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Abstract:

An increasingly large number of firms outsource their Information Technology (IT). Firms
that contemplate IT outsourcing have two alternatives: (1) contract with a vendor (i.e.,
outsourcing) or (2) set up their own IT subsidiary (i.e. quasi-outsourcing). This study
examines some of the determinants of the outsourcing vs. quasi-outsourcing decision. Using
primary data collected in France and Germany, we show that the outsourcing vs. quasi-
outsourcing decision is strongly influenced by both internal (i.e., asset specificity, size and
internal organization of IT) and external (i.e., institutional environment) determinants.

Key words:
MIS management, Outsourcing, France, Germany



1. Introduction

Information Technology (IT) outsourcing can be defined‘@s transfer of property or
decision rights in varying degrees over the IT infrastructure by a user organization to an
external organization” [35]. IT outsourcing is not a new phenomendime sharing for
instance - which involves purchasing computer time - was very popular in the 1960s and
1970s. From the mid-1980s on however, a new type of IT outsourcing started blossoming.
The main differences between this new type of IT outsourcing and more traditional IT
outsourcing are the following [22]. First, outsourcing is no longer restricted to small and
medium-sized companies that do not possess their own IT infrastructure. Larger companies
also resort to IT outsourcing. Second, companies outsource an increasingly large range and
depth of services. Third, personnel and equipment are frequently transferred to the vendor.
Though this new type of IT outsourcing started developing in the mid-1980s, it really took off
after the very much-heralded contract between Kodak and IBM in 1989. This landmark deal
legitimized the practice of IT outsourcing among Ur&tune 500 firms [35].

Basically, firms that contemplate IT outsourcing have two alternatives: (1) contract with a
vendor (i.e.,“outsourcing”) or (2) set up their own IT subsidiary (i.e. “quasi-outsourcing”).
“Outsourcing” consist in transferring all or part of the IT activity to an outside vendor. The
relationship with the vendor is then managed through a contract. As clientrvendo
relationships have “moved to the middle”, there is a variety of contractual arrangements [12].

These contractual arrangements range from tight contracts to partnerships [19]. “Quasi-
outsourcing” consists in creating a subsidiary and transferring all or part of IT to this
subsidiary. The basic idea of quasi-outsourcing is to transform an internal IT department into
an associated entity that is empowered to behave like an external vendor. Quasi-outsourcing is
also a way to free a former internal department from the bureaucratic restraints associated

with being a support function of the value chain. However, quasi-outsourced IT departments



can only expect to be successful if they can attract a sufficiently large number oblexter
customers. Firms such as USX, Mellon Bank, Sears had only limited success with their IT
subsidiaries [47]. On the other hand, Philips successfully spun off its development and
operations IT activities in the 1990s [49].

The paper presents an empirical study that examines the determinants of IT outsourcing
vs. quasi-outsourcing in France and Germany. More specifically, we show that the IT
outsourcing vs. quasi-outsourcing decision is strongly influenced by both internal (i.e., asset
specificity, size and internal organization of IT) and external (i.e., institutional environment)

determinants.

2. Research background

2.1. IT outsourcing

IT outsourcing has received a lot of attention from the managerial literature [e.g., 13, 18,
30, 31]. The existing managerial literature on IT outsourcing generally revolves around a few
key points. The first is whether IT should be outsourced or not. The second is how the
relationship with the vendor should be managed. In most cases, the managerial literature
draws lessons from highly visible companies that have been successful with outsourcing such
as Continental Bank [24], British Petroleum [13] or Eastman Kodak [37].

The academic literature has also devoted a lot of attention to IT outsourcing. The topics
studied in the academic literature closely mirror those dealt with by the managerial literature
Researchers have studied the impact of various determinants on IT outsourcing decisions.
These determinants include the gap between actual and desired IT performance [46],
transaction costs and production costs considerations [1], competing insights from the
transaction cost, knowledge-based, agency and measurement literatures [42] as well as

interactions between economic and institutional factors [2]. Regarding the management of



outsourced IT activities, recent researches have focused on the impact of partnerships on
outsourcing success [22, 33, 34]. The impact of transaction cost considerations on the terms
and management of the contract has also been investigated [8]. Despite this large body of
literature on IT outsourcing, the determinants of the IT outsourcing vs. quasi-outsourcing

decision have never been examined by any published study of which we are aware.

2.2. 1T quasi-outsourcing

In this paper, we introduce the concept of “IT quasi-outsaircing” to describe a situation
where a company sets up its own IT subsidiary instead of contracting with a vendor. The
concept to which quasi-outsourcing is the most closely related is that of spin-off. A spin-off
can be defined as “a firm that is partially owned by the parent, but independently managed”

[25]. There is a stream of research on U.S. spin-offs [e.qg., 7, 44, 54]. Most of this research has
focused on the analysis of the shareholder wealth effect of spin-offs. For instance, it has been
recently shown that improving focus through spin-offs leads to higher firm value [e.g., 14,
15]. Despite their relatedness, the concepts of spin-off and quasi-outsourcing are quite
different. The main difference is that the parent company needs to keep access to the service
provided by the quasi-outsourced IT department.

Transaction Cost Economics (TCE) is a very useful theoretical lens to study
organizational forms such as quasi-outsourcing [50, 52, 53]. TCE suggests that transactions
can be organized either through markets or hierarchies. It identifies two costs to be considered
in determining whether the appropriate governance structure for a transaction is a market or a
hierarchy: production costs and transaction costs. Markets generally lead to smaller
production costs due to the economies of scale enjoyed by suppliers [46]. However, markets
lead to higher transaction costs arising from negotiating, monitoring and enforcing contracts

(provided asset specificity, uncertainty and frequency are high). Accordingly, firms opt for



outsourcing when production cost advantages override transaction diseconomies in market
relationships.

While outsourcing is a change from a hierarchical transaction to a market relationship,
guasi-outsourcing is a change from a hierarchical transactiomuasamarket relationship.
By choosing quasi-outsourcing instead of outsourcing, the parent corporation keeps a stronger
control over the activity that has been outsourced [4, 5]. Contracts are the most prominent
safeguards to protect against the hazards of opportunism [21]. However, alternative means
have been proposed. They include informal safeguards such as trust but also formal
safeguards such as equity ownership [16, 52]. Firms do not necessarily control opportunism
through legal contracts but can also rely on self-enforcing safeguards. In transaction cost
terms, quasi-outsourcing is a hybrid structure of governance that lies between market and
hierarchy [51]. Quasi-outsourcing is a way to balance market and organizational transaction
costs. While the productivity of internal IT departments is plagued with low powered
incentives, arm’s length relationships with IT vendors are plagued with the possibility of
opportunistic expropriation [27]. Opportunistic expropriation occurs when vendor
standardize IT to the extent that it becomes a commodity and the unique needs of the client

are no longer met. Hence, the quality of service to the client can be significantly reduced [1].

3. Research hypotheses

The objective of the study is to explore the impact of internal and external determinants
on the IT outsourcing vs. quasi-outsourcing decision. The research model and findings are

summarized in Figure 1.



Figure 1 : Research model and Findings

Internal External
Determinants Determinants

IT activity
asset specificity,

H1 (3.69%**)

Institutional

H4 (2.88*+*) environment

Quasi-Outsourcing

IT department
size

H2
(0.95 **)
IT intensity
H3 (3.19 **)
IT internal
organization
profit cente
Model %2 . 40.98* * p<0.10
-2 log likelihood :52.00 * p<0.05
Cases correctly classified : 84.72% **p<0.01

3.1. Impact of IT activity asset-specificity

The standard TCE reasoning is that as asset specificity increases, more complex
governance structures are required to eliminate or attenuate costly bargaining over profits
from specialized assets [52]. In the case of IT, it has been argued that the level of asset
specificity is dependent on the type of activity (“Transaction cost economics posits that the
relationships might vary based on the degree to which the production or service is asset-
specific. While such assessment is dependent on the specific context being considered, it can
be argued that certain IS functions are becoming increasingly standardized”, [22, p. 96]). The

IT activities that have become commodities include data centers (i.e., a highly structured



activity that was one of the first to be outsourced), telecommunications networks and
microcomputers (i.e., two activities that reflect the trend toward standardization and standard
configurations in IT) [22]. On the other hand, IT activities such as applications development,
system design and systems integration are closely tied to the specific needs of firms. Thus,
they remain highly asset-specific.

Consistent with TCE, we contend that outsourcing highly asset-specific IT activities
entails larger contractual hazards than outsourcing less asset-specific. Maintaining a
relationship through equity ownership is a very powerful way to control a vendor. Hence,
firms that outsource asset-specific IT activities should be more likely set up their own
subsidiary than contract with an external vendor.

Hypothesis 1: For firms that outsource their IT, the likelihood of quasi-outsourcing is higher

when IT activities are highly asset-specific.

3.2 Impact of IT department size

Cost reduction has been reported to be the most important motivation for IT outsourcing
[29]. The theoretical basis of economies of scale is mass production and labor specialization.
Mass production reduces costs by allocating fixed costs over more units of output while labor
specialization reduces costs by allowing workers to focus on a limited range of tasks [52].

Vendors generally have a production cost advantage over their clients because they are
able to pool demand and thereby achieve greater economies of scale. However, large
vertically integrated firms also enjoy internal economies of scale due to their sheer size. In the
case of IT, these internal economies of scale may be as large as the economads of sc
enjoyed by specialized vendors [9, 28]. This difference has an important impact on the
outsourcing Vvs. quasi-outsourcingectsion. For small firms, accessing the vendor’s

economies of scale is a necessity. Subsidiaries set up by small firms will not necessarily



perform well enough to attract “external” customers and enjoy economies of scale. Though
outsourcing entails higher contractual hazard than quasi-outsourcing, small firms are more
likely to outsource to an outside vendor than set up their own subsidiary. For large firms,
accessing the vendor’s economies of scale is not a necessity. As quasi-outsourcing generally
entails fewer contractual hazards than outsourcing, large firms are more likely to set up their
own IT subsidiary than outsource to an outside veneeris paribus.

Hypothesis 2: For firms that outsource their IT, the likelihood of quasi-outsourcing is higher

when IT departments are large.

3.3. Impact of IT internal organization

A company is a collection of responsibility centers. Prior to the 1980s, IT was a cost
center in most firms. There was no strenuous monitoring of IT and the high specificity of IT
resources allowed budgets to grow without major constraint [6]. From the 1980s on, firms
started turning IT cost centers into profit centers. Profit centers are essentially small firm sub-
units for which the hierarchical authority and behavioral monitoring that characterize internal
governance have been reduced. Profit centers are expected to be more efficient than cost
centers because their performance can be directly measured and rewarded [3, 10]. As Zenger
and Hesterly maked cleafDisaggregation of a corporation into smaller firms or small,
autonomous internal units affords access to high-powered incentives ” [55, p. 212].

Profit centers have higher incentives than cost centers to reach a level of performance
close to that of the best outside vendors. Hence, we propose a temporal cause-effect
relationship saying that if IT was previously a profit center, then it is more likely to move to a
guasi-outsourcing form of governance (compared to if IT was previously a cost center). In

other words, firms are more likely to quasi-outsource IT profit centers than IT cost centers.



Hypothesis 3: For firms that outsource their IT, the likelihood of quasi-outsourcing is higher

when IT was a profit center than a cost center.

3.4. Impact of institutional environment

Despite persistent reaffirmation that the organization of firms in different countries
increasingly becomes more alike, it has also been argued that distinct patterns persist [see 11
for the debate]. According to the “divergence hypothesis”, management practices in a country
partially reflect its institutional environment so that differences across countries exceed
variations within countries [20]. Building upon the argument of North [39, 40], we argue that
institutional differences have an impact on the choice between IT outsourcing and quasi-
outsourcing. North [40] defines institutions as the constraints, both formal and informal, that
shape human interactions. Formal constraints refer to political rules, economic rules and
contracts. Informal constraints refer to the norms and value system of a society. Institutions
can raise or lower the transaction costs that must be borne to achieve a given level of
cooperation. Hence, they directly or indirectly shape the conditions under which factors of
production are created, deployed, and coordinated both within and among firms.

Three main factors may help explain why German firms are more likely to resort to IT
guasi-outsourcing than their French counterparts: the presence of large industrial groups, the
original system of co-management and the greater power of unions.

First, The German economy is characterized by the presence of large industrial groups
(i.e., Konzerns). Interlocking ownership inKonzerns creates a high degree of
interconnectedness between a large number of German firms [41]. This interconnectedness
rests primarily on the tight bonds between German banks and manufacturers. On the other
hand, the French banking structure is weaker and far more fragmented. French banks also

work less closely with industrial firms. In Germany, the presencéookerns has a huge



impact on the IT outsourcing vs. quasi-outsourcing decision. IT departments that have been
guasi-outsourced can easily find customers among firms that belong to thE@@ee. For

these customers, transacting with an IT vendor that belongs to the<sameen is appealing
because it entails lower costs than transacting with an IT vendor that does not. Within
Konzerns, informal norms constrain the ability and willingness of individual members to
engage in opportunistic behavior. These informal norms enable quasi-outsourced German IT
departments to attract “external” customers even if they have no real cost or performance
advantage compared to other IT vendors. On the other hand, quasi-outsourced IT departments
in France cannot rely on these norms to attract “external” customers. Hence, German firms

are more likely to resort to IT quasi-outsourcing than are French firms.

Second, the original system of co-management (Mitbestimmung) makes the German
economy very different from that of other European countries. According to the German law
of 1976 on co-management, a large part of the board of directors is composed of employee
representatives. In most sectors, employee representatives represent one third of the members
of the board of directors. The co-management system has substantial implications regarding
the overall management of firms. One important implication is that the relationships between
the employer and its employees are more cooperative in Germany than in other European
countries such as France. For IT employees, being transferred to an outside vendor is often
associated with trimmed benefits and lost seniority. On the other hand, quasi-outsourced IT
employees are more likely to keep their seniority and most of their benefits. A direct
implication is that German firms will be more likely to choose IT quasi-outsourcing, which is
less detrimental to their employees.

Third, Germany is characterized by a small number of powerful unions. For instance, the
D.G.B. (Deutsche Gewerkschaftsbund) has an almost hegemonic position. On the other hand,

France has one of the lowest unionization rates among the OECD countries. Though there is a
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large number of unions in France, none of them is very powerful. The greater power of
German trade unions make it easier for them to convince firms to choose quasi-outsourcing
over outsourcing as this option is less detrimental to their employees.

Hypothesis 4: For firms that outsource their IT, the likelihood of IT quasi-outsourcing is

higher in Germany than in France.

3.5. Impact of sector IT intensity

Quasi-outsourcing is a way to take advantage of innovative information systems to
generate new revenues and profit. Due to the emergence of standard platforms, it becomes
increasingly easy to resell applications developed in one firm to other firms in the same
industry [47]. When they have their own core competencies, quasi-outsourced IT departments
may even grow faster than their parent company, whose main business may be in declining
stages of its life cycle [25]. We propose that firms with IT core competencies are more likely
to come from IT intensive sectors such as banking/financial service/insurance and high tech
than from other sectors [43]. Hence, firms from such IT intensive sectors should be more
likely to set up IT subsidiaries than firms from less IT-intensive sectors.
Hypothesis 5: For firms that outsource their IT, the likelihood of quasi-outsourcing is higher

in I T-intensive sectors.

4. Research method

This section presents the survey procedure and the sample used in this study. It then

describes how the variables were operationalized.
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4.1. Survey procedure

A cross-sectional postal survey was developed for collecting primary data from a group
of large French and German firms. A draft questionnaire was originally written in French and
translated into German by a bilingual author. The draft questionnaire was simultaneously pre-
tested with five French and seven German senior IT managers, which resulted in marginal
modifications in the wording of some questions. The questionnaire was then sent to senior IT

managers of the 500 largest French firms and the 500 largest German firms.

4.2. Sample

160 questionnaires were filled out by senior IT managers and returned (i.e. 12.2% of the
French and 19.8% of the German samples). The overall response rate of 16% is low for two
reasons. First, obtaining survey responses from IT executives is always problematic [42].
Second, financial constraints prevented us from sending reminders to non-respondents.
However, a 16% response rate is consistent with recently published IT outsourcing studies
[e.g., 42].

The breakdown of the sample by country and by industry is summarized in Table 1.

Overall, the structure of the French and German samples is very similar.

Table 1: Distribution of surveyed firms across sectors (N=160)

Sector French sample German sample Both samples

Energy & extraction 5 8% 13 13% 18 11%
Raw materials and chemicals 9 16% 14 14% 23 15%
Manufacturing industry 13 21% 17 17% 30 19%
Trade/Food/Catering 14 23% 21 22% 35 22%
Banking/Finance/Insurance 15 24% 24 25% 39 24%
Others 5 8% 10 10% 15 9%

Total number of firms 61 100% 99 100% 160 100%
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The goal of this study was to investigate the determinants of outsourcing vs. quasi-
outsourcing. However, the firms that responded to our questionnaire did not necessarily
outsource all or part of their IT. Empirical studies on IT outsourcing generally distinguish
between firms which outsource their IT and firms which do not. As the “IT outsourcing vs. no
IT outsourcing” dichotomy does not account for the full range of attitudes towards IT
outsourcing, we distinguished between four types of attitude towards IT outsourcing: (1)
twenty-eight companies (17.5 %) of the total sample had not yet considered IT outsourcing;
(2) nineteen companies (11.9 %) were examining the question of IT outsourcing but had not
yet finalized their decision; (3) forty-one companies (25.6 %) had made a negative decision
regarding IT outsourcing and (4) seventy-two companies (45.0 %) had actually outsourced
their IT. Since we focus on firms that have made a positive IT outsourcing decision, our
sample consists of seventy-two firms. Though the sample size is small, it is close to that of

recently published IT outsourcing studies [e.g., 34].

4.3. Variables

We used the following variables to test our model. The dependent variajobssi-
outsourcing - was a dummy variable coded “1” for quasi-outsourcing and “0” for outsourcing.
All independent variables were measured at the time the IT outsourcing decision was made.
IT activity asset-specificity was a dummy variableoded “1” for asset-specific IT activities
and “0” for non asset-specific IT activities. Consistent with [22], we distinguished asset-
specific IT activities (i.e., entire IT activity, applications development, systems design and
systems integration) from non asset-specific IT activities (i.e., data centers,
telecommunications networks and microcomputers). Though this type of measure is less
common than perceptual ones, it may be more reliable than asking managers to remember

how specific IT was at the time the outsourcing or quasi-outsourcing decision wasl Thade.
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department size was measured on a 5-pdiiltert scale (i.e., “less than 20 people”, “between
20 and 99 people”, “between 100 and 499 people”, “between 500 and 999 people” and “over
1000 people”). IT internal organization was a dummy variable coded “1” for profit center and
“0” for cost center. Institutional environment was a dummy variable coded “1” for Germany
and “0” for France. IT-intensive sector was a dummy variable coded “1” for banking,
financial services, insurance and aerospace sectors and “0” for other sectors.
As the dependent variables were measured with the same questionnaires as the independent
variables, the risk was that common methods could skew the results (i.e., respondents may
give self-justifying answers). In order to overcome the methodological limitations of self-

report measures, we use rough but objective measures for all variables.

5. Analysis and results

We tested our hypotheses using a binomial logistic regression model. For firms that
outsourced all or part of their IT, the model estimated the influences of the independent
variables on the likelihood of quasi-outsourcing. The logistic regression model took the

following form:

Probability of choosing quasi-outsourcing = 1 / {&xp" "}

whereY = o + B1X1 + B2Xo + ... + BpXp

In this equationXi, Xz, ... , Xp were the explanatory variablegs, B2, ..., Bp were the
corresponding coefficients arfth was the intercept term. The parameters were estimated
using maximum likelihood, employing the logistic regression procedure of the SPSS
statistical package.

Table 2 reports the means, standard deviations, and correlations among the variables. The
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correlations showed strong bivariate association between IT quasi-outsourcing and all
independent variables except IT-intensive sector. The maximum Variance Inflation Factor
(VIF) was only 1.26, which is well below the accepted rule of thumb value of 10 indicating

multicollinearity problems [38].

Table 2: Means, standard deviations, and correlations among variables (N=72)

Mean S.D. 1 2 3 4 5 6
1. Quasi-outsourcing 0.35 0.48 1.00 0.29** 0.20* 0.40** 0.30** 0.02
2. Asset-specific IT activity 0.69 0.46 1.00 -0.16 0.03 -0.30* 0.03
3. IT department size 2.44 1.02 1.00 0.12 -0.01 0.05
4. IT internal organization 0.61 0.49 1.00 0.10 -0.05
5. Institutional environment 0.60 0.49 1.00 -0.10
6. IT-intensive sector 0.29 0.46 1.00

*p <0.10, * p < 0.05, ** p < 0.01
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Table 3 contains the results of the logistic regression.

Table 3: Results of the logistic regression

Variables
Asset-specific IT activity 3.69***
(1.04)
IT department size 0.95**
(0.39)
IT internal organization 3.19%**
(1.04)
Institutional environment 2.88***
(0.87)
IT-intensive sector 0.04
(0.76)
Intercept -10.02***
(2.47)
N 72
Model 52 40.98**+
with 5 d.f.
-2 log likelihood 52.00
Cases correctly classified 84.72%

*p<0.10,*p<0.05,** p<0.01
Logistic regression coefficients are reported. Standard errors are ithegen

The overall efficacy of the model was assessed using the likelihoodyfatichich is
twice the difference in log likelihoods for the current model and the intercept-only model. The
model was statistically significanjf(: 40.98;p < 0.001), which suggests that the variables
discriminate well between IT outsourcing and quasi-outsourcing. The correct classification
rate was 84.72%, which suggests a good predictive ability.

All but one of our hypotheses were supported. Regarding the internal determinants of IT
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outsourcing vs. quasi-outsourcing decisions, we found support for all three hypotheses.
Hypothesis 1 was supported. Firms that outsourced specific IT activities were more likely to
set up a subsidiary3(= 3.69;p < 0.01). The size of the IT department was also positively
related to quasi-outsourcing € 0.95;p < 0.05). As expected, IT departments that were profit
centers before outsourcing took place were more likely to be quasi-outsourced than IT
departments that were cost centdis=(3.19;p < 0.01). Thus, hypotheses 2 and 3 were
supported.

Regarding the external determinants of IT outsourcing vs. quasi-outsourcing decisions,
we found support for one of the two hypotheses. Hypothesis 4 stated that IT quasi-outsourcing
was more frequent in Germany than in France because of differences in the institutional
environment. As shown in Table 3, this hypothesis was suppfte@ 88;p < 0.01). On the
other hand, firms from IT-intensive sectors did not more frequently resort to quasi-
outsourcing than firms from other sectofs< 0.04;p > 0.10). Thus, hypothesis 5 was not

supported.

6. Discussion

The results of this study indicate that internal determinants have a huge impact on the IT
outsourcing vs. quasi-outsourcing decision. The finding that quasi-outsourcing is more
frequent than outsourcing for highly asset-specific IT activities is consistent with TCE. It
confirms that firms use quasi-outsourcing to curb contractual hazard. The positive link
between IT department size and quasi-outsourcing suggests that firms with large IT
departments do not outsource to access the economies of scale enjoyed by vendors. As quasi-
outsourcing entails fewer contractual hazards than outsourcing, they are more likely to set up
their own subsidiary than transfer their IT to an outside vendor. Hence, they can benefit from

the high powered incentives of a market relationship while simultaneously economizing on
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transaction costs [26]. Another important finding is that IT departments organized as profit
centers are more likely to be qirautsourced than IT departments organized as cost centers.
That essentially stems from the fact that profit centers are more likely than cost centers to
have the core competencies required to attract external customers. While empirical studies
have tested the impact of various internal determinants on the IT outsourcing decision [e.g., 1,
8, 44], we are aware of no other research that focused on the IT outsourcing vs. quasi-
outsourcing alternative. Instead of dealing with the classic “market vs. hierarchy” issue, we

have studied the alternative between the market and a hybrid organizational form.

A major finding of this article is that internal and external determinants play
complementary roles in explaining IT outsourcing vs. quasi-outsourcing decisions. We found
strong support for the hypothesis that IT quasi-outsourcing was more frequent in Germany
than in France. Hence, the apparently universal character of IT outsourcing practices should
not disguise the fact that national environments may influence them. The comparison between
France and Germany is particularly interesting because of the important differences in
management practices between the two countries [e.g., 45, 48]. While the impact of
institutional differences on governance structures has been frequently studied in the case of
Japan and the United-States [e.g., 4, 5, 17, 23], there is far less work comparing French and
German institutional environments (see [36] for an exception). A casual reading of the French
press (e.g. Le Monde Informatique, Ol-Informatigue) and German press (e.g.
Computerwoche) suggests than German firms are more reluctant to resort to IT quasi-
outsourcing than their French counterparts. However, no large-scale empirical study has
tackled this issue so far. Finally, we found no support for the hypothesis that firm in IT-
intensive industries were more likely to set up their own IT subsidiaries. One potential
explanation is that IT quasi-outsourcing often involves reselling applications to other firms in

the same sector. Firms able to resell sector-specific applications may be found in lots of
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different sectors (including low IT-intensive sectors such as retailing for instance). Hence, the
lack of support for the relationship between IT-intensive sectors and quasi-outsourcing is not

totally surprising.

7. Conclusion

The aim of this study was to provide a new angle on IT outsourcing research. First, we
introduced IT quasi-outsourcing as an alternative organizational form between complete in-
house and complete outsourcing of IT. To our knowledge, no previous research had ever
focused on IT quasi-outsourcing. Second, we assessed the impact of various determinants on
the IT outsourcing vs. quasi-outsourcing decision. Our results confirmed that both internal (IT
asset specificity, department size and internal organization) and external (institutional
environment) factors had an impact on the actual decision. Thus, we believe that there is a
need for more fine-grained research about specific forms of IT outsourcing and we hope that
future research will consider quasi-outsourcing as a distinct governance form rather than
combine it with traditional outsourcing.

Despite some meaningful implications, the paper also has several limitations. First, we
focused on the outsourcing vs. quasi-outsourcing alternative. While our data cannot extend to
these issues, it would be interesting to analyze both the decision to outsource, and if so, the
decision to quasi-outsource instead of outsourcing. Second, our sample size was quite limited
because only 45% of French and German firms actually outsourced all or part of their IT. This
may be attributable to the fact that IT outsourcing is less frequent in France and Germany than
in the United-States for instance. Third, our research is cross-sectional and it is impossible to
figure out whether firms are increasing, decreasing, or keeping their current outsourcing level.

Future research with a longitudinal design would be interesting.
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