaniel, 2004).

In the IT outsourcing context, researchers mainly focus on trust at the
organizational level. For example, Kern and Willcocks (2001) emphasized the
significance of trust in client/vendor working relationships and argued that trust
can help mitigate the extent of uncertainty that exists in interorganizational
relationships by discouraging opportunistic behaviors. In their study, trust
was regarded as one sub-dimension in inter-firm relationships, and was
evaluated by whether the stakeholders in the relationship have fulfilled their
obligations and commitments. Grover et al. (1996), Lee and Kim (1999) and Goles
(2001) found that trust (to their partner firm), as an element of an interorganizational
relationship, has a significant effect on outsourcing success; and Sabherwal (1999),
in a series of case studies, showed that trust among stakeholders (the business
partners) is a key success factor in outsourced information systems development
projects.
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Even though previous studies addressed the importance of trust in information
systems, marketing, management and I'T outsourcing, none of them have explored the
role of interpersonal trust in the success of IT outsourcing. According to Zaheer et al.
(1998), trust is inherently an individual-level phenomenon that has been translated into
the organizational level of analysis. “Not clearly specifying how trust translates from
the individual to organizational level leads to theoretical confusion about who is
trusting whom because it is individuals as members of organizations, rather than
the organizations themselves, who trust” (Zaheer et al., 1998, p. 141). Thus, there is
considerable ambiguity in the literature about the precise role of trust as it operates
at different levels of analysis. In recent years, Bekmamedova et al. (2008) are among the
few researchers who recognized the importance of trust at different levels in the IT
outsourcing research context. However, no empirical studies were conducted based on
their proposed trust model. To clarify this ambiguity and also to explore the influences
of different levels of trust on overall outsourcing success, in the current research,
a theoretical model is built based on social exchange theory (SET) and theory of
organization boundary systems. I'T outsourcing is not only a social/interorganizational
exchange process (Kern and Willcocks, 2001) but also a boundary-spanning activity
between organizations (Miranda and Kavan, 2005). The concept of the organizational
boundary role person (BRP) shows why a person in charge of IT (client side) is
competent to respond to the survey and how trust at personal level (as presented by the
BRP) will influence knowledge sharing and IT outsourcing success. In addition, Lee
et al’s (2008) model of trust is considered as a major reference of the current study,
since it is among the few studies that clearly specify knowledge sharing as a
consequence of trust in IT outsourcing context. In the following section, the two major
theories will be introduced.

3. Theoretical concepts

3.1 SET

SET is one of the most important theories in interorganizational relationship theories,
which explains dyadic exchange relations between individuals and organizations
(Blau, 1964; Cook, 1977; Morgan and Hunt, 1994). In the interorganizational context,
SET focusses not only on the social process of give-and-take, but also aims to
understand the behavior of each actor contributing to the exchange under social
structures (Kern and Willcocks, 2000). The reason why social actors need to
exchange is that resources are scarce; this prompts them to engage in the reciprocal
process: the more rewarding reactions they got from the partner, the more likely they
would provide resources to the other (Das and Teng, 2002). Trust and commitment
are the core elements in SET (Blau, 1964); knowledge sharing is also an important
factor that has been frequently mentioned in interorganizational research. This
means if the exchange partners are more willing to behave vulnerable, benevolent,
reliable, committed and willing to share, the more likely the relationship will
become satisfactory since the partners got the benefits through contributing in the
exchange relationships. Researchers from marketing, management and IS have
identified them to be the components of interorganizational relationship and
discussed their influences on the performance or success of interorganizational
exchange (Anderson and Narus, 1990; Kern and Willcocks, 2000, 2001; Klepper
and Jones, 1997; Lee, 2001; Mohr and Spekman, 1994). SET is used in the current
research to explain the relationships between trust/knowledge sharing and
outsourcing success.
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Figure 1.
Research model and
hypotheses

3.2 Organization boundary systems theory and BRP

An organization boundary system is a special interorganizational sub-system that
allows an organization to interact with its environment (Kahn et al, 1964).
The organization-environment interactions take place at organization boundaries.
More precisely, they take place through the activities undertaken by persons in
boundary roles (Adams, 1980). Such a person is called BRP (Adams, 1980) or boundary
spanner (Katz and Kahn, 1978). BRPs provide the communication linkages that
organizational members maintain to “monitor, exchange with, or represent the
organization to its environment” (Monge and Eisenberg, 1987, p. 313). They are
simultaneously exposed to competing expectations from their own and from the
partner organization (Kahn et al., 1964). Moreover, they are more closely involved in the
interorganizational relationship and tend to interact with their counterparts to a
greater extent than other members of the organization (Friedman and Podolny, 1992).
Owing to these unique properties of boundary positions, BRPs play an active and
important role in the interorganizational transactions as well as knowledge sharing
between organizations.

In the current context, IT outsourcing can be regarded as a transaction activity
between outsourcers and outsourcees (Miranda and Kavan, 2005) and there is a person
in the boundary role in each organization that interacts most and thus is
knowledgeable enough of the transaction history and relationship between the
dyadic parties. In organizational practice, BRPs tend to occupy managerial positions
(Wiesenfeld and Hewlin, 2003). They are usually the professionals who span inter- and
intra-organizational boundaries (Pawlowski and Robey, 2004; Levina and Vaast, 2005).
In IS field, BRPs are usually IT professionals, but the use of BRP in IS research is
relatively rare. Most studies focussed on the role of BRPs in the intra-organizational
context, especially for the purpose of knowledge sharing (Bassellier and Benbasat,
2004; Levina and Vaast, 2005). Relatively few researchers in IS field so far have
addressed the importance of IT professionals as BRPs during the interorganizational
transactions such as IT outsourcing. The current research tries to make a breakthrough
on this perspective, the BRPs here are identified as the IT managers and account
managers in the outsourcing client and service provider companies, respectively.

4. Research model and hypotheses
4.1 Research model

The research model is depicted in Figure 1, and the hypotheses are discussed in the
following paragraphs.

Interpersonal
trust \
IT outsourcing
success
Interorganizational
trust

Knowledge
sharing
Duration of

H5
relationship
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4.2 Interpersonal trust and interovganizational trust

Emphasizing trust at multiple levels both in and between organizations is important
(Rousseau et al., 1998). Zaheer et al’s (1998) work is among the few studies that have
clearly distinguished trust at both the personal level and the organizational level.
Based on the organization boundary systems theory, the definition of interpersonal
trust and interorganizational trust is as follows: interpersonal trust refers to the
extent of a BRP’s trust in his/her counterpart in the partner organization, while
interorganizational trust is defined as the extent of trust placed in the partner
organization by the members of a focal organization (Zaheer et al., 1998). In this study,
interpersonal trust can be understood as the personal trust between the IT managers
(in the client company) and the account managers (in the service provider); and
interorganizational trust is the trust between client and service provider companies
as perceived by the members (may not be limited to the BRPs) of the companies.
The literature (Gulati, 1995; Zaheer et al., 1998; Rousseau et al., 1998) has suggested a
positive relationship between these two constructs.

4.3 Trust and knowledge sharing

Knowledge sharing in our research model is defined as activities that lead to transfer
or dissemination of knowledge between the service provider and the client company.
It involves the transfer of in-depth knowledge of both the client’s business-specific
knowledge and the technology-specific knowledge from the service provider
(Blumenberg et al., 2009). In this study, trust at both the interpersonal level (between
BRPs) and the interorganizational level will lead to knowledge sharing at the
organizational level for the following reasons: first, on the interpersonal level,
according to Adams (1980), knowledge sharing between the organizations happens
when BRPs begin to trust each other through ongoing communications.
The knowledge will be shared first by the BRPs, and then be spread across the
organization. Once the organizations have feedback information to share, BRPs will
become the agents to deliver the knowledge to their counterparts. In this process, the
more BRPs trust each other, the more knowledge the two organizations will share with
each other. The literature on knowledge management has emphasized the importance
of replying on BRPs to share knowledge and expertise under intra-organizational
context (e.g. Cross and Parker, 2004; Levina and Vaast, 2005). In recent
Interorganizational studies, Janowicz-Panjaitan and Noorderhaven (2009) further
proved that operating-level boundary spanners are the primary agents of tacit
knowledge sharing, and interpersonal trust between these BRPs is the primary
determinant of knowledge sharing at that level. Second, on the organizational level, the
relationship between trust and knowledge sharing has been confirmed by many
studies. For instance, Mayer et al. (1995) found that trust is an antecedent of risk taking
and knowledge sharing is regarded as a risk-taking behavior in interorganizational
relationship research (Nelson and Cooprider, 1996; Lee et al, 2008). Therefore,
interorganizational trust leads to knowledge-sharing behaviors. Similarly, Nelson
and Cooprider (1996) believed that trust, developed through repeated communication,
is demonstrated to be different from and a determinant of shared knowledge.
Sabherwal (1999) further mentioned that trust can mitigate perceptions of
opportunistic behavior between the service provider and client company, therefore
easing the transfer of knowledge and resources in the partnership. Lastly, Lee et al
(2008), through an empirical study, proved that mutual trust between the service
provider and the client company is an important determinant factor of knowledge
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sharing. To summarize, both interpersonal trust between BRPs and interorganizational
trust will lead to knowledge sharing at the organizational level, which suggests the
following hypotheses:

HI. A higher level of interpersonal trust between BRPs will lead to a higher degree
of knowledge sharing between the service provider and the client company.

H2. A higher level of interorganizational trust will lead to a higher degree of
knowledge sharing between the service provider and the client company.

4.4 Knowledge sharing and IT outsourcing success

Knowledge sharing is not only an internal activity that brings competitive
advantage for the company, but also a resource or capability gained externally from
interorganizational exchange (Lee, 2001). Effective knowledge transfer between client
company and service provider is most important for the success of IT outsourcing
(Chua and Pan, 2006). Supports could be found from a variety of studies that employed
SET as the theoretical foundation in their studies. For instance, Klepper and Jones
(1997) found that the ongoing exchange of knowledge and expertise between client and
supplier is a trademark of successful outsourcing engagements and this process
contributes to the success of IT outsourcing. Kern and Willcocks (2001) also claimed
that pursuing a successful relationship requires investment (i.e. knowledge) by both
client and supplier, while lack of knowledge transfer damages the relationship.
Similarly, Lee and Kim (1999), Lee (2001) and Kern and Willcocks (2002) posited
that information sharing/exchange is one of the key determinants of successful
relationships/partnerships. Without effective sharing of information, projects might
suffer from coordination problems leading to unsuccessful collaborations (Herbsleb
and Moitra, 2001). Furthermore, Alborz et al (2003) suggested that “the factor
(knowledge sharing) is as important as any other in outsourcing, and deserves to be
investigated thoroughly in order to explain how knowledge sharing influences both
structure and management and the efficacy of the relationship” (p. 1306). Likewise,
Quinn (1999) believed that IT outsourcing success depends on information exchange
and knowledge transfer among partners that bring together good ideas and
appropriate technologies to create new opportunities. The above findings suggest that
knowledge sharing has a significant effect on IT outsourcing success. We therefore
posit the following hypothesis:

H3. A higher level of knowledge sharing will lead to a higher level of IT outsourcing
success.

4.5 Trust and IT outsourcing success

Trust, in any social exchange activity, always starts from the upper managers (BRPs)
and then flows downward through each organization (Ring and Van de Ven, 1994).
Closer social ties (trust and rapport) between managers (BRPs) from both sides are
critical for attaining benefits and value added and developing a win-win scenario
(Kotlarsky and Oshri, 2005). Kern and Willcocks (2002) regarded IT outsourcing as
an interaction process, through which interpersonal trust between the key persons
influences the process and outcome of interorganizational relationships. Levinthal and
Fichman (1988) stated that relation-specific assets (gained from interorganizational
exchange) are composed of well-grounded communication patterns, the development
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of trust among those individuals involved in boundary-spanning roles, and the
knowledge acquired during the process. All these assets lead to the continuation of
the relationship (Klein ef al, 1978). In the resource-based view of the firm, relation-specific
assets (including interpersonal trust) can generate competitive advantage for both parties
(Wade and Hulland, 2004), which will reinforce interorganizational cooperation. In
mnvestigating the relationship between interpersonal trust and collaborative relationship
performance, Paul and McDaniel (2004) demonstrated a strong causal effect between
integrated interpersonal trust and virtual collaborative relationship performance. Based
on the above discussion, we posit the following hypothesis:

H4. A higher level of interpersonal trust between BRPs will lead to a higher level of
IT outsourcing success.

‘When measured at the organizational level, trust does not simply influence the success
of the partnership (Mohr and Spekman, 1994). It is also a criterion to evaluate
relationship satisfaction and the success of the whole IT outsourcing project
(Sabherwal, 1999). SET could be used as a theoretical support since SET originates
from individual level of exchange but has been extended to organizational level of
study (Cook, 1977; Morgan and Hunt, 1994). For example, in studying joint ventures
and strategic alliances, Inkpen and Currall (1997) argued that trust ensures a sound
and cooperative relationship in a dyad relationship, and it can contribute to the
sustained continuation of cooperative relationships. Similarly, Lee (2001) believed that
trust plays a critical role in the development of a long-term relationship and in
facilitating an exchange relationship. Trust increases the confidence in which the
exchange parties have for one another in performing the tasks and achieving the
common goals. It allows a focus on long-term objectives, suppresses opportunism and
increases cooperation; and entails reliable, stable and high-performing IT outsourcing
activities (Klepper, 1995). Therefore, building a certain level of interorganizational trust
is one of the key predictors of outsourcing success. Based on the above arguments, the
following hypothesis is proposed:

Hb5. A higher level of interorganizational trust will lead to a higher level of IT
outsourcing success.

Beyond the constructs depicted in the research model in Figure 1, another contextual
variable — duration of relationship could also influence the success of IT outsourcing
(Goo et al., 2008). Duration of relationship is the length of association with the specified
service provider; it is usually taken as a control variable toward outsourcing outcomes
(e.g. Goo et al, 2007, 2008). It is assumed that relationships that have lasted a longer time
are more likely to continue than younger relationships because participants have built
mutual understanding and eliminated the need for detailed formal agreement through
adjustment over time (Lee and Kim, 1999). The longer the duration of relationship, the
greater the probability of a higher quality relationship (Levinthal and Fichman, 1988)
and, thus, the more likely outsourcing success (Goo et al., 2008).

5. Research methodology

5.1 Measures

To operationalize the constructs in the research model, wherever possible,
measurement items were adopted from the literature and then modified to reflect the
context of IT outsourcing. Table I presents the measures.

The roles
of trust in IT
outsourcing

127

WWw.mane



ITP
26,2

128

Table 1.
Measures

Measures Sources

Interpersonal trust
1. My contact person has always been fair in negotiations with me Zaheer et al. (1998)
2. I always know how my contact person is going to act
3. My contact person is trustworthy
4. T have faith in my contact person to look out for my interests
even when it is costly for him/her to do so
5. I would feel a sense of betrayal if my contact person’s
performance was below my expectations®
Interorganizational trust
1. This service provider has always been fair in its negotiations Zaheer et al. (1998)
with our company
2. This service provider does not seek to profit at our company’s
expense?
3. Based on past experience, we can rely on this service provider to
keep promises they make to our company
4. Our company is happy to give service orders to this service
provider when the specifications are clear
5. This service provider is trustworthy
Knowledge sharing
In our relationship, our company and our service provider Lee and Kim (1999)
1. Share business knowledge of core business process if necessary
2. Exchange information that helps business planning
3. Share environmental information (e.g. economic, political and
legal information) that affects each other’s business
IT outsourcing success
As a result of IT outsourcing with this service provider Grover et al. (1996), Goles
1. We have been able to refocus on our core business (2001), Lee et al. (2008)
2. We have enhanced our IT competence
3. We have increased access to skilled IT personnel
4. We have achieved increased economies of scale in human
resources
5. We have achieved increased economies of scale in technological
resources
6. We have achieved improved control of IT expenses
7. We have reduced the risk of technological obsolescence
8. We have increased access to key information technology/IT
services
9. We are satisfied with our overall benefits from outsourcing with
this service provider

Note: “The items were deleted from the final analysis

Interpersonallinterorganizational trust. in measuring the two types of trust, Zaheer
et al’s (1998) instrument was adopted, since it was among the first to measure
interpersonal and interorganizational trust at the same time, and the items measuring
trust are applicable to most types of interorganizational exchange. Two sets of
questions (five items each) were used to measure trust at two levels and the measures
reflected three forms of trust — cognitive, behavioral and emotional trust. For the
construct of interorganizational trust, two items captured the fairness component of
trust, one item directly assessed interorganizational trust, and the other two tapped the
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reliability of trust. In contrast, the measure for interpersonal trust consisted of one item
related to predictability, three items related to fairness and one item assessing
interpersonal trust directly.

Knowledge sharing: in the context of IT outsourcing, knowledge sharing between
the members of a dyad refers to the transfer of technologies, expertise and processes
between the service provider and the client company through individuals (Lee and
Kim, 1999). In this study, since the unit of analysis is “relationship” instead of “project,”
the questions related to knowledge sharing are more business specific and at the
strategic level (Quinn, 1999). It involves the sharing of organizations’ key information
such as its core business process, its business planning strategy, and the information
related to economic, political and legal environments (Lee and Kim, 1999). These key
information were used to measure knowledge sharing activities in general.

IT outsourcing success: success in outsourcing refers to the overall organizational
advantage gained from an outsourcing strategy. The original idea to measure this
construct came from Grover ef al’s (1994) descriptive study in which the advantages
of IT outsourcing were classified into three major categories: strategic, economic and
technological. The conceptual idea was further operationalized and empirically tested
by Grover et al. (1996), Goles (2001) and Lee et al (2008), which evaluated outsourcing
success by the strategic, technological and economic benefits the client company gains
through outsourcing activities as well as the overall satisfaction with the service
provider. This study measures IT outsourcing success by the nine frequently used
items in the previous studies.

Duration of relationship: the duration of relationship was measured by directly
asking the respondents “how long is the relationship between your company and the
service provider.”

5.2 Pilot test

A preliminary version of the questionnaire was evaluated by four IT professionals
with outsourcing experience and two academics who had conducted research on
IT outsourcing. Feedback was collected to revise the questionnaire. The revised
questionnaire was further pilot tested with 14 IT professionals who were part-time
masters’ students in an I'T management program and who were knowledgeable about
the IT outsourcing activities of their companies. The content and face validity of the
measures were confirmed.

5.3 Questionnaire design

To increase the validity of the measures, Zaheer ef al’s (1998) procedures were
followed. Two separate questionnaires were developed: one for IT managers (the BRPs)
and another for IT staff (a second informant) in the client company (Bagozzi et al.,
1991). The questionnaire for the second informant was identical to that for the IT
managers with the exception that all items corresponding to the interpersonal trust
between the BRPs in the client and service provider were eliminated. The reasons for
employing the second informant include: first, because it is difficult for one single
informant to distinguish trust at two levels in a cross-sectional survey (Zaheer ef al.,
1998), the second respondent was used to distinguish the constructs of interpersonal
trust and interorganizational trust; second, the second respondent was used to avoid
common method bias by gathering multiple responses to the same question (Whitman
and Woszczynski, 2004); and finally, the responses of the second respondent was
suitable to measure interorganizational trust because interorganizational trust

The roles
of trust in IT
outsourcing

129

WWw.mane



ITP
26,2

130

was defined as trust to the partner organization as perceived by the members of the
focal company; and the members may not be limited to BRPs.

The measures were assessed with a seven-point Likert scale (1 = strongly disagree
and 7 =strongly agree), the interview feedback and the pilot test. To check the
competency of the informant, two special questions (Kumar et al.,, 1993) were included:
I would describe myself as highly involved in my company’s relationship with this
service provider; and I am familiar with most aspects of our business relationship
with this service provider. Any informants with responses of three or lower to these
questions were removed from the respondent pool and their responses were not
included in the further analysis. This competency check was used in both versions
of the questionnaire. This ensured that both the first informant (IT manager) and
the second informant (IT staff) were knowledgeable and thus qualified to answer the
questions in the questionnaire.

5.4 Sample and data collection

Questionnaires were sent to 1,447 Hong Kong companies listed in the “D&B major
corporations in Hong Kong,” including companies across all major industries in Hong
Kong. Two versions of the questionnaires were sent in one package to the person in
charge of I'T (usually the IT manager). The I'T managers were asked to complete version 1
and to pass version 2 to an IT staff/colleague who was also involved in managing the
outsourcing activities. In the end, the two questionnaires were mailed back together using
the self-addressed, stamped envelope provided. To increase the response rate, Dillman’s
(2000) approach was followed, including: a carefully designed cover letter, personalized
correspondence and follow-up phone calls. After two rounds of solicitation, a total of 208
companies responded to the survey (including both versions of the questionnaire per
each) representing a response rate of around 14.4 percent. Among them, 47 responses
from companies that had never outsourced were discarded; 18 responses were eliminated
from the analysis due to lack of competence among the key informants or less than one
year experience with outsourcing (companies that have less than one year outsourcing
experience do not have the ability to describe long-time relationships between dyadic
parties[1]). After removing the rejected responses, a final data set consisting of the
responses from 143 companies was used for the final analysis. Non-response bias was
checked by comparing the early and late wave of respondents (Sivo et al., 2006; Kim et al,
2010). Results of #tests did not show any statistically significant differences in total sales
revenue and number of employees (Saeed et al, 2005). This therefore confirmed that non-
response bias was not an issue in our sample.

The profile of the responding companies is summarized in Table II. It indicates that
nearly half of the companies belonged to manufacturing, finance, insurance, real estate,
transportation and logistics industries; more than 50 percent of the companies had
employees fewer than 200 employees; nearly 70 percent of the companies had IS/IT
budgets that were equivalent to 3 percent or less of total sales; 90 percent of the
companies chose to outsource <60 percent of their IT functions; 44 percent of
the relationship sustained more than five years; and the two I'T functions most frequently
outsourced were application development and hardware support/maintenance.

6. Data analysis and results

6.1 Data analysis strategy

Structural equation modeling (SEM) was used to examine the measurement
and structural models. Partial least squares (PLS), as implemented in SmartPLS
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Frequency %
(@) Industry
Industry type
Manufacturing 25 175
Finance, insurance, real estates 25 175
Transportation and logistics 19 13.3
Wholesale trade 12 84
Services 8 5.6
Multiple* 12 84
Others 42 294
Total 143 100
(b) Number of employees in Hong Kong
Range
Less than 100 45 315
100-199 31 21.7
200-599 26 182
600-999 11 7.7
1,000-1,999 9 6.3
2,000-2,999 9 6.3
3,000 and above 12 84
Total 143 100
(c) ITV/IS budget as percentage of total sales
Range
Less than 0.5% 37 259
0.5-less than 1.0% 27 189
1.0-less than 2.0% 21 14.7
2.0-less than 3.0% 18 126
3.0-less than 4.0% 6 42
4.0-less than 5.0% 6 4.2
5.0% and above 19 133
Missing 9 6.3
Total 143 100
(d) Percent of IT functions outsourced
Range
Less than 20% 64 448
20-less than 40% 39 27.3
40-less than 60% 26 182
60-less than 80% 9 6.3
80% or more 5 35
Total 143 100
(e) Percent of IT functions outsourced
Range
1 year to less than 2 years 23 16.1
2 years to less than 3 years 28 196
3 years to less than 5 years 29 20.3
5 years or more 63 4.1
Total 143 100
(O Tvpe of IT outsourcing®
Type
Application development 78 54.5
Hardware support/maintenance 74 51.7
Application operation and maintenance 47 329

(continued)
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Table II.

Frequency %
Data communication network 47 329
Data center operation 36 25.2
Help desk 31 21.7
Disaster recovery 30 21
Desktop 26 18.2
Others 3 2.1

Notes: *Multiple means the company does business in multiple industries; Prespondents can tick more
than one choice

(Ringle et al., 2005), was used to perform confirmatory factor analysis (CFA) and to test
the measurement model and the structural model. The reason to select PLS is that it is
more prediction oriented, and allows smaller sample size (Fornell and Bookstein, 1982),
which describes the current research context. The mediating effect of knowledge
sharing was tested by using a series of regression models (Baron and Kenny, 1986).
When measuring constructs in the research model, the following principles were
followed: interorganizational trust was measured using the responses from the IT staff/
colleagues and the remaining constructs were measured using the responses from the
IT managers (BRPs). In other words, interpersonal trust was measured by the BRPs’
perceptions of their personal relationships with their counterparts in the provider
company; knowledge sharing and outsourcing success were measured when the BRPs
take their role of key informants to reflect organizational-level issues; responses from
IT staff/colleagues were used as the source to measure trust at the organizational level.

6.2 Structural equation model

6.2.1 Measurement model. The psychometric properties of all scales were first
assessed using CFA. Item loadings >0.70 were considered acceptable (Fornell and
Larcker, 1981). The first-round CFA demonstrated that loadings of two items — IOT_2
(0.54) and IPT_5 (0.33) — were lower than the recommended value, and the composite
reliability scores if these items were deleted were much higher than the overall reliability
scores of the two constructs. After double-checking with the questionnaire, responses
to the two problematic items were discarded from further analysis. The new composite
reliability, factor loadings and average variance extracted (AVE) for each construct are
shown in Table III. As can be seen, all items had significant loadings of at least 0.70.
The composite reliability scores were at least 0.91 and the square roots of the AVEs
were at least 0.79, which exceeded the recommended thresholds of 0.7 (Nunnally, 1978)
and 0.5 (Hair ef al, 1998), respectively. The CFA results thus demonstrated good
reliability, internal consistency and convergent validity of the data.

Discriminant validity was assessed by determining if first, the indicators loaded
more strongly on their own constructs than on other constructs in the model; and if
second, the constructs shared more variance with their own measures than they shared
with the other constructs in the model (i.e. the square roots of the AVEs were larger
than the inter-construct correlations) (Fornell and Larcker, 1981). Results from the CFA
in Table IV showed that all indicators had higher loadings on their own construct than
on any other construct and the square root of the AVE for each construct was larger
than its correlation with other constructs (shown in Table V). These results indicated
adequate discriminant validity.
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Constructs  Items Loadings t-statistics Composite reliability AVE  Square root of AVE

IPT %g_é 82623 ?511161% 091 0.70 0.84 OlltSOllI'Cng
IPT_3 091 56.49
IPT_4 0.77 14.90
10T 10T_1 0.75 10.60 091 0.73 0.85
I0T3 088 3555 133
10T 4 0.86 20.14
10T 5 092 54.65
KS KS_1 0.89 41.32 0.92 0.80 0.89
KS_2 093 7892
KS_3 0.87 29.35
ITOS ITOS_1 0.74 16.86 0.94 0.63 0.79
ITOS_2 0.86 32.60
ITOS_3 0.76 13.68
ITOS_4 0.76 17.27
ITOS_5 0.85 29.51
ITOS_6 0.77 18.55
ITOS_7 0.70 13.12
ITOS_8 0.80 18.67
ITOS_9 0.86 31.24 Table III.
Notes: IPT, Interpersonal trust; [OT, interorganizational trust; KS, knowledge sharing; ITOS, Measurement model
IT outsourcing success statistics
IPT 10T KS 0S
IPT_1 0.86 043 0.44 0.53
IPT_2 0.82 0.27 0.36 0.52
IPT_3 0.91 0.39 047 0.53
IPT 4 0.77 0.34 0.42 047
I0T_1 0.34 0.75 0.13 0.29
I0T_3 0.34 0.88 0.11 0.38
I0T_4 0.35 0.86 0.13 0.33
I0T_5 043 0.92 0.14 0.37
KS_1 0.50 0.09 0.89 041
KS_2 0.46 0.17 0.93 0.48
KS_3 0.38 0.13 087 0.38
0S_1 0.49 0.32 0.28 0.74
0S_2 0.60 0.28 0.45 0.86
0S_3 0.39 0.31 0.26 0.76
0S_4 0.42 0.29 0.35 0.76
0S_5 0.48 0.30 0.39 0.85
0S_6 0.39 0.38 0.36 0.77
0S_7 0.40 0.24 043 0.70 ~ TablelV.
0S_8 049 0.32 043 0.80 Confirmatory factor
0S.9 0.63 0.44 043 0.86 analysis

6.2.2 Structural model. After confirmation of the psychometric properties in the
measurement model, PLS was used to assess the structural model. A bootstrapping
procedure generating 250 random samples of a size of 143 was used to estimate the
the constructs. The path coefficients and
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Table V.
Construct correlations
and the square roots

explained variances (R? values) for the model are shown in Figure 2. Each hypothesis is
plotted as a specific path in the figure. The R* values of the dependent variables are
shown below the two constructs. The path coefficients of all the paths were significant
at either the 0.05 or 0.01 level except the one between interorganizational trust and
knowledge sharing. The R? values for the two dependent variables (knowledge sharing
and IT outsourcing success) were 0.26 and 0.48, respectively. This means trust at two
different levels explained 26 percent of the variance in knowledge sharing; and trust,
knowledge sharing and the duration of relationship together accounted for nearly half
of the variance in IT outsourcing success.

The direct, indirect and total effects of each construct based on the path coefficients
in the PLS analysis are presented in Table VI. The total effect of interpersonal trust
(0.52) on IT outsourcing success is much higher than that of interorganizational trust
(0.15), and knowledge sharing has a direct effect on IT outsourcing success (0.25).

6.3 Mediating effect of knowledge sharing

The mediating effect of knowledge sharing was tested using a series of regression
models. Following Baron and Kenny’s (1986) approach, a construct is believed to be
a mediator when the following conditions hold: the independent variables affect
the mediator in the first regression; the independent variables are shown to affect the
dependent variable in the second regression; the mediator affects the dependent
variable in the third regression; and the effect of the independent variables on
the dependent variable must be less in the third equation than in the second. A full
mediation effect is demonstrated when the independent variable has no effect on the
dependent variable due to the involvement of the mediator. Otherwise, the mediator is
believed to have a partial mediation effect (Baron and Kenny, 1986). The results of the
multiple regressions are presented in Table VIL

IPT 10T KS 0S
IPT 0.84
10T 0.43 0.85
KS 0.51 0.15 0.89
(ON] 0.61 0.41 0.48 0.79

of the AVEs Note: The diagonal elements are the square roots of AVEs
Interpersonal
Knowledge IT outsourcing
®=0.43"* sharing success
R?=0.48
Interorganizational
trust
Duration of
relationship
Figure 2.

Model testing results

Notes: Hypotheses with solid lines are supported while that
with the dotted line is not supported. *p<0.05; **p<0.01
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Mediating variable Dependent variable

The roles

Independent variables Effect Knowledge sharing IT outsourcing success of trust in IT
outsourcing
Interpersonal trust Direct 0.54 0.38
Indirect - 0.14
Total 0.54 0.52
Interorganizational trust Direct —0.09 0.17 135
Indirect - —0.02
Total —0.09 015
Knowledge sharing Direct 0.25 Table VI.
Indirect - Direct, indirect and
Total - 0.25 total effects
Dependent variable
Mediating variable IT outsourcing success
Independent variables Knowledge sharing Model 1 Model 2
Independent variables
Interpersonal trust 0.55%* 0.54** 0.40%*
Interorganizational trust —0.09 0.18 0.20%*
Mediating variable
Knowledge sharing 0.25%*
R 027 0.40 045 Table VII.

Note: **p<0.01

Test results of
mediating effect

In Table VII, the path coefficient (—0.09) between interorganizational trust and
knowledge sharing is not significant. This means that one of the independent variables
(interorganizational trust) does not affect the mediator (knowledge sharing) and
therefore condition one does not hold for this path. For the path of interpersonal trust-
knowledge sharing-IT outsourcing success, the path coefficients for interpersonal
trust-knowledge sharing (0.55), interpersonal trust-IT outsourcing success (0.40) and
knowledge sharing-IT outsourcing success (0.25) are all significant at the 0.01 level,
which means that conditions one, two and three hold for this path. In Model 2, the path
coefficient of interpersonal trust-IT outsourcing success (0.40) is significantly lower
than that of Model 1 (0.54). Therefore, condition four also holds. Meanwhile, the path
coefficient of interpersonal trust-IT outsourcing success (0.40) is significant after
involving the mediator (knowledge sharing) in the regression equation. This means
that knowledge sharing has a partial mediation effect between interpersonal trust and
IT outsourcing success. To further assess the significance of the mediating effect of
knowledge sharing, Sobel test (Sobel, 1982) was conducted. The Z-value (2.84) is
significant at 0.01 level, which confirmed the mediating effect of knowledge sharing
in the path.

6.4 Common method bias

As with all self-reported data, there is a potential for common method bias (Podsakoff
et al., 2003). Though interorganizational trust in the research model was captured from
the second informant, other constructs (interpersonal trust, knowledge sharing and IT
outsourcing success) were still captured by the same respondents. To test the potential
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Table VIII.
Common method
bias.analysis

existence of common method bias, Harman’s one-factor test (Podsakoff ef al., 2003) was
performed on the four crucial variables in our theoretical model. Results from this test
showed four factors are present and the most variance explained by one factor is 43
percent (<50 percent), indicating that common method biases are not a likely
contaminate of the results. Another way to check the common method bias is to follow
Podsakoff et al (2003), Williams et al. (2003) and Liang et al’s (2007) approach.
A common method factor was included in the PLS model. The common method factor
included all the principal constructs’ indicators and we calculated each indicator’s
variances substantively explained by the principal construct and by the method.
In Table VIII, the squared values of the method factor loadings (R22) were interpreted as
the percent of indicator variance caused by method, whereas the squared loadings of
substantive constructs (®12) were interpreted as the percent of indicator variance caused
by substantive constructs. If the method factor loadings are insignificant and R22s are
substantially lower than R12s, we can conclude that common method bias is unlikely to
be a serious concern. Table VIII demonstrates that the average substantively explained
variance of the indicators is 0.717, while the average method-based variance is 0.019.
The ratio of substantive variance to method variance is about 38:1. In addition, most
method factor loadings are not significant. The small magnitude and insignificance
of method variance further reduced the concern about common method bias.

6.5 Results
The results support four of the five hypotheses in the research model. The correlation
coefficient (0.43, significant at the 0.01 level) between interpersonal trust and

Substantive factor Method factor
Construct Indicator loading (R1) R12 loading (K2) R2?
Interpersonal trust IPT 1 0.813#* 0.661 0.052 0.003
IPT_2 0.849* 0.721 —0.035 0.001
IPT_3 0.951°%* 0.904 —0.048 0.002
IPT_4 0.732%% 0.536 0.036 0.001
Interorganizational trust I0T 1 0.748** 0.560 —0.001 0.000
10T_3 0.868** 0.753 0.009 0.000
10T_4 0.874% 0.764 —0.022 0.000
I0T_5 0.914%%* 0.835 0.013 0.000
Knowledge sharing KS_1 0.868** 0.753 0.010 0.000
KS_2 0.897%* 0.805 0.051 0.003
KS_3 0.922%% 0.850 —0.066 0.004
IT outsourcing success ITOS_1 0.738%* 0.545 0.005 0.000
ITOS_2 0.786%* 0.618 0.079 0.006
ITOS_3 1.035%* 1.071 —0.284 0.081
ITOS_4 0.884%* 0.781 —0.130 0.017
ITOS_5 1.000%* 1.000 —0.157 0.025
ITOS_6 0.835%* 0.697 —0.065 0.004
ITOS_7 0.679* 0.461 0.018 0.000
ITOS_8 0.724 0.524 0.081 0.007
ITOS_9 0.469%* 0.220 0.408** 0.166
Duration of relationship Duration 1.000%* 1.000 0.291%* 0.085
Average 0.837 0.717 0.012 0.019

Note: **p<0.01
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interorganizational trust confirms a positive relationship between these two
constructs. This result is consistent with the literature (e. Gulati, 1995; Zaheer
et al., 1998; Rousseau et al., 1998) showing that interpersonal and interorganizational
trusts are theoretically distinct but related constructs.

HI, H2 and H3 consider the mediating effect of knowledge sharing in IT
outsourcing success. The structural model analysis showed that interpersonal trust
can lead to knowledge-sharing behavior between companies (HI supported), while
interorganizational trust will not have the same effect on knowledge sharing (H2 not
supported). This result highlights the significance of interpersonal trust in the
interorganizational knowledge-sharing process. Simultaneously, the path coefficient
between knowledge sharing and IT outsourcing success is positive and significant,
which indicates support of H3. The results of the multiple regressions further
confirmed that knowledge sharing is a mediator between interpersonal trust and IT
outsourcing success, but there is no evidence for the same mediating effect between
interorganizational trust and IT outsourcing success.

Results testing H4 and H5 were significant at the 0.01 and 0.05 level, which means
that both interpersonal trust and interorganizational trust have strong and direct
effects on IT outsourcing success. In terms of total effects, as reported in Table VI,
interpersonal trust has a stronger effect on IT outsourcing success than
interorganizational trust. This result highlights the role of interpersonal trust in
successful IT outsourcing arrangement. As proposed, the control variable — duration of
relationship has a significant and positive impact on the outsourcing success. The R
value for the dependent variable — IT outsourcing success — was 48 percent. This
means that the predictive variables (trust at two levels and knowledge sharing) and
control variable in the model explained nearly half of the total variance in the
dependent variable. The proposed model thus has good explanatory power.

7. Discussion

7.1 General discussion

This study investigated the importance of trust and knowledge sharing in IT
outsourcing success. It also examined whether trust as operationalized at two levels of
analysis would have equivalent influence on IT outsourcing outcomes and whether
knowledge sharing would mediate this process. The results from the data analysis
support most of the hypotheses.

First, the results are consistent with the findings by Zaheer et al. (1998) and Inkpen
and Currall (1997) that interpersonal trust and interorganizational trust are two
different but interrelated constructs. Thus, when investigating trust between the
members of a dyad (e.g. IT outsourcing partners, joint venturers, buyers and sellers), it
1s not enough to explore the role of interorganizational trust alone while ignoring
interpersonal trust.

Second, our findings suggest a significant mediating effect of knowledge sharing
between interpersonal trust and IT outsourcing success. The SEM results reveal that
the level of interpersonal trust heavily influence the level of knowledge sharing, which
is also a critical factor in IT outsourcing success. This result highlights the important
role of interpersonal trust in knowledge sharing and is consistent with prior research
(e.g. Lee and Kim, 1999) that knowledge sharing is one of the key determinants of
successful outsourcing relationships. However, the same mediating effect between
interorganizational trust and IT outsourcing success is not found. This result is
inconsistent with the literature on trust and knowledge sharing in interorganizational
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relationships (e.g. Nelson and Cooprider, 1996), which shows that interorganizational
trust is a significant determinant of knowledge sharing. One possible explanation
is that in a culture with strong collectivism like Hong Kong (Hofstede, 2003)
(where the data of this study were collected), knowledge is more easily to be shared
within groups rather than outside groups (Shin ef al, 2007). BRPs consider each
other as “insider” within the organization boundary system, and other members of
the company take the members in the counterpart as “outsiders.” Therefore,
interorganizational trust as measured by the perceived trust of the members of the
focal company may not show a significant path toward knowledge sharing. Another
possible explanation is that, in most interorganizational exchanges, knowledge sharing
only happens when sufficient communication is in place (Nelson and Cooprider, 1996;
Davenport et al., 1999). The members of the focal company may have trust on the
counterpart, however, the non-BRPs may not have enough time and resources to
communicate with the members of the other company as the BRPs do (though the
non-BRPs are knowledgeable enough on the relationship issues between the dyads).
Therefore, the interorganizational trust as perceived as the second informants may not
have a significant impact on interorganizational knowledge sharing as what BRPs
have perceived.

Third, interpersonal trust and interorganizational trust have significant direct
effects on IT outsourcing success. This means that trust (at both levels), when
investigated independently, can lead to benefits and satisfaction of IT outsourcing.
The results of the total effects also suggest that the impact of interpersonal trust
overweighs that of interorganizational trust on IT outsourcing success. This finding
i1s interestingly opposite to that of Zaheer et al’s (1998), which found that
interorganizational trust played a more dominant role than interpersonal trust in
buyer-supplier dyads. A possible explanation may lie in the different contexts between
the two studies. In Zaheer et al’s study, the dyad was between buyers and suppliers, in
which the interaction was more transaction oriented and a major part of trust might be
more on the company and its products and services than between BRPs. In our current
study, IT outsourcing involves people from two companies working together as a
team, in which trust at the personal level might be more important than that at
the organizational level. Therefore, those rules that apply and govern some of the
interorganizational relationships in the buyer-supplier dyad relationship may not work
in the IT outsourcing context.

Lastly, in this study, trust and knowledge sharing explained nearly half of the
variance in IT outsourcing success. This result shows that, among all the factors
leading to IT outsourcing success (e.g. trust, commitment, knowledge sharing,
communication, culture fit, contract, etc.) (Lee and Kim, 1999; Kern and Willcocks,
2002), trust and knowledge sharing are essential factors in IT outsourcing success.
Also, since trust and knowledge sharing are both relationship-related factors, this
result further emphasizes the significant position of relationship-related factors in IT
outsourcing success.

7.2 Research implications

While the general literature in the area of relationship issues of IT outsourcing has
often focussed on the effect of trust at the organizational level on IT outsourcing
outcomes, our study makes a contribution by extending the exploration of the impact
of trust on IT outsourcing processes and results to the personal level (interpersonal
trust between BRPS). The distinction between interpersonal trust and interorganizational
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trust is found to be important as they exert different degrees of influence to IT
outsourcing success. The different mediating roles played by knowledge sharing on the
relationships between these two types of trust and outsourcing success further confirm
the significance of such distinction at the theoretical/conceptual level.

Introducing the concept of organization boundary systems and BRPs to study IT
outsourcing is new in the IT adoption literature. This study has made an attempt and
found it useful. BRPs are indeed important persons in interorganizational transactions.
Coupling with the two types of trust, we do see different results when comparing to
those studies in dyad relationships such as buyer-and-seller relationships. Findings
from those studies on interorganizational relationships may not be applicable in the IT
outsourcing context. In other words, it highlights the importance of “contextualizing
theory” or “theories in context” (Whetten, 2009).

Third, findings of the study suggest a new line of research — to explore the effects
of the relationship-related issues at two levels (trust, knowledge sharing and
communication, etc. at personal and organizational levels) on IT outsourcing outcomes.
A further exploration of the causal relationships between these constructs (at two levels)
would be meaningful to the existing IT outsourcing research.

7.3 Managerial implications

Prior studies in IT outsourcing have suggested that relationship management is
essential for the IT outsourcing success. From the managerial perspective, findings
from this study reemphasize this significance, especially the elements of “trust” and
“knowledge sharing” in successful IT outsourcing. In particular, the results highlight
the success of outsourcing activities through the parties’ conscious management and
control of the significant “soft factors” involved. Building a strong interpersonal trust
with the key contact person in the service provider is essential to sustain a long-term
relationship, and to achieve the final IT outsourcing success. Knowledge sharing
between organizations works well when the key contact persons trust each other.
However, a trust between I'T outsourcing dyads does not necessarily lead to the sharing
of knowledge between the two organizations. All these imply the significant position of
interpersonal trust in IT outsourcing relationships.

Furthermore, the findings draw management’s attention to the importance of
selecting the right BRP in managing their IT outsourcing projects. It might be even
more important in a global I'T outsourcing environment when at least one party is from
a culture that emphasizes more on collectivism. In such cases, management might need
to go beyond the trust built on the relationship of two organizations to ensuring good
relationship between the BRPs on both sides. With deep trust between the key contact
persons, the two organizations will share knowledge and hopefully arrive at IT
outsourcing success.

7.4 Limitations and future research

Like all other studies, the study has its own limitations which on one hand make the
interpretation of the results and implications obtained with caution, and on the other
hand, suggest future areas of research in the topic.

First, the survey-based and cross-sectional nature of the research design makes it
prone to common method bias and limits the ability to draw causal inference. Our
design using multiple informants, rather than single informants, helps reduce this
threat. Nevertheless, to further reduce the common method bias and enhance the causal
inference ability, two other data collection strategies are useful: obtaining multiple
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types or sources of data and gathering data over multiple periods (Rindfleisch et al.,
2008). Therefore, future investigations may consider conducting in-depth case studies
so as to get multiple informants and multiple types/sources of data or employing
longitudinal research design with data collected over multiple periods. A longitudinal
study would also help to understand the role change of the BRPs in different stages of
IT outsourcing lifecycle.

Second, our study was conducted in Hong Kong. The effects of soft factors, such as
“trust” and “knowledge sharing,” may be different from those in the western world.
Caution must therefore be exercised when generalizing the findings to organizations in
different cultural environments. We also used this cultural difference as a plausible
explanation to our finding of insignificant influence from interorganizational trust
to knowledge sharing. However, whether this is a good explanation needs to be
reconfirmed by future studies. When conducting such studies, it may also be important
to distinguish national cultural orientation from personal cultural orientation as
cautioned by many scholars in cross-cultural research (Sharma, 2010).

Third, our focus on trust was limited. Trust is a crucial element in relationship
management of I'T outsourcing; however, it only explains a portion of IT outsourcing
success. Future research may extend to investigate possible effects of other soft and
hard factors (Barthélemy, 2003), such as commitment, communication, cultural fit
and contractual issues, on IT outsourcing outcomes. It might also be possible to further
test the determinant effects of all these factors on IT outsourcing outcomes under the
global IT outsourcing context (e.g. offshore vs inshore IT outsourcing). We might also
further explore the effects and relationship of these factors at both personal level and
organizational level on IT outsourcing success.

Lastly, we looked at only one side of the dyad (the service receivers), and in some
places ask questions mainly from the perspective of the client side (e.g. the measures of
knowledge sharing). The success of IT outsourcing depends not only on the perception
and work of the service receivers but also on those of the service providers. Besides, the
background information of the service provider could also extend our understanding
on the cultural and contextual explanations to the research results.

8. Conclusions

This research enhances our understanding of how trust operationalized at two levels
of analysis influences the processes and outcomes (knowledge sharing and IT
outsourcing success) of IT outsourcing. Based on SET and the theory of organization
boundary systems, a conceptual model was proposed and empirically tested using a
cross-sectional survey involving key informants from 143 companies in Hong Kong.
Our findings demonstrate that interpersonal trust plays a more important role than
Interorganizational trust in successful IT outsourcing arrangements and knowledge
sharing has a significant mediating effect on the path between interpersonal trust and
IT outsourcing success. The findings are believed to be helpful to direct future IT
outsourcing research and practice.

Note

1. The length of the trust-based “long-time relationship” in western countries is four to
seven years (Lacity and Willcocks, 1998); however, in Hong Kong, around 98 percent
of the companies are SMEs, and outsourcing contract duration is usually short.
A contract more than one year may be called a “long-time” contract in the current
research context.
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