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Online Sourcing: Investigations from Service Clients’
Perspective

Baozhou Lu Rudy Hirschheim
ISDS, Louisiana State University ISDS, Louisiana State University
blul @lsu.edu rudy@lsu.edu

ABSTRACT

In this paper we empirically examine a new global phenomenon - online sourcing — with a quantitative research method. The
rise of online sourcing not only boosts the emergence of several new business models in current digitalized economy, but also
will fundamentally change the way work is done. Thus, gaining a deep understanding of the adoption of online sourcing
becomes particularly important. Drawing upon theories of firms including transaction cost theory, we propose an integrative
theoretical framework for the understanding of online sourcing decisions from the service clients’ perspective. The research
model is examined with the data collected from an online sourcing platform. Our findings suggest integrative theoretical
framework rather than single perspective in understanding online sourcing decisions. Moreover, the study discloses how
different theories are interrelated within an integrative theoretical framework under online sourcing context, as well as the
relative importance of each theoretical perspective.
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Online sourcing, outsourcing decisions, online sourcing marketplace, online sourcing community.
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INTRODUCTION:

The newest developments in outsourcing recently are to use Internet as the primary sourcing platform to approach the global
sourcing of services. Here we term this new phenomenon as online sourcing, manifested in several variants in practice like
crowdsourcing (Howe, 2006), microsourcing (Obal, 2009), open innovation (Chesbrough, 2003), online programming
marketplace (Carmel and Gefen, 2008), online sourcing community etc. Examples of these online platforms include vWorker
(former RentACoder), Guru.com, TopCoder, and InnoCentive. So far, online sourcing is still in the early adoption phase but
demonstrates a very promising future. Table 1 summarizes the primary statistics of ten major online sourcing platforms,
indicating that over 2 million service providers have registered in these 10 websites and over 700 million dollars have been
paid in last 10 years. Although small firms and entrepreneurs are the major users currently, we see the potentials of online
sourcing to be utilized by big organizations. Indeed, big corporations like Google, GEICO, ESPN, VeriSign, and Polo has
begun to adopt online sourcing'.

Although online sourcing has been argued as “the biggest paradigm shift in innovation since the Industrial Revolution,” it is
still under-explored. We believe the emergence of online sourcing will fundamentally shape our economy as what T. Malone
observed (1998). Thus, gaining a deep understanding on online sourcing from firms’ perspective becomes particularly
important. The purpose of this paper is to understand the adoption of online sourcing by business users. To achieve this, a
new comprehensive research framework will be proposed. By doing this, we not only indicate how different theories are
aligned within an integrative framework, but also extend outsourcing research to a new context.

The rest of the paper is organized as follows. We begin by proposing a research framework, followed by the research model.
Next, the research method is discussed. Subsequently, the paper presents the research results, followed by the discussions.
Next, the paper indicates the limitations and research directions, followed by the conclusion.

Online Sourcing Vendors Registered Providers Gross Payments
Elance 97,500 $210,000,000
LiveOps 40,000 $150,000,000
Rent A Coder 266,754 $140,000,000
Guru 1,000,000 $100,000,000
oDesk 331,000 $90,000,000
Amazon Mechanical Turk 200,000 -
GetAFreelancer - $41,000,000
TopCoder 217,145 $7,000,000
99designs 45,000 $6,531,977
Innocentive 180,000 $4,420,000
Totals 2,377,399 $748,951,977

Table 1. Statistics of Online Sourcing (Adapted from Smartsheet.com, 2009)

THEORETICAL DEVELOPMENT

The Integrative Framework

There is little research on online sourcing so far, and thus, we rely on prior organizational studies for the theoretical
development. More specifically, we draw upon two bodies of literature: outsourcing research (Schwarz, Hirschheim,
Jayatilaka, and Goles, 2009; Jayatilaka, Schwarz, and Hirschheim, 2003; Cheron, 1995) and online marketplace research
(Pavlou and Gefen 2004; McKnight, Kacmar, and Choudhury, 2004). Outsourcing has been studied from many theoretical
lenses (Dibbern, Goles, Hirschheim and Jayatilaka, 2004). Most of these studies are based on single theoretical perspective
(e.g., Ang and Straub, 1998). While single theoretical perspective does provide insights, it also restricts the vision within one

! Information was accessed from: http://www.topcoder.com/tc?module=Static&d1=pressroom&d2=pr 112906, last access on 1/11/2011

2 Wendy Kaufman, Crowdsourcing Turns Business On Its Head, (NPR radio broadcast Aug. 20, 2008), available at
http://www.npr.org/templates/story/story.php?storyld=93495217.
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angle and results in incompatible explanations. Therefore, a comprehensive framework becomes necessary. An integrative
perspective will provide us a few benefits. First, executives have to assess a long list of attributes that influence o decisions
(Dibbern et al., 2004). Second, as Cheron et al. (1995) and Jayatilaka et al. (2003) have suggested, different theories do not
conflict with each other and various theoretical concepts are inherently interrelated to each other, thus, an integrative
perspective provide the opportunity to examine the relationships among the different theoretical concepts. Third and finally,
online sourcing is a relatively new research phenomenon and we do not know which theory is more relevant for this
phenomenon, therefore, employing multiple theoretical lenses will offer the opportunity to identify the theories that are more
relevant for the research phenomenon.

We adapt the triangular alignment model by Schwarz et al., (2009) to the study of online sourcing. The model combine four
theories to look into outsourcing decisions: transaction cost theory (TCT), resourced-based theory (RBT), resource
dependence theory (RDT), and knowledge-based view (KBV). These four theoretical lenses are aligned together to shed a
light on outsourcing decisions along three pillars: resource, transaction, and knowledge, as depicted in Figure 1. Before the
adaption, the difference between online sourcing and traditional outsourcing has to be taken into account. While traditional
outsourcing focuses on a dyadic relationship, online sourcing follows a triadic structure, consisting of platforms, service
clients (SCs), and service providers (SPs). The triangular alignment model evolved from organizational research focuses on
organizational perspectives, and thus, cannot cover the governance structure and the role of platform played in online
sourcing. Online marketplace literature (e.g., Pavlou and Gefen, 2004) indicates that trust is the most important element
based upon social exchange theory (SET) (Blau, 1964). Therefore, we adapt the triangular model by adding one more
dimension - relation, as depicted in Figure 1.

Resource

Relation

Transaction

Knowledge

Figure 1. The Integrative Framework (Adapted from Schwarz et al., 2009)

Transaction

TCT (Williamson, 1975) has been developed as a predominant theoretical explanation of the boundary choice of a firm. TCT
argues that decisions about organizational activities are made by balancing the production costs and the transaction costs
(Jayatilaka et al., 2003). Applied TCT to online sourcing, the economic rationale behind an online sourcing decision is to
weigh between the production costs and the transaction costs associated with services (Ang and Straub, 1998).Thus,
following the TCT perspective of online sourcing, we propose “cost reduction” (CR) as one decision attribute, defined as the
perceived cost advantages of the external services in comparison with the internal resources.

Resource

The resource-related attributes are based on RBT and RDT. While RBT provides an internal analysis framework of a firm,
RDT turns the focus to external environment (Pfeffer and Salancik, 1978).

RBT-related Attributes

RBT views the firm as a collection of resources. The competitive advantage of a firm depends on its ability to gain and
defend resources (Barney, 1991). Applied to outsourcing context, RBT offers a strategic analysis framework of outsourcing
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decision around three concepts: resources and capabilities, competitive advantage and sustained competitive advantage
(Jayatilaka et al. 2003). To sustain competitive advantage a firm must acquire and deploy critical resources (Barney, 1991).
When the performance of existing resources falls short of expectation, outsourcing becomes a strategic response (Teng,
Cheon and Grover, 1995). According to Schwarz et al. (2009), three RBT-related attributes spring out:

e Resource gap (RG): the extent of the disparity between the internal resources and the anticipated resources that are
needed.

e Resource complementarity (RC): the extent to which the resourced acquired from external environment to
complement to existing internal resources.

e Resource Utilization (RU): the extent to which external resources can be efficiently and effectively acquired and
utilized.

RDT-related Attributes

RDT argues that organizational actions are determined by external environment. Within the context of outsourcing, RDT
helps to explain “an organization’s strategic propensity toward securing access of IS and other critical resources from the
external environment” (Teng et al. 1995). However, outsourcing also increases the degree of the dependence of firm on
external environment. This violates the assumption of “minimizing the dependence” of RDT. Hence, before entering into an
exchange relationship, a firm must assess both task environment and the resources (Jayatilaka et al., 2003). According to
Schwarz et al. (2009), RDT suggests two attributes:

e Task environment (TE): the capabilities of the platform to offer resources;
e Resource suitability (RS): the degree of availability of both SPs and the IT infrastructures for communication and
coordination.

Knowledge

KBV (Grant, 1996), viewing knowledge as a special resource, considering knowledge as the most important strategic
resource. KBV can provide a better understanding on outsourcing for two reasons. First, extensive and specialized knowledge
is required for the development, deployment, and use of the IT services and applications (Jayatilaka et al., 2003). Second,
knowledge is socially embedded within organizational culture, routines and polices, as well as IT systems. So when turning
over the operation of IT services or the development of IT services to outside providers, a firm will expose itself to
knowledge risks. Thus, applying KBV to online sourcing, three attributes emerge out:

e Knowledge gap (KG): the disparity between the existing knowledge and the expected knowledge;
e Knowledge availability (KA): the capacity of an online platform in providing the expertise and skills;

e Knowledge risk (KR): the extent to exposes to the risks associated with knowledge sharing and transferring.

Relation

Online sourcing follows a triadic governance structure. To encourage online sourcing participations, platform providers must
ensure a safe exchange environment (Pavlou and Gefen, 2004). Thus, while traditional outsourcing relies on the dyadic
relationships (Goo, Kishore and Rao, 2009), online sourcing depends more upon the institutional structures provided by the
third party. Drawing upon relational governance literature (Goo et al., 2009) and online marketplace literature (Pavlou and
Gefen, 2004), we identify trust as the most important relational element for online sourcing. Trust has been viewed as the
foundation of e-commerce (Keen, 1999) and also as a key feature of the quality of relationship in outsourcing (Lee and Kim,
1999).

According to trust literature (Pavlou and Gefen, 2004; McKnight, Cummings and Chervany, 1998), two levels of trust are
relevant: institutional trust and individual trust. Pavlou and Gefen (2004) indicated that the way such trust in the collectivity
of well-defined community affects people’s assessments, beliefs, and behavior. Trust towards a community underwrites the
interpersonal trust (Durkheim, 1964). In this study, we use “trust in platform” (TIP) to represent the trust at the institutional
level. And we use “trust in service providers” (TISP) to represent SCs’ trust towards SPs.

RESEARCH MODEL AND HYPOTHESES

We propose a research model that describes the interrelations among the decision attributes based on the proposed framework
above, depicted in Figure 2. We arrange the decision attributes into three categories along the online sourcing decision
making process: (1) organizational attributes, including cost reduction and gaps; (2) environmental attributes, including the
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decision attributes associated with platform; and (3) relational attributes, containing the trust-related attributes. Here is the
online sourcing decision logic:

When making an online sourcing decision, a firm first needs to assess its internal resources and capabilities. Once a
firm has identified a need to fill its gaps, it has to assess the attributes of its external environment. Finally, it needs to
assess the quality of the relationships with the platform and providers.

The research model also suggests how an integrative perspective sheds light collectively on the sourcing decision: TCT, RBT,
and KBV facilitate the understandings an organizational strategic perspective; RBT, RDT and KBV contribute the attributes
when assessing the platform; and finally, SET helps to explain the role of the relational governance. Next we discuss the
model and hypotheses in detail.

KG KA RC KR
\ A
H5a H3d
H8b  HI10
H12
H8d
H6d H6b \
\/
H4 TE | H7 » TIP | HY9 » ITE
/ A
Hé6¢c Ho6a
Hac H1l HI13
H5b H3c H8a l /
RG RS RU TISP | PU | |Eou| |PTu|

Figure 2. Research Model of Online Sourcing

Organizational Attributes

Cost Reduction

The challenge for the executives of firms today is to accomplish more with fewer inputs. One means is via dramatic cost
savings (Straub, Weill and Schwaig, 2008). This trend becomes even more significant for IT investments: senior executives
often view IS as a cost burden. According a survey conducted by Ernst & Young (2009), IT cost reduction becomes the top
priority for CIOs in 2009-2010. Thus, the cost reduction strategy will force executives to prohibit the investment in IT
resources. And consequently, firms may suffer a critical shortage in both IS resources and IT talents. Accordingly:

Hla: Cost reduction strategy increases resource gap.
H1b: Cost reduction strategy increases knowledge gap.

Cost reduction strategy will also shape the perceptions of executives towards the external environment. Strategy, according to
Mintzberg (1987), reflects the collective intention and shared perspective of executives. Therefore, strategy will act as a
frame of reference (March and Simon, 1958) that guides organizational actions. Based on this, cost reduction strategy, will
drive executives to look for the cost saving alternatives and shape their perceptions towards the external environment.
Accordingly:

H2: Cost reduction has positive impact on the perception of task environment.

H3a: Cost reduction has positive impact on the perception of resource utilization.
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H3b: Cost reduction has positive impact on the perception of resource complementarity.
H3c: Cost reduction has positive impact on the perception of resource suitability.

H3d: Cost reduction has positive impact on the perception of knowledge availability.

Resources and Knowledge Gaps

Extensive knowledge is required for IT services and applications (Jayatilaka et al. 2003). The IT products and services in
firms are primarily derived from the skills and knowledge of the IS workers. Thus, the degradation of IT resources of a firm
will make the internal need for IT staffs dramatically lower. Furthermore, non-IT-related firms will often fall short of IS
knowledge because of the volatility of IT and dynamics of IT job market (Slaughter and Ang, 1996). Thus, the reduction of
IT resource of a firm will cause the loss of the IT staffs, and in turn cause the loss of the IT skills, knowledge, and
capabilities. Accordingly:

H4: Resource gap has positive impact on knowledge gap.

Both RBT and RDT indicate that, in order to fill the gaps of resources and capabilities, the external acquisition of resources
will become necessary for the improvement of company strategy (Grant, 1991). With this respect, when the performance of a
firm’s existing resources is below the expected or desired level, outsourcing can be a strategic response for the firm to cover
the difference or gaps. Thus:

H5a: Resource gap has positive impact on the perception of task environment.

H5b: Knowledge gap has positive impact on the perception of task environment.
Platform Attributes

Task Environment

RDT indicate that when turning to the external environment for resources, a firm first needs to assess the capability of the
external environment. Generally, the more competent SPs are available from external environment, the more discretion that a
firm will have (Straub et al., 2008). A firm will weigh the task environment of an online platform from two aspects: (1) its
capacity to provide resources and capabilities; and (2) its capability to provide a safeguarding overarching environment. The
first one is usually measured as the number of SCs available from a platform; and the second one is built upon the
institutional structures (Pavlou and Gefen, 2004; Mcknight, Choudhury and Kacmar, 2002) of the platform. Institutional
structures are mechanisms and rules that are implemented and created by platform provider for the success of online
transactions (Pavlou and Gefen, 2004). Thus, task environment captures the general perceptions of firms towards the
institutional context of an online platform. Hence:

Hé6a: The perception of the task environment has positive impact the perception of resource utilization.
H6b: The perception of the task environment has positive impact the perception of resource complementarity.
Hé6c: The perception of the task environment has positive impact the perception of resource suitability.

H6d: The perception of the task environment has positive impact the perception of knowledge availability.

Environmental Attributes and Trust

Trust is a multidimensional construct (McKnight et al., 2002). Drawing the Theory of Reasoned Action (TRA) (Fishbein and
Ajzen, 1975), McKnight et al. (2002) posit that “trusting beliefs (perceptions of specific Web vendor attributes) lead to
trusting intentions (intention to engage in trust related behaviors with a specific Web vendor), which in turn result in trust-
related behaviors”. Applied to online sourcing, it can be argued that the perceptions SCs towards the attributes of an online
platform will lead to their trusting intentions toward the platform. Therefore:

H8a: The perception of resource utilization has positive impact on trust in platform.
H8b: The perception of resource complementarity has positive impact on trust in platform.
HS8c: Service clients’ perception of resource suitability has positive impact on trust in platform.

H8d: The perception of knowledge availability has positive impact on trust in platform.
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Relational Attributes
TIP and TISP

Trust transference logic (Stewart, 2003) indicates that trust transfer may be made from a place, an industry association, or an
entity to another individual. Applied to online context, trust in the intermediary could build buyer trust in sellers; that is,
buyers who trust the intermediary should also trust the sellers (Pavlou and Gefen, 2004). Following the same logic, we argue
that trust in platform could build trust in the SPs. Accordingly:

HO9: Trust in platform increases trust in SPs.
TIP and Knowledge Risks

Trust and risk are two closely-interrelated subjective concepts that are embedded in social relations. Without vulnerability to
the risk of opportunism, there is no need to trust; and some degree of risk must be present so that there is a test of trust
(Dasgupta, 1988). Trust can increase one’s willingness to be vulnerable to the risk of opportunistic behavior of another
(Chiles and McMackin, 1996), reduce expectations of opportunistic behavior (Sako and Helper, 1998), and diminishes risk
perceptions (Gefen, 2000). Thus:

H10: Trust in platform decreases firms’ perception of knowledge risk.
Trust, Knowledge Risk and Engagement

Trust has been considered as one of the major social mechanisms that lead to purchasing behaviors. Trust leads to the
cooperation, active information exchange, and harmonious conflict between two contractual parties (Rai, Maruping and
Venkatesh, 2009). In the context of online sourcing, trust is particularly important because firms are faced with
overwhelming social uncertainties, not knowing what the other party will do (Pavlou and Gefen, 2004). Thus:

H11: Trust in platform increases firms' intentions to engage (ITE) in online sourcing.
H12: Trust in service providers increases firms’ intentions to engage in online sourcing.

Risk perceptions have been shown to erode exchange relationships in general (e.g., Rousseau, Sitkin, Burt and Camerer,
1998), and they have also been proven to negatively influence consumer adoption of e-commerce (Pavlou, 2003) and online
purchasing intentions (Pavlou and Gefen, 2004). In this study, we examine the influence of knowledge risk on online
sourcing engagement. Following the logic of TRA, the perceived knowledge risks increase negative expectations, leading to
a negative attitude that should result in a negative influence on engagement intentions of firms. Therefore:

H13: Perceived knowledge risks will decrease firms’ insertions to engage in online sourcing activities.
Control Variables

The research model incorporates three control variables that may influences firm intention to engage in online sourcing:
perceived online transaction uncertainty (PTU) (Pavlou, Liang and Xue, 2007), perceived usefulness (PU) of the website and
ease of use (EOU) of the website (Gefen, Karahanna and Straub, 2003).

RESEARCH METHOD

Operationalization of Constructs

Items are summarized via literature review by employing the deductive approach (Hinkin, 1995). Following Churchhill
(1979) and Netemeyer et al. (2003), three criteria are applied: (1) items should reflect the definition of the construct; (2) items
should cover all dimensions of the construct; and (3) items should be located from previous literature. These criteria are
applied to promise content validity and face validity (Netemeyer, Bearden and Sharma, 2003) of the constructs.

Data Collection

The “key informants” data collection method (Segars and Grover, 1998) is used. The targeted respondents assume the role of
a key informant and are able to provide information about their organizations. Data was collected from an online sourcing
platform between August 2010 and November 2010. A total of 241 valid responses were obtained. Demographic information
about the respondents and firms is summarized in Table 2. The average tenure and average outsourcing experiences of
respondents are, respectively, 5.4 years and 4.1 years, confirming that they are knowledgeable to provide information about
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both their firms and online sourcing. Nonresponse bias was assessed by verifying that the distribution of the countries of
responding firms is similar to that of firms reported by platform.

Characteristics Frequency | Percentage Mean Std. Dev.

Title of Respondents

Administrative 39 16.2%
Analyst 12 5.0%
Technician 18 7.5%
First-level Supervisor 12 5.0%
Middle Manager 17 7.1%
Senior Manager 69 28.6%
Other 72 29.9%
Not Mentioned 2 8%
Tenure (year) - - 54 .34
Outsourcing Experience (year) - - 4.1 23
No. of Employees
<50 187 77.6%
50 - 500 20 8.3%
> 500 19 7.9%
Not Mentioned 15 6.2%
Location of Firm
United States 89 36.9%
United Kingdom, Canada and Australia 58 24.1%
India, Pakistan and Romania 25 10.4%
Others 44 countries 63 26.1%
Not Mentioned 6 2.5%
Average Outsourcing Project Value (Dollar)
<200 77 32%
200 - 1000 101 41.9%
> 1000 40 16.6%
Not Mentioned 23 9.5%

Table 2. Demographic Information of Respondents and Firms (n = 241)
DATA ANALYSIS AND RESULTS

We use partial least square (PLS) for data analysis. Minimum sample size check is performed according to the rule of thumb
indicated by Chin (1998). The sample size for current study is 241, which exceeds the minimum demand of sample size
(10*8 = 80).

Measurement Model

Model Refinement and Assessment

We first refine the measurement model by deleting the items with low loadings and cross loadings. Finally 47 items, as
shown in Table 3, for the 12 principal constructs are retained. The internal consistency reliability is verified with that all
composite reliability scores and Cronbach’s Alpha of the latent variables exceeded the 0.70 threshold. Convergent validity
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can be established by examining the item loadings, composite reliability, Cronbach’s Alpha, and average variance extracted
(AVE). Generally the AVE score should be above .50, indicating that the latent variable can capture much higher construct-
related variance than error variance. Collectively, the results of reliability, AVE, and item loadings of the latent variables in
Table 3 provide strong evidence for convergent validity. As shown in Table 4, the square root of AVE for each construct
(diagonal term) exceed the correlations between the construct and other constructs (off-diagonal terms), indicating that
discriminant is established.

Common Method Variance Assessment

We also assess the effect of common method variance (CMV). We took several procedures to reduce the effects of CMV.
First, we followed the instrument design and data collection procedures suggested by Podsakoff et al. (2003). Second, we
performed an ad-hoc statistical analysis. Following Liang et al. (2007), we included in the PLS model a common method
construct whose indicators included all the indicators of the principal constructs. Each indicator’s variances substantively
explained by the principal constructs and by the common method construct were calculated. The average substantively
explained variance of the indicators by the principal construct is .731, while the average method based variance is .007. The
ratio of substantive variance to method variance is about 98:1. Given the small magnitude of CMV, we contend that the CMV
is unlikely to be a serious concern for this study.

Structural Model

The results of testing the structural model are shown in Figure 3. The t-values for the path coefficients are estimated via the
bootstrapping procedure (Chin, 1998). Cost reduction in the model contributes positively and significantly to both resource
gap (B = 0.12, P < 0.10) and knowledge gap (f = 0.15, P < 0.01) within an organization, supporting hypotheses 1a and 1b.
Cost reduction also has significant and positive effects on the task environment (f = 0.45, P < 0.001) and the environmental
attributes, including resource utilization ( = 0.21, P < 0.001), resource complementarity (f = 0.40, P < 0.001), resource
suitability (B = 0.20, P < 0.01) and knowledge availability ( = 0.25, P < 0.001). Hence, the hypotheses 2 and 3 are supported.

Resource gap has a significant effect on knowledge gap (B = 0.58, P < 0.001), supporting hypothesis H4. Only resource gap
is found to contribute significantly to task environment (f = 0.13, P < 0.10), while resource gap has no significant impact on
task environment (B = - 0.08, P > 0.10). Therefore, H5a is rejected but H5b is supported.

Task environment contributes significantly and positively on the perceptions of firms towards the other environmental
attributes, respectively, resource utilization (f = 0.65, P < 0.001), resource complementarity ( = 0.40, P < 0.001), resource
suitability (B = 0.47, P < 0.01) and knowledge availability ( = 0.51, P < 0.001), supporting H6. Task environment also has a
significant effect on trust in platform (f = 0.23, P < 0.05), supporting H7. Three of environmental attributes are found to have
significant influences on trust in platform, and they are respectively, resource complementarity (f = 0.14, P < 0.01), resource
suitability (f = 0.24, P < 0.001) and knowledge availability (B = 0.26, P < 0.001), supporting H8b, H8c and H8d. However,
resource utilization has no significant effect on trust in platform, thereby, H8a is not supported. Collectively task environment
and the other four environmental attributes account for 65 percent of the variance explained on trust in platform.

As hypothesized, trust in platform contributes significantly and positively to trust in providers (f = 0.75, P < 0.001), and
significantly and negatively to knowledge risks ( = - 0.24, P < 0.01). Thus, both H9 and H10 are supported.

Finally, intentions to engage online sourcing is found to be significantly influenced by trust in platform (B = 0.48, P < 0.001),
supporting H11. However, no evidences show that intentions to engage is significantly influenced by either trust in SPs (B =
0.11, P > 0.10) or knowledge risks (B = 0.03, P < 0.10). Therefore, both H12 and H13 are rejected. Controlling for effects of
the control variables, the variance explained on intentions to engage to engage online sourcing is about 58 percent.
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# of Composite Cronbach’s .
Constructs Ttems Reliability Alpha AVE Loadings
Cost Reduction 3 0.87 0.78 0.69 | CR1 (0.80) CR2 (0.86) CR3 (0.84)
Resource Gap 3 0.90 0.83 0.75 | RG3 (0.89) RG4 (0.88) RG5 (0.83)
Resource
Complementarity 3 0.89 0.82 0.74 | RC1 (0.88) RC2 (0.85) RC4 (0.85)
Resource RU1 (0.91) RU2 (0.88) RU3 (0.90) RU4
Utilization 4 0.94 0.92 0.81 (0.90)
Task Environment 3 0.90 0.83 0.75 | TE3 (0.81) TE4 (0.92) TES (0.87)
Resource RS1 (0.85) RS2 (0.85) RS3 (0.82) RS4
Suitability 4 0.89 0.84 0.67 (0.75)
KGl1 (0.88) KG2 (0.91) KG3 (0.70) KG4
Knowledge Gap 5 0.92 0.89 0.71 (0.90) KG5 (0.79)
Knowledge KA1 (0.86) KA2 (0.83) KA3 (0.90) KA4
Availability 4 0.91 0.88 0.73 (0.83)
Knowledge Risks 4 0.90 0.86 0.70 5)1{826)(0.81) KR3 (0.85) KR4 (0.84) KRS
TIM1 (0.82) TIM2 (0.87) TIM3 (0.82)
Trust In Platform 6 0.92 0.90 0.70 TIM4 (0.78) TIMS5 (0.82) TIM6 (0.80)
Trust In SPs 4 091 087 0.72 TIP1 (0.85) TIP2 (0.84) TIP3 (0.87) TIP4
(0.82)
Intention To 4 094 092 031 ITE1 (0.88) ITE2 (0.92) ITE3 (0.92) ITE4
Engage (0.87)

Note: All item loadings are significant at 0.01.

Table 3. The Assessment of Measurement Model for Principle Constructs

Correlations of Latent Variables

CR RG RC RU TE RS KG KA KR TIM | TIP ITE
CR 0.83
RG 0.11 0.87
RC 0.58 0.07 0.86
RU 0.52 -0.03 0.64 0.90
TE 0.47 0.05 0.59 0.75 0.87
RS 0.42 0.03 0.36 0.53 0.57 0.82
KG 0.22 0.60 0.12 0.09 0.18 0.18 0.84
KA 0.49 -0.01 0.52 0.64 0.63 0.60 0.10 0.85
KR -0.08 0.22 -0.21 -0.13 -0.13 -0.15 | 0.16 | -0.17 0.84
TIM 0.45 0.02 0.57 0.67 0.70 0.64 0.18 0.70 -0.22 | 0.84
TIP 0.40 0.08 0.46 0.55 0.55 0.51 0.27 0.55 -0.13 0.75 | 0.85
ITE 0.46 0.04 0.58 0.65 0.64 0.54 0.21 0.63 -0.12 | 0.75 | 0.62 | 0.90

Note: Bolded diagonal elements are the square root of average variance extracted (AVE).

Table 4. Correlations of Latent Variables and Evidence of Discriminant Validity
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** Significant at p<.01

KG (.39) KA (.44) RC (47) KR (.05) * Significant at p<.05
A + Significant at p<.10
Variance explained in bold
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Figure 3: PLS Results of Structural Model
DISCUSSIONS
Key Findings

This study has several key findings.

First, the results confirm the important role of trust in platform in online sourcing. Trust in platform not only has a significant
positive impact on intentions to engage online sourcing, but also significantly reduces the negative perception of online
sourcing — knowledge risks. Furthermore, trust in platform can be transferred to trust in SPs. Unlike the traditional
outsourcing relationship, it is hard to develop the same level of social embeddedness under online context (Gefen, 2000).
However, our study does not confirm the positive role of “trust in service providers” as supposed. The individual level trust
does matter when service clients try to discriminate providers from the same platform. And the reason why we have a low
coefficient on the impact of trust in SPs on online sourcing engagement is that we define “engagement” more at the platform
level than the individual level. Thus, the role of individual level trust deserves more examinations in future studies.

Second, this study indicates that knowledge risks do not have a significant negative effect on intention to engage online
sourcing by firms. The finding contradicts with the negative role of knowledge risks suggested in most of the previous
outsourcing literature (e.g. Schwarz et al., 2009). Two reasonable interpretations are suggested here. First, firms often divide
a big and complex project into many small projects for online sourcing. Thus, a service provider only affords a small part of
the whole project, and thereby, can only access the limited information and knowledge of the firm. Second, platform
mechanisms (e.g., comments and feedbacks and reputation systems) are in place to protect the firm from knowledge risk.

Third, the results suggest the sources of trust. The trust in platform relies upon the general task environment of the
marketplace, the knowledge available from the marketplace, the availability of communication and coordination channels,
and the nature of the external resources to complement the existing resources of the firm. Furthermore, this study confirms
the mediating role of trust in platform in online sourcing adoption. As a result, our study suggests the relevance of a relational
perspective for online sourcing decisions.

Finally, this study indicate the relevance of integrative framework for online sourcing decision and discloses the
interrelations among different theoretical perspectives as indicated by Cheron et al. (1995). Most of decision attributes
(except knowledge risk, resource gap, and resource utilization) play significant role in online sourcing decision making,
indicating that each theory provides some insights for the understanding of online sourcing phenomenon. However, no one
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single theory alone provides full interpretations on online sourcing decision. Among these decision attributes, cost reduction
and task environment are particular important, accounting most of variances of their responding variables. Thus the vital
roles of TCT and RDT in understanding online sourcing decision are suggested here.

Contributions

The study’s primary contribution is to apply a comprehensive theoretical framework for the understanding of online sourcing
decision making based on previous outsourcing research (e.g., Schwarz et al., 2009). Although TCT and RDT stand out to
play the most important roles, no single theoretical lenses can shed a full light on the understanding of online sourcing
engagement. Secondly, the study proposed and testified the interrelations among different theoretical perspectives within an
integrative model, confirming the argument of Cheron et al. (1995) various theoretical concepts are inherently interrelated.
Thirdly, the study extends the body of outsourcing literature to a new landscape of outsourcing — online sourcing. This new
outsourcing practice is becoming more important “as the global marketplace dynamics seem to be moving toward greater
diversification in sourcing and smaller, more manageable, contracts” (Gefen and Carmel, 2008).

Practical Implications

The study also has a few implications for practitioners. For SCs, the findings confirm the existence of the online sourcing
practices. Moreover, our findings also indicate the potentiality of online sourcing as an efficient outsourcing option for large
firms. For platform providers, our findings indicate that the governance of outsourcing has been partly transferred from firms
to platform vendors in online sourcing. Therefore, platform providers should develop useful governance tools and structures.
For SPs, the findings indicate that KBV is more suitable than RBT for online sourcing. Therefore, SPs that can better
demonstrate the expertise, prior successful projects, and communication capabilities have a better chance to win a project.

Limitations and Research Directions

This study has a number of limitations. First, the study’s findings are based upon a snapshot of the survey and thereby, key
processual and contextual information was missed. Second, we have developed and testified 9 theoretically derived decision
grounded in four organizational theories. However, we do recognize that other latent attributes may be important. And we
leave the opportunity future research. The study also indicates several future research directions. First, this study has suggests
that a knowledge-based view is more suitable for online sourcing. Future research can study online sourcing by employing
KBV. Second, this study illustrated one research area that has not been examined in traditional e-business research: service
rather than the normal product. Then traditional e-business topics like trust can be examined in the new context of service
exchanges. Finally, this study only explored online sourcing from the firms’ perspective, and thus more research from the
perspective of service providers is needed in future.

CONCLUSIONS

Drawing upon organizational theories, we applied an integrative theoretical framework to online sourcing. We have proposed
and testified the interrelations among the theoretically derived attributes. Our results also indicate the complexities of online
sourcing decision, in which many aspects of decision attributes must be taken into account. Thus, in doing so, this study
sheds new light on: (1) online sourcing decisions, (2) the role of each theoretical perspective in outsourcing research, (3) the
interrelations among theoretically derived decision attributes, and (4) the significant role of online platform in governing and
facilitating online sourcing activities and transactions.
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