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Abstract 

Grounded in dynamic capabilities perspective, our study offers a model of IT 
outsourcing success. We distinguish between three sets of IT outsourcing 
capabilities. We first define IT outsourcing dynamic capabilities as the ability of an 
organization to purposefully extend, create or modify its information technology 
resources through an outsourcing arrangement. We define IT outsourcing 
operational capabilities as the ability of the client firm to manage/execute IT 
outsourcing arrangements. IT outsourcing learning capabilities are defined as the 
capacity to acquire external knowledge on IT outsourcing and accumulate 
experience.  We theorize on the relationships between these capabilities and propose 
a model of their impact on IT outsourcing success. A cross-sectional survey of 
organizations across different industries will provide the data and a structural 
equation modeling (SEM) approach will be used to analyze the data.     
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Introduction 

Information technology outsourcing (ITO) has become an inevitable part of the modern enterprise 
(Bapna et al. 2010) and is predicted to grow at an average rate of 4.4% from 2010 to 2015 (Gartner 
2011). Over the years, two main ITO research streams have formed. The first examines the 
determinants of ITO decisions (e.g., Karimi-Alaghehband et al. 2011; Lacity and Willcocks 1995), 
while the second focuses on the management of outsourcing relationships (e.g., Choudhury and 
Sabherwal 2003; Ho et al. 2003; Kern and Willcocks 2000). The present study falls into the second 
stream of research, as it is concerned with the antecedents of ITO success.  

Extant literature that belongs to this stream of research has mainly focused on antecedents of ITO 
success that are operational in nature. For instance, studies have found that that ITO success is 
influenced by contract characteristics (e.g., Lee et al. 2004), level of trust, commitment and 
partnership quality (e.g., Han et al. 2008), degree of knowledge sharing (Lee 2001), and the extent of 
outsourcing (e.g., Grover et al. 1996). A number of studies, however, have emphasized the strategic 
role of IT outsourcing and portray it as an essential component of information systems (IS) strategy. 
For instance, IT sourcing has been studied as a decision about the organizations’ boundary, which 
ideally should be aligned with business strategy (Aubert et al. 2008). It has also been portrayed as a 
means ‘to progress from managing costs to making strategic IT investments’ (Ross and Beath 2006, 
p.182) and as a means of transition between different stages of enterprise IT architecture maturity. 
This literature also refers to strategic benefits of IT outsourcing, either via business process 
improvement and business transformation (Lacity et al. 2009) or via its alignment with business 
strategy (Lee 2006). 

The present study adopts the perspective that IT outsourcing has both strategic and operational 
contributions. In line with this, it proposes a conceptual model wherein overall ITO success – defined 
as the degree to which an organization achieves its IT outsourcing related goals – has two key 
antecedents: successful reconfiguration of IT resources and successful delivery of IT services. 
Anchored in the dynamic capabilities perspective (Eisenhardt and Martin 2000; Helfat et al. 2007; 
Teece et al. 1997), the model first posits that dynamic capabilities will lead to successful 
reconfiguration of IT resources, which is the strategic antecedent of ITO success. Second, the model 
posits that operational capabilities will lead to successful delivery of IT services, which is the 
operational antecedent of ITO success. While extant ITO research mainly focuses on ITO operational 
capabilities (e.g., vendor management capability, contract management capability) (e.g., Han et al. 
2008, Ranganathan and Balaji, 2007), our model offers dynamic ITO capabilities and hypothesizes on 
the relationship between them and success constructs. Moreover, the model posits that a third type of 
capabilities, ITO learning capabilities, affect strategic and operational success through dynamic and 
operational capabilities.   

The contribution of this study therefore is twofold. First, it offers a more comprehensive explanation 
of ITO success than extant models, as it takes into account both operational and strategic antecedents 
of success. Second, the model it offers is strongly grounded in theory, that of dynamic capabilities.   

The rest of the manuscript is organized as follows. The next section introduces the dynamic 
capabilities perspective. We then present our model, along with our conceptualization of the 
constructs. The method section is presented next. The paper concludes with a section on expected 
contributions.  

Dynamic Capabilities Perspective  

Dynamic capabilities, which has been put forth to explain firms’ performance and competitive 
advantage, refer to “the firm’s ability to integrate, build, and reconfigure internal and external 
competencies [assets and resources] to address rapidly changing environments” (Teece et al. 1997, 
p.516). This study adopts Helfat et al.’s definition, “the capacity of an organization to purposefully 
extend, create, or modify its resource base” (Helfat et al. 2007, p.1), as it includes elements common to 
most extant definitions and focuses on resource reconfiguration, which  is the heart of the dynamic 
capabilities perspective (DCP). DCP entails two other types of capabilities: operational capabilities 
and learning capabilities.  

Dynamic capabilities are processes that act upon resources (Eisenhardt and Martin 2000). While 
dynamic capabilities can involve several types of organizational processes, it has been suggested that 
all dynamic capabilities entail the following: sensing, search and selection, and orchestration (Helfat 
et al. 2007; Teece 2007). Sensing capability refers to the ability to explore the external environment 



 Karimi-Alaghehband & Rivard / IT Outsourcing Capabilities and Success 

 
  

 Thirty Third International Conference on Information Systems, Orlando 2012 3 

and identify new opportunities. Through “constant surveillance of markets and technologies” (Teece 
et al. 1997, p.520), firms can detect new business opportunities. Search and selection includes “all 
processes and activities concerned with searching for and identifying alternative solutions to a 
problem and sharing them among the members of an organization” (Zott 2003, P.104). Orchestration 
involves envisioning how to implement a change (Helfat et al. 2007; Teece 2007; Zott 2003), 
including how to alter and coordinate the resources of the firm. Operational capabilities “enable firms 
to perform their ongoing tasks of making a living”; they “pertain to the current operations of an 
organization” (Helfat et al. 2007, p.82). Unlike dynamic capabilities, which have common underlying 
processes, operational capabilities are context-dependent. Finally, learning capabilities, which refer to 
mechanisms or processes through which firms accumulate experience, are said to enable firms to 
perform their activities better and more quickly (Teece et al. 1997). Firms learn and modify their 
processes through two mechanisms: learning by doing and deliberate learning through knowledge 
management (Zollo and Winter 2002).  

A DCP-based Model of ITO Success and ITO Capabilities  

Figure 1 illustrates the proposed research model. The model posits that ITO success has two 
antecedents: successful reconfiguration of IT resources (strategic success) and successful ITO delivery 
(operational success). 

 

ITO success at the firm level has often been conceptualized as the level of satisfaction with economic, 
strategic and technological benefits from outsourcing part or all of the IT activities of a firm (Grover et 
al. 1996; Saunders et al. 1997). While this study’s conceptualization of ITO success is also at the firm 
level, it pertains to the overall realization of the objectives rather than focusing on the three 
dimensions (economic, strategic and technological). Therefore, ITO success is defined here as the 
degree to which an organization achieves its predefined and/or emergent goals from its IT 
outsourcing arrangements, irrespective of the nature of the goals.  

The model posits that firms that make effective changes in their portfolio of IT resources – i.e.,  
achieve successful reconfiguration, defined as the extent to which an organization has effectively 
extended, modified, and created its IT resources through IT outsourcing arrangements – are more 
likely to reach their ITO objectives. Successful reconfiguration therefore is not an end in itself; rather, 
it is a means to reach overall ITO goals. Moreover, the model hypothesizes that firms that have their 
terms of contracts met (e.g., receive timely and on budget services) or in other words achieve 
successful delivery- defined as the degree to which the terms of the contracts between a firm and its 
suppliers are met- are more likely to achieve their objectives from IT outsourcing. Yet again, 
successful delivery is not an end in itself; rather it contributes to reach a range of different ITO goals. 
Therefore, we propose that both operational and strategic aspect of IT outsourcing should be carried 
out successfully for IT outsourcing objectives to be realized (i.e., ITO success achieved).  

 

Figure 1. A Model of IT Outsourcing Success 
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Successful reconfiguration is the extent to which the new profile of IT resources (e.g., IT 
services/offerings) is effective and satisfactory. As Eisenhardt and Martin (2000) note, success will be 
achieved if dynamic capabilities indeed create a winning configuration of resources. In alliance-based 
capabilities (where a firm creates a joint venture with a partner), a successful reconfiguration entails 
creating an idiosyncratic combination of resources of the firm and its partner that could serve as the 
basis for a competitive advantage (Helfat et al. 2007). In acquisition-based capabilities (where a firm 
acquires another firm), successful reconfiguration refers to an effective combination and the deletion 
of the resources within the target and the acquiring firms to create a new profile of resources (Helfat et 
al. 2007). The IS literature suggests that the choice of IT governance mechanisms used to obtain IT 
competencies that support or initiate business strategies(Henderson and Venkatraman 1999) helps 
align IT resources with business strategy. Therefore, by acquiring new IT competencies (i.e., 
resources) firms can reconfigure current IT resources to align them with their business initiatives. To 
the extent that this new portfolio is effective (i.e., strategic success or successful reconfiguration has 
been achieved), the ITO arrangements will be deemed successful. Therefore:  

H1a: Successful reconfiguration of IT resources through IT outsourcing will be positively associated 
with IT outsourcing success. 

We propose the second antecedent of ITO success as successful delivery. The ITO literature makes 
extensive use of this conceptualization as a dependent variable at the contract level: perception of the 
performance of new contractors regarding service level agreements (SLAs) (Ho et al. 2003); level of 
satisfaction with: (1) the overall cost, (2) the quality of the output and service, and (3) responsiveness 
to problems and inquiries (Poppo and Zenger 2002); satisfaction with vendor performance (Koh et al. 
2004; Saunders et al. 1997); and the quality of the vendors’ services and deliverables (Aubert et al. 
1996; Domberger et al. 2000). Although the ITO literature has examined contract performance at the 
project (i.e., contract) level, we conceptualize successful delivery at the firm level and from the clients’ 
perspective (all other constructs of the model are also at the firm level and from the clients’ 
perspective).  This is in line with DCP, under which patterns of performance are not accidental; rather, 
they are the product of routines, practices and adaptations (Zollo and Winter 2002). Hence, to the 
extent that most of a firm’s SLAs across different contracts are completed on time and within budget 
or in other words operational success has been achieved, it is more likely that firms perceive their ITO 
arrangements as successful. Therefore: 

H1b: Successful IT outsourcing delivery will be positively associated with IT outsourcing success. 

IT Outsourcing Dynamic Capabilities  

We define ITO dynamic capabilities as the ability of an organization to purposefully extend, create or 
modify its IT resources through outsourcing arrangements. Dynamic capabilities include key 
processes: sensing, search/selection, and orchestration (Helfat et al, 2007). In the ITO context, a 
specific conceptualization of search/selection capability calls for differentiating between sourcing 
mode search/selection, and vendor search/selection. When referring to relational capabilities (i.e., 
alliance-based and acquisition based capabilities), DCP includes an additional capability, that of 
assessing current internal resources and compare them to the desired level of resources. We call this 
capability “internal scanning.” The model posits that the ability of a firm to reconfigure its IT 
resources depend on the extent to which it possesses these capabilities. 

Sensing capability. Sensing includes exploring activities regarding “information about what’s going on 
in the business ecosystem” (Teece 2007; p.1324), and external scanning of the environment to 
detect/identify new business opportunities (Helfat et al. 2007). In the ITO literature, the “investigate” 
phase of ITO (Cullen et al. 2005) includes activities that pertain to sensing (e.g., collecting intelligence 
on market conditions and suppliers). Sensing has also been conceptualized in terms of the client’s 
“proactive efforts” to learn about the ITO market (Sia et al. 2008, p.418). Proactive sensing has been 
defined as “maintaining vigilance by constantly scanning the environment to anticipate the need to 
create or generate new capabilities” (Tan and Sia 2006 ,pp. 193-194). We therefore define sensing as 
the extent to which a client organization is able to or has developed routines for scanning the 
environment to identify new outsourcing opportunities, and to become vigilant of the ITO market 
conditions. Based on DCP, sensing enables a firm to gain and sustain a competitive advantage. Firms 
need to be aware of their environment in order to be informed about market changes (e.g., changes in 
customers’ preferences). In an ITO context, firms that are able to scan the market to be aware of IT 
suppliers, the type of activities that are outsourced in similar and different industries, and other types 
of intelligence related to ITO are well informed about how to use ITO to make changes to their IT 
resources. Therefore when the need arises (e.g., when the current portfolio of IT resources cannot 
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respond to business needs), these firms are vigilant about market opportunities and offerings and, 
therefore, more likely to successfully make effective changes in their portfolio of IT resources. 

Internal scanning capability. This capability refers to “the ability to assess a firm’s existing resource 
base relative to desired new resources and capabilities” (Helfat et al. 2007, p.81). In the ITO literature, 
it has been suggested that any external acquisition should occur after extensive evaluation of the 
firm’s existing IT resources (Grover et al. 1996). Teng et al. (1995) found that the high levels of 
discrepancy in the performance of IT resources positively influences the ITO decision.  It has also been 
found that the level of perceived discrepancies between actual and desired IT resources (Cheon et al. 
1995; Teng et al. 1995) and poor levels of IT performance (Barthelemy and Geyer 2004; Loh and 
Venkatraman 1992) positively influence the decision to outsource. We therefore define the internal 
scanning capability as the extent to which a client organization is able to or has developed routines 
for evaluating the adequacy of its IT resources. Firms that possess this capability can identify 
whether their current IT resources are adequate (could respond to their business needs). Therefore, 
these firms make informed decisions about what they can acquire from the market to compensate for 
the inadequacy of their internal resources. Consequently, firms with an internal scanning capability 
are more likely to effectively change their portfolio of IT resources through ITO arrangements. 

Sourcing mode selection capability. The search and selection capability refers to being able to look for 
and find new solutions to organizational problems (Zollo and Winter 2002). In acquisition-based 
capabilities, search and selection refers to first assessing whether the acquisition is the right sourcing 
mode and, second, detecting and evaluating target firms for acquisition (Helfat et al. 2007). In an ITO 
context, the selection of the sourcing mode has been conceptualized as achieving a fit between the 
sourcing mode and the type of IT activity at hand (Karimi-Alaghehband et al. 2011; Schwarz et al. 
2009). IT activities that are strategic to the firm are found to be outsourced less often than IT 
activities that are considered commodities (Aubert et al. 2004). We therefore define sourcing mode 
selection capability as the extent to which a client organization is able to or has developed routines 
for determining an appropriate sourcing mode for a given IT activity. As per DCP, the ability to 
choose the right mechanism for obtaining the required resources will enable firms to create the 
desired portfolio of resources. Firms that possess this capability are able to assess whether a given IT 
activity should be kept in-house, outsourced, offshored, or performed using a combination of different 
modes. Choosing an appropriate sourcing mode for a given IT activity makes it more probable that a 
firm will make the desired changes to the type of resources it uses. For example, development of a new 
application could be both outsourced and offshored. Offshoring the development of an application 
that requires constant communication between users and developers may result in an application that 
has little resemblance to users’ needs. Therefore, firms that possess the sourcing mode selection 
capability are more likely to change their IT resources in a way that meets the business’s needs. 

Search and selection of vendors capability. Based on DCP, in alliance-based or acquisition-based 
capabilities the search/selection refers to identifying a list of potential firms and choosing a firm for 
the creation of an alliance or a merger (Helfat et al. 2007). In ITO literature, the vendor selection 
process has been studied as one of the measures comprising the vendor management capability (Han 
et al. 2008; Lee et al. 2009a). We therefore define search and selection of vendor capability as the 
extent to which a client organization is able to or has developed routines to search for and select ITO 
vendors. In the ITO literature, vendor selection has been studied as a process that influences ITO 
success (Lacity et al. 2010; Michell and Fitzgerald 1997). Also, in order for firms to succeed in their IT 
offshoring relationships they should invest in vendor selection processes, such as scans of offshore 
market vendors and evaluations and assessments of vendors (Ranganathan and Balaji 2007). Dutta et 
al. (2011) argue that only a carefully selected vendor with a set of resources complementary to the 
client’s can help the client compensate for the inadequacy of its own IT resources. This is in line with 
DCP, which suggests a firm’s ability to search for and select partner firms whose resources 
complement the firm’s resources will lead to the creation of the desired portfolio of resources. 
Therefore, firms with the ability to search for and select IT vendors are more likely to effectively 
reconfigure their IT resources. 

Orchestration capability. This capability entails having the managerial processes required to 
coordinate resources to carry out a change. (Helfat et al. 2007; Sharma and Shanks 2011). In alliance-
based capabilities, orchestration includes synchronizing the tasks/resources of the firm with those of 
the partner (Helfat et al. 2007). In an ITO context, it refers to integrating newly acquired IT resources 
(e.g., the services/activities of an IT supplier) with current IT resources (e.g., the systems/services of 
the IT department). Especially in a multi-vendor context, this integration occurs through the 
coordination of work by different vendors (Bapna et al. 2010; Lee et al. 2009b; Levina and Su 2008). 
As Bapna et al. (2010) note, although multi-sourcing is becoming representative of modern 
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organizations, the ability to reap its potential benefits remains a challenge for client firms. If a client 
firm has a single vendor, the ability to coordinate/integrate the resources and activities of that vendor 
with internal IT functions remains a challenge (Lacity et al. 2010; Ranganathan and Balaji 2007). We 
therefore define orchestration capability as the extent to which a client organization is able to or has 
developed routines for coordinating the work of one or more vendors and integrating their 
resources and activities with the current IT department’s resources and activities. As DCP suggests, 
firms that possess an orchestration capability could reconfigure their resources using the resources of 
their partner firms in order to create a winning combination of their own resources and that of their 
partners. In the ITO context, firms that possess an orchestration capability are able to plan the 
coordination of the activities of vendor(s) with the internal IT function’s activities and plan the 
integration of the resources of vendor(s) with the internal IT function’s resources. Consequently, firms 
that possess an orchestration capability are more likely to reach the desired portfolio of IT resources 
and activities. We therefore hypothesize: 

H2: The extent to which a firm possesses IT outsourcing dynamic capabilities will be positively 
associated with the extent to which the firm has successfully reconfigured its IT resources through IT 
outsourcing. 

IT Outsourcing Operational Capabilities  

Operational capabilities “enable firms to perform their ongoing tasks of making a living” and therefore 
“pertain to the current operations of an organization” (Helfat et al. 2007, p.82). We define ITO 
operational capabilities as the ability of the client firm to manage/execute ITO arrangements. 
Because operational capabilities are context-specific, they should be identified either based on the 
literature of the context of interest or on practitioners’ opinions, or both. Based on our review of the 
ITO literature, our consultation with two experienced ITO practitioners and an in-depth case study of 
a firm heavily involved in ITO, we introduce two operational capabilities: contract management and 
vendor management capabilities. 

Contract management capability. This capability includes the processes through which firms 
operationalize requirements in the form of detailed service descriptions and SLAs and negotiate the 
price of the IT solutions/services to be acquired (Ranganathan and Balaji 2007). Contract preparation 
and negotiation have been found to be one of the main building blocks of the ITO lifecycle (Cullen et 
al. 2005) and one of the core IS capabilities (Willcocks et al. 2007). Characteristics of ITO contracts 
(duration and type) are also found to impact different outcomes of IT outsourcing (Lee et al. 2004). 
An inability to design and negotiate desired contracts leaves the client with a deal that has little 
resemblance to the one it expected (Cullen et al. 2005; Ranganathan and Balaji 2007). By preparing 
drafts of SLAs and of the price framework in advance (i.e., designing what the firm needs), firms can 
protect themselves from accepting vendors’ standard contracts as a result of limited negotiation time 
and fast-approaching deadlines (Cullen et al. 2005). Argyres and Mayer (2007) argue that contracting 
is a managerial (i.e., organizational) capability through which managers assign roles and 
responsibilities to the parties and decide how parties should communicate. We therefore define 
contract management capability as the extent to which a client organization is able to or has 
developed routines for writing and negotiating contracts with vendors. Firms that are able to write 
clear service descriptions, specify SLAs that reflect their business needs, and negotiate the desired 
SLAs and their pricing with vendor(s) create solid ground for monitoring and measuring the 
performance of their vendors, and are therefore more likely to be satisfied with the performance and 
deliverables of the vendors. 

Vendor management capability. This capability is one of the main building blocks in the ITO 
management lifecycle and includes helping vendors to improve and solve problems collaboratively 
(Cullen et al. 2005; Dibbern et al. 2004). Vendor management is also one of the core IS capabilities 
suggested in order to receive added value from IT suppliers (Willcocks et al. 2007). Firms that are 
effective in carrying out their IT offshoring relationships have been found to invest in their governance 
structures and monitoring routines, while ineffective firms failed to invest in such routines and 
structures (Ranganathan and Balaji 2007). Detailed task description and collaborative work with 
vendors have also been found to be important aspects of vendor management in software 
development outsourcing (Poston et al. 2010). Moreover, vendor management capability, which refers 
to monitoring and evaluating vendor performance, was found to positively affect one of the main 
determinants of ITO success: partnership quality (Han et al. 2008; Lee and Kim 1999). Lee et al. 
(2009a) found that vendor management capability not only directly and positively influences ITO 
success, but also has a moderated effect on ITO success through the vendor’s capabilities. Based on 
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the ITO literature we deem that vendor management capability has two dimensions of 
monitoring/evaluating performance, and also managing the relationship with vendors (e.g., effective 
communicating). We therefore define vendor management capability as the extent to which a client 
organization is able to or has developed routines for implementing ITO contracts, monitoring the 
activities of IT vendors and managing its relationships with IT vendors. Firms that possess vendor 
management capability monitor and evaluate the performance of vendors, both regarding SLAs and 
business satisfaction, communicate effectively, and solve problems collaboratively with vendors. 
Therefore, these firms actively engage in their ITO arrangements and take corrective action before 
problems escalate. Consequently they are more likely to be satisfied with their vendors’ performance/ 
deliverables. 

H3: The extent to which a firm possesses IT outsourcing operational capabilities will be positively 
associated with the extent to which ITO delivery is successful. 

IT Outsourcing Learning Capabilities 

In DCP, learning capabilities have been conceptualized as mechanisms through which firms 
accumulate experience and therefore perform their activities better and faster (Teece et al. 1997). In 
alliance-based capabilities, effective knowledge management processes enable a firm to learn from its 
partner and consequently manage an effective alliance (Helfat et al. 2007). Through learning 
capabilities, firms also correct and modify other processes and capabilities, including their dynamic 
and operational capabilities (Zollo and Winter 2002). ITO research has examined the influence of 
knowledge sharing on ITO success (Lee 2001; Lee and Kim 1999) and on the decision to continue 
offshoring (Dedrick et al. 2011). Learning from the external environment (e.g., gathering insight from 
experts) is also considered an important task in the ITO lifecycle (Cullen et al. 2005). From a learning-
by-doing perspective, the client firm’s experience with IT outsourcing (i.e., learning how to manage 
future ITOs) has been found to be an important factor in ITO success (Gopal et al. 2003; Lacity et al. 
2010). Learning is conceptualized as the assimilation of feedback and the realization of a need to 
create new capabilities (Sia et al. 2008; Tan and Sia 2006). Also, as firms gain experience working 
with suppliers, they learn how to more clearly define responsibilities and expectations in contracts 
and how to better plan for contingencies (Mayer and Argyres 2004). 

Therefore, we define learning capability as: the extent to which a client organization is able to or has 
developed routines for acquiring external knowledge on how to carry out IT outsourcing as well as 
for accumulating and employing experience from prior IT outsourcing relationships. Firms with ITO 
learning capability are able to accumulate experience and knowledge and use it as they carry out new 
ITO arrangements. For example, through its learning capability (from its own experience) a firm 
might realize that improvements are needed to its vendor evaluation process and then, using the 
expertise of a consultant, actually improve the process. Therefore, firms with learning capabilities are 
able to improve their other processes (e.g., vendor selection capabilities), which suggests a mediated 
effect on reconfiguration through dynamic capabilities.  This is also in line with DCT where dynamic 
capabilities occur or arise from prior learning and experience (Helfat et al., 2007; Zollo and Winter, 
2002). Also, learning capabilities could lead to more efficient execution of ITO operational capabilities 
(e.g., contract management) and therefore lead to successful delivery. We therefore hypothesize:  

H4: The extent to which a firm possesses IT outsourcing learning capabilities will be positively 
associated with the extent of its IT outsourcing dynamic capabilities. 

H5: The extent to which a firm possesses IT outsourcing learning capabilities will be positively 
associated with the extent of its IT outsourcing operational capabilities. 

Method 

The model will be tested using data from a cross-sectional survey. The unit of analysis for the study is 
the organization. We will choose large firms across different industries that have outsourced some or 
all of their IT activities. We will use a number of control variables (e.g, size, industry type, scope of 
ITO and experience with ITO). Following the literature on dynamic capabilities (Capron and Mitchell 
2009; Lichtenthaler 2009), our target population will be IT senior managers (e.g., CIOs). IT senior 
managers are better informed about ITO capabilities that lead to success and about ITO success itself. 
We used, and will use partial least squares (PLS) regression to analyze the data, since it supports 
studies that are more exploratory in nature (Gefen et al. 2000). 
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Measures  

Measures of all capability constructs, ITO success, and of successful reconfiguration have been 
developed from the conceptual definitions and based on dynamic capabilities perspective (Helfat et al. 
2007; Eisenhardt and Martin, 2000; Teece et al., 1997; Zollo and Winter, 2002). The measures of 
successful delivery are adapted from Ho et al. (2003) and Poppo and Zenger (2002). For the wording 
of the measures, we used previous studies of dynamic capabilities and learning organizations 
(e.g.,Pavlou and El Sawy 2006). The content of all items (either new or adopted) has been validated by 
a panel of experts (IT managers or CIOs experienced with ITO). The measures were further validated 
using a card sorting technique (Moore and Benbasat 1991). We conducted a pre-test (Churchill 1979) 
before administrating the survey (please see the appendix for results of the pre-test). 

To alleviate the common method variance susceptibility caused by method-method pairing before 
data collection, we applied some of the suggestions made by Sharma et al., (2009) and Podsakoff et 
al., (2003) (e.g., using different scales for items of different constructs, using psychological distance). 
Therefore, we measured the items using three different scales: five-point Likert scale, seven-point 
Likert scale, and five-point semantic differential items. In addition, we used measures of IS strategy 
(innovative, conservative, no strategy) (Chen et al. 2010), work experience, and education to create 
psychological distance between questions of different constructs. IS strategy items are related to the 
IT domain at the organizational level, however they are not related to IT outsourcing; therefore they 
are suitable for providing a psychological distance especially between the questions of independent 
variables and dependent variables (Podsakoff et al., 2003). 

Expected Contributions 

Introducing ITO dynamic capabilities contributes to the literature on dynamic capabilities. To our 
knowledge, ITO capabilities have not been conceptualized and measured as dynamic capabilities. We 
believe that they can be conceptualized and measured as such, since firms use IT outsourcing 
arrangements to purposefully create, extend and modify their IT resource bases. Based on this new 
conceptualization, this study offers a model that contributes to the literature on IT outsourcing by 
focusing on both operational and strategic determinants of IT outsourcing success. Therefore, it offers 
a more comprehensive explanation of ITO success than extant models. 
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Appendix: Reliability and Validity Test of the Constructs 

We assessed the validity of the constructs by checking whether average variance extracted (AVE) of 
each construct was greater than 0.5. The table below shows that this holds for all the constructs (the 
smallest AVE is 0.55). Also, to assess discriminant validity at the construct level, we compared the 
square root of AVE of a construct with the correlations of that construct with all other constructs. If 
square root of AVE is greater than all the correlations there is indication that discriminate validity at 
the constructs level exists. 

We also assessed the validity of each item by checking whether each of the item loadings was greater 
than 0.7 and the T-test of each loading significant [bootstrap procedure with 500 resamples was used 
to test for loading’s significance (Chin 1998)]. This holds for all of the items. Also, each item should 
not highly and significantly load on the other constructs (i.e., non existence of high cross loadings). 
Results shows that all the loadings on the intended constructs are higher than loadings on other 
constructs, which indicates discriminate validity at the item level 

 

Construct 
No. of 
items 

AVE 

(test of 
convergent 
validity) 

Composite 
reliability 

Max corr. with another 
construct- (test of 
discriminant validity) 

Orchestration capability 4 0.62 0.87 0.61< sqrt.AVE=0.79 

Successful configuration 4 0.77 0.93 0.66< sqrt.AVE= .88 

Successful delivery 4 0.55 0.83 0.71< sqrt.AVE=0.74 

Learning -experience 
accumulation 

3 0.61 0.83 0.67< sqrt.AVE=0.78 

Sourcing mode selection 
capability 

4 0.63 0.87 0.51< sqrt.AVE=0.79 

Contract management 
capability 

5 0.60 0.88 0.62< sqrt.AVE=0.75 

Internal scanning 
capability 

3 0.58 0.81 0.66< sqrt.AVE=0.76 

Sensing capability 4 0.54 0.82 0.66< sqrt.AVE=0.73 

Vendor selection 
capability 

4 0.64 0.88 0.63< sqrt.AVE=0.80 

learning- acquisition of 
external knowledge 

4 0.57 0.84 0.67< sqrt.AVE=0.75 

ITO success 3 0.68 0.86 0.66< sqrt.AVE=0.82 

Vendor management 
capability-relationship 
dimension 

4 0.56 0.83 0.61< sqrt.AVE=0.75 

Vendor management 
capability-evaluation 
dimension 

3 0.65 0.84 0.63< sqrt.AVE=0.80 
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