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Abstract

ABSTRACT

This research aims to investigate the partnering strategies in Application Service
Provision (ASP) from a vendor’s perspective. Although some attention was recently
given to the ASP model, the main focus of the published academic work was

essentially on the customer’s side. This research focuses on ASP vendors, and aims

at studying the partnering strategies used by these in order to source the different

ASP model components.

From the studied literature, it was found that the ASP model relies on 4 main
infrastructural layers for delivering services: the data storage layer, the server layer,
the network layer, and the application layer. Due to the different nature of each of
these layers in terms of the required technology, 1t was concluded that ASP is a
complex service, for which the required resources and capabilities are unlikely to be

owned by one single company, thus the importance of studying the partnering

strategies needed for ASP vendors.

Through the use of Transaction Cost Economics (TCE) and the Resource-based
View (RBV), predictions were made about the expected sourcing modes (market,
integration, or strategic alliance) for each of the ASP layers. The next phase was to

study six ASP cases, in which the partnering strategies of each firm for each ASP

layer were studied. The main result from this analysis was that the actual outcomes

from the case studies did not fully match the predictions that were initially made.

A cross-case analysis was then undertaken by reapplying TCE and RBV to the
studied cases. In this phase, for each ASP layer in each case study TCE and RBV

attributes were mvestigated, and the drawn conclusions were two fold. First, the
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Abstract

initial assumption that the software layer is the core layer of the model, based on
which the predictions were made, was rather flawed; it was found that although
many ASP vendors draw value from the application layer, several others rely on
other ASP layers. Secondly, it was concluded that the two used theories — TCE and
RBV — did not, independently, explain all the actual sourcing modes of the studied
ASP vendors, though RBV showed more explanatory power than TCE.
Furthermore, 1t was demonstrated that the combination of TCE and RBYV, 1n the
context of this study, offers more explanatory power than if the two theories were
used independently. Although this i1s an important finding in the context of ASP, the

implications on IS research is tremendous, where multiple-theory applications are

increasingly called for.

D. E. Sofiane Tebboune ”



To the memory of my mother..



Table of Contents

TABLE OF CONTENTS
LASE OF FIGUIES ..ottt et e e e e e et e et e e e e e e e e e e e veareeeeaaeaaeeas, X
| T o) B 21 o] <SP PR PR PPPPRPRPRR X1
ACKNOWIEAZEMENILS ... .covviiiiiiiii et et e e e e et e e e eeee e, X11
DIECIATALION L.euei e, X111
Chapter 1: INtrodUCTION ...cvceeciiiriiieiiiieiiiceentieeeettneieresssessessessssssenssessssssssssssorsssssssns 1
Lol SUIMIMAIY oottt e e e e e e e e eeeeeeae s |
1.2 The ReSearch ISSUC........ooooviiniiiii e 2
1.3  Research Aim and ODJECHIVES ...uviuiiueiiiiiiiieeciie et 6
1.4 Outhine of the ThesS1S . ..., 7
1.4.1  Chapter 1: IntroducCtion..........coooieeeeee e, 9
1.4.2  Chapter 2: Application Service Provision ..........c.ovveevieiieiiiiieieeeeeeeieeenns 9
1.4.3  Chapter 3: Strategic Alllances in ASP........ooooviiiiiiiiiiiii e, 9
1.4.4  Chapter 4: Research Methodology ........oeevvvviiiiiii e, 10
1.4.5  Chapter 5: Research FINdings ..., 11
1.4.6  Chapter 6: Data Analysi1S........ccoovirriiiiii i, 11
1.4.7  Chapter 7: ConcCluSIOn ..........cooiiiiiiiiiiiice e, 11
Chapter 2: Application Service ProviSiOn .........c.cccviiiiecciereciociennccsirncsenernssscssns 12
2.1 INTOAUCTION ...t 12
2.2 Theoretical underpinnings of It in organizations ............cccoceoveiiivirinneneeenn.n, 12
2.2.1 070) (S 070) 111153 15 o (03 (1 SRR ROTUPORURPON 15
2.3 T OULSOUTCIIE ..ottt e e e e e e e re e e et ee e e e e et e e e e e e eeeerraraneees 17
2.3.1  The Rationale behind IT Outsourcing .........ccccvvvviiiiviiiiiiiiiiiieeee, 20
2.3.2  The Advantages of IT OutSourcing .........cccccoeevveeveeiceee e, 24
2.3.3  The RiskS Of IT OutSOUICING .....evvveiiiieee e, 25
2.3.4  The Deci1sion to Outsource IT........coc.vvereiieiriee e e, 29
2.4 Application ServiCe PrOVISION .........c..oovuiiiieoe oo, 32

D. E. Sofiane Tebboune



Table of Contents

2.4.1  The DIivers OF ASP .ot 33
2.4.2  Is ASP Different from Traditional IT Outsourcing?...............cc.cooienn, 38
2.4.3  Benefits and RISKS OF ASP ..o e 42
2.44  Issues withthe ASP Model.........coooiiii e, 43
2.5 CONCIUSION et e e e e e aa e 54
Chapter 3: Strategic AlAnces iN ASP ... ccrrcicrreeccereeteeereeneeeeseenensessesssns S7
3.1 INETOAUCTION .. e e e et e e e e teaneaas 57
3.2 Strate@iC AlAnCES ....oooiiiiie e, 59
3.2.1  DEIINITIONS e 60
3.2.2  Rationale for Entering AllIances .......coooeeiiiiiiiiii e, 65
3.2.3  The Risks of Strategic All1ances........cccocoovviiiiiiiiiiiii e, 63
3.2.4  The Strategic All1ance as @ ProCessS .........ccovvvvviiiiiiiiiniiiie e, 70
3.2.4.1 The Pre-Formation Phase of Strategic Alliances............coeeveviininnnnnn. 72

3.3  Strategic Alliances in Application Service Provision.........ccccceeveeeeeeiivennnnn.n. 31
3.3.1  Strategic Alliances and IT Outsourcing...........cccocevevviviiiineeiiiiienieiiiienneee, 31
3.3.2  Strategic All1ances 1 ASP ..., 33
3.4 A Conceptual Model of the Decision to Enter Allilances in ASP ................... 33
3.4.1  Transaction Cost ECONOMICS .....c..oeiiriiriiiriiiiereiiere et ceee e eeevia e e eeeeeees 87
3.4.1.1 Application to the ASP Model (Prediciton)...........ccoooooiiiiinnnnnnnnnn, 92
3.4.2  The Resource-based VIEW ..........cooiiiiiiiiiiiiiii e, 07
3.4.2.1 Application to the ASP Model (Prediction)........cc..ccoveiviiiiiiiiinnnnnnnnn, 102

3.5 CONCIUSION oottt ete e e e e e e e sanreas 106
Chapter 4: Research Methodology ..........ccccvivvvivvnuiiiiirccrnnininciiiniinnincnecccnnnenene, 107
4.1 INtrodUCHION .....ooiiiiii e, 107
42  The Research Paradigm. ... e e, 107
4.3  Qualitative Research ..., 112
4.4  The Research Strategy for this Study.........ococveviovveeeooee e 115

D. E. Sofiane Tebboune



Table of Contents

4.4.1  The Case Research Strate€gy .......ccooveiieiiiiiiiin i, 118
4.4.2  Data Collection 1n Case Research Strategy ..........ooveeeviiiiiiiiiiiniiiee, 123
4.5 COMCIUSION ..ottt 130
Chapter S: Research FINAINES ....cccoiiirimiiiiriiirnninricciennieniiceneeesesseescnssesesseesns 132
5.1 INtrOdUCHION c.cceiiiic e, 132
5.2  The Case of COMPANYA .......coviiiiiiiieiieee et e e e ee e e 133
5.2.1  INtrOAUCHION... ..o, 133
5.2.2 CompanyA’s ASP Model ..., 134
5.2.2.1 Data STOTAZE ....covnieiieeieee e 135
D.2.2.2  SEIVET ettt e et e e e et ata e ab s ats e eas 136
3.2.2.3 NEEWOTK ...ooiii e 137
5.2.2.4 APPlHCAtION.....coi i e e 137
5.2.3  Partnering Strategy .....cooiiviiiiiiiie e, 138
5.3 The Case of CompanyB ... 144
5.3.1  INtrOdUCHION.....coiiiiiii e e, 144
53.2 CompanyB’s ASP model......cccoooomiiiiiiiiice e 145
5.3.2.1 Data StOTQZE .. .covniieiiiiiiee e e 148

I I N <) o= TSR 143
5.3.2.3 NEIWOTK . .ouiii e, 149
5.3.2.4 APPHCAtION.....ooniii i, 149
5.3.2.5 Partnering Strate@y ........ccooviiiiiiiiiieiiiiiicie e e, 150

5.4  The Case of CompanyC ... ..o e, 153
S5.4.1  INtrOAUCHION.....cooiiiiiii et 153
542  Company C’s ASP MoOdEl .....cooioiimiieeee e, 155
S5.4.2.1 Data StOTAZE ...ouiiiie e e e e, 155
5.4.2. 2 SEIVET Lottt ettt e e e e, 156
5.4.2.3 NEIWOIK ..o e 156

D. E. Sofiane Tebboune

Vi



Table of Contents

5.4.2.4 APPHCAHON.....comiiiiiiiiiie ittt e, 157
5.4.3  Partnering SrateZy .....oooeeiiiiiiiiiiii e 157
5.5 The Case of CompanyD ........ouuriiiiiiiiiiiiiie e 161
5.5.1  INIrOAUCHION. ....coeetiieiie et e e e e, 161
5.5.2  CompanyD’s ASP Model ........ooiviiiiiiiiii e, 163
5.5. 2.1 Data StOTAZE ... ciiiiii ettt eeenas. 164

S T A 1= o V) RO UPPROUPPRI 1635
5.5.2.3 NEIWOTK. ..o e 165
5.5.2.4 APPUCAIION.....cooiiiiiie e 165
5.5.3  PartNering Strate@y ... 166
5.6 The Case of CompanyE ..o, 169
5.6.1  INtrodUuCHION........ooviiii e 169
5.6.2 CompanyE’s ASPModel.......ooooriiimi e, 170
5.60.2.1 Data STOTAZE ...uuiiiiiiiiiieeieeiee e et e e e 172

I N 1<) o V4= GOSN 173
5.6.2.3 INEIWOIK ....oiviiiiiiiiieeee et e e e e e e ear e 173
5.6.2.4 AppliCation.......coooiiiiiii e e, 174
5.6.3 Partnering Strate@y .....ooouiiiiiiiiei e 174
5.7 The Case of CompanyF ..., 177
5.7.1  INtrOdUCHION. ..o e 177
5.7.2  CompanyF’s ASP Model ...........cooiiiiiiiii e, 178
5.7.2.1 Data STOTAZE ......iiiiiiiiire ettt e e e e e e e et e e e aaaa s 179
5.7.2.2  SEIVET ..ttt it ittt et ae e s e s e e e e reerteraaeseeeni s earanaeseeren. 179
5.7.2.3 NEIWOTK ..ot 180
5.7.2.4 ADPDPHCALION ..ottt e e s e e e e e e e e e e e aaaaan, 180
5.7.3 oY 18015 000 TN 0 ¢ 117 o RO PP OPRRRREI 181
5.8  DISCUSSION ..eeuitiiiiiiiiiitiiiie ettt e e e e eee e e e e eeaeestanireeeeeerent e e e eeeeeans 187
5.8.1  ASP-dependent vs. Non-ASP-dependent FIrms ........ooevveevvveviieeeeiienn. 188

D. E. Sofiane Tebboune "



Table of Contents

5.8.2  Value-creating vs. Non-value-creating Firms..................cooooiiiiinninnen, 189
5.9 CONCIUSION .ottt e e e et e e et e e e e e e e s er et eneneees 190
Chapter 6: Data ANALYSIS .cucuniiiieiieciieieetieieeeeceenecttessensssnsssssecssessasssssessons 192
0.1  INTOAUCTION .....ooeiiii e et 192
6.2 The Data Storage Layer ..o ettt ee e 194

6.2.1 A TCE PErSpeCtiVe ....ooovviiiiiiii ettt e, 194

6.2.2 AN RBYV PerspectiVe. ..o, 202
0.3  The SEIVET LaYeT.....oiiiieiiiiii e et e e, 208

6.3.1 A TCE PerspectiVE ....oiiiiiiiiie e, 209

06.3.2 ANRBV PerspectiVe ..o e, 212
0.4  The NetWOTK Layer .. ..ot et e e e e e e e e eeaeae e 212

6.4.1 A TCE PErspeCtiVEe cooeiieiieiii et 213

642 AN RBYV Perspective. ..., 217
6.5 The Application Layer ... 220

6.5.1 A TCE PEerSPECLIVE oo e 220

6.52 AN RBY PersSpecliVe....coooiviniiiie s 222
0.0  DISCUSSION ....iiiiiiiii ettt e e e eee s bee e eneeesseaeasaaneeeaasees 2277

6.6.1 Findings Relating to the ASP Model ..o, 227

6.6.2 Findings Relating to TCEand RBV ..., 231
0.7  CONCIUSION ...t e e e e e e e et e e e nneas 240
Chapter 7: CONCIUSION ......eeeiiiriiirnricniiniinttennniiisiietesenmsscssstessessessssssssssesssssssassses 242
2% R 6015 o 16 L8 (03 5 1) o WS USRS 242
7.2 SUINIITIATY ..ottt ettt e eee et et e e e e e et e e e e aa e e et e e et ee s eaereneeaseneeensneeenans 2472
7.3 Research LImitatiOnsS........oooviiiiiiiiiiiiie e, 247
7.4  The Main Research Contributions ...........cc..coovivivoivie e, 249
7.5  Suggestions for Further Research ..........ccccoooovo i 251
LSt Of REFEIEICES cuuurirreeriirttniittiitiiiiciieeiteteteteeresnesieeeeeransessesssssessssnsssesssnnssssessnsnnns 253

D. E. Sofiane Tebboune ey



Table of Contents

Appendix A: Guidelines Used for the Semi-structured Interviews...................

Appendix B: Interview with the Vice President of the Managed Services

Division at Company A ....ceeiimieeiiiiiiieicenineicniniiecnnienmnecsenseesseanssesns

D. E. Sofiane Tebboune

1X



List of Figures

Figure 1.1:

LIST OF FIGURES

Outline of the present STUAY ......oovoiieiie e 3

Figure 2.1: The IT outsourcing decision process (adapted from Willcocks et al.

(100 T, D 1577 ) e e et 29
Figure 2.2: Strategic Outsourcing (Quinn 1999, p.12) oovooeeeeeee e, 30
Figure 2.3: The basic ASP model (CherryTree & Co., 1999).....ccovvvvveveeioiiii, 32
Figure 2.4: Tao’s drivers of ASP emergence (Tao, 2001) ..cc.eoveeeeeomeeeeeoeeeoe, 36
Figure 2.5: Drivers of ASP €mMergence .......c..uvveeoeeeeeeeeee oo 38
Figure 2.6: ASP’s Evolution/Revolution model ........coovvvevioeeoeeeeee 40
Figure 2.7: The competitive forces of the ASP model

(adapted from Porter, 1985) ..o, 44
Figure 2.8: Infrastructural perspective of IT service (Toigo 2002, p. 7) .ccvveveunenn..... 46
Figure 3.1: Definition of strategic alliances (adapted from Lorange and

RO0S, 1003 e 61
Figure 3.2: The Make-Buy-Ally matrix (source: Child and

Faulkner 1998, P. 91) o, 63
Figure 3.3: The phases of strategic alliancCe ...............oooevvvmmioieeiieeeeeeeeee 71
Figure 3.4: The Pre-formation phase of strategic alliances..............coceevvvemevnenennnnnn.. 73
Figure 3.5: A conceptual model of strategic alliances in ASP.........cccoovveveiiiiiieennnn., 36
Figure 3.6: Transaction cost framework (Aubert et al. 1996, p. 54).........cocco.......... 91
Figure 4.1: Theory development for this study..........cooeivvmiiiieiiiieee e 121
Figure 4.2: Case study method (Y1n 2003, p. 50) ..o, 122
Figure 5.1: CompanyA’s managed SEIVICES .......coevviiieiiivieiiieec et 134
Figure 5.2: CompanyB’s strategy tor theor product offerings...........cccoevvvvvvven... 147

D. E. Sofiane Tebboune .



List of Tables

LIST OF TABLES

Table 2.1: Summary of the Advantages and Disadvantages of IT Outsourcing ......27

Table 2.2: The risks of IT outsourcing (Earl, 1996) .........ccooiiiiiiiiiiieieeeee 28
Table 3.1: All1ance StruCtures ... 30
Table 3.2: A TCE application to ASP ....oooorviiiieeeee e, 97
Table 3.3: An RBV application to ASP ..o, 105
Table 4.1: The positivist and interpretive paradigms ...........cccoeeiiiiiiiiiiiiiiieeeeeeene 109
Table 4.2: Relevant situations for different research strategies

(Y11 2003, Do 5 oot 116

Table 4.3: Key characteristics of case studies (Benbasat et al. 1987, p. 371)......... 119

Table 4.4: Interviews conducted for data collection ..............c...oiiiiiininnnnee, 130
Table 5.1: CompanyA’s sourcing of the ASP layers ..o, 144
Table 5.2: CompanyB’s sourcing of the ASP layers ........ccoooevviiiiiiiiniiiiiiin 153
Table 5.3: CompanyC’s sourcing of the ASP layers ........cccoooeviviiiiiiiiiiiie, 161
Table 5.4: CompanyD’s sourcing of the ASP layers ........ccoooeviiiiiiiiiiiiiiinn, 169
Table 5.5: CompanyE’s sourcing of the ASP layers .........ccooiiiiiiiiiiine, 177
Table 5.6: CompanyF’s sourcing of the ASP layers ......ccccovi e, 184
Table 5.7: Summary of the sourcing modes for the different ASP layers .............. 185
Table 5.8: The sourcing modes of the ASP layers in the studied cases ................. 187

Table 6.1: The sourcing modes of the Data Storage layer in the studied cases......207
Table 6.2: The sourcing modes of the Server layer in the studied cases ............... 211
Table 6.3: The sourcing modes of the Network layer in the studied cases............. 219

Table 6.4: The sourcing modes of the Application layer in the studied cases........ 226

D. E. Sofiane Tebboune -



Acknowledgements

ACKNOWLEDGEMENTS

This research has been completed with the assistance of many people, and my

gratitude goes to everyone who contributed directly or indirectly.

I would like to express my sincere gratitude to my supervisor Professor Guy
Fitzgerald for his guidance and support, as well as his patience. [ would also like to

thank Professor Ray Paul for his enjoyable and insightful discussions. Thereafter,

Dr. Vishanth Weerakkody for the long chats as well as the collaborations we had at

Brunel.

I would also like to express my gratitude to all the contributing interviewees for

providing the time and 1nsight, without which this research could not have been

completed.

Finally, I would like to thank my family and friends for their long support through

the anxious times.

D. E. Sofiane Tebboune | X



Declaration

DECLARATION

The following papers have been published as a direct or indirect result of the

research discussed in this dissertation:

REFEREED JOURNAL PAPERS

Tebboune, D. E. S. (2007), The Rationale for Strategic Alliances in Application

Service Provision, Journal of Cases on Information Technology, 10(3),

(Forthcoming)

Tebboune, D. E. S. (2003), Application Service Provision: Origins and

Development, Business Process Management Journal, 9(6), 722-734

REFEREED CONFERENCE PAPERS

Tebboune, D. E. S., Weerakkody, V. J. P., and Currie, W. L. (2003), Strategic
Alliances 1n Application Service Provision: A Theoretical Perspective, in
Proceedings of the 2003 UK Association of Information Systems (UKAIS)

Conference, Warwick, United Kingdom;

Desa1,B., Weerakkody, V., Currie, W. L., Tebboune, D. E. S., and Khan, N. (2003),
Evaluation of Strategies Deployed by Application Service Providers, in the

36" Hawaii International Conference on System Sciences (HICSS);

Tebboune, D. E. S., Weerakkody, V. J. P., and Currie, W. L. (2002), Application
Service Provision: Revolution or Evolution?, in Proceedings of the 2002

Business Information Technology (BIT) Conference, Manchester, United
Kingdom;

D. E. Sofiane Tebboune ey



Declaration

Seltsikas, P., Currie, W. L. and Tebboune, D. E. S. (2002), Strategic Alliances in
Application Service Provision, in Proceedings of the 2002 Information

Resources Management Association (IRMA) International Conference,

Seattle, Washington, USA, 726-730;

BOOK CHAPTERS

Weerakkody, V., Tebboune, D. E. S., Currie, W. L., Khan, N., and Desai, B. (2003),
Analysing the Risk Factors of Moving to a Remote Application Outsourcing
Model, in Al-Qirim, N. (eds.) Electronic Business in Small to Medium Sized

Enterprises, Frameworks, Issues and Implications, to be published in 2003 by

IDEA Group Publishing;

Tebboune, D. E. S. and Seltsikas, P. (2003), Partnering for Success in Application

Service Provision, in Kangas, K. (eds.) Business Strategies for Information

Technology Management, 115-128, IDEA Group Publishing;

D. E. Sofiane Tebboune - o



Chapter 1 - Introduction

CHAPTER 1

INTRODUCTION

1.1 SUMMARY

[nformation technology (IT), an ever increasingly necessary component of today’s
business, has seen major strategies applied to it; from being considered as a strategic
asset that has to be kept inhouse for maximising performance, and hence achieving
competitive advantage, to being considered as only complimentary and non-strategic

to the organization. As a result, IT sourcing is performed differently by different

firms, where some still rely on inhouse provision, whereas others are increasingly

interested 1n outsourcing strategies (Lacity and Hirschheim, 1993b; Beulen et al.,

2006).

I'T outsourcing is practiced by many firms who, for different reasons, prefer external
agents to manage and supply the IT functions needed for their business to run.

Selective I'T outsourcing 1s of a particular interest 1n this context due to its flexibility
and less risky nature (Willcocks and Feeny, 2006), where firms outsource different
IT functions to different vendors. Outsourcing software applications can be
considered as part ot selective IT outsourcing, where external vendors take over the

deployment, management, and even the development, in some cases, of business

software applications.

Application service provision (ASP) has recently emerged as a new form of

delivering software applications as a service. Being remotely hosted, the application
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service is offered, on a rental basis, via a wide area network, frequently the Internet.
Although several studies were conducted about the strategic choice of customers
when 1t comes to choosing the ASP option, no studies have considered the vendor’s
side of the model. Looking at the ASP model from the vendor’s perspective, it is
regarded as a complex technology that needs the aggregation of different skills and
capabilities, which are impossible for a single organization to own. In this context,
partnering for acquiring these skills is only natural. However, as some studies
suggest, such as that of Gartner Group (2001) and Smith and Kumar (2004), ASP
vendors are still facing major challenges 1n developing a business model that works
successfully, where the wrong choice of partners is among the reasons behind such

challenges. This only suggests that adopting the appropriate sourcing strategy for

the different components of the ASP model 1s critical to the success of ASPs.

This study aims to investigate the partnering strategies of ASP vendors. It aims at
analysing the ASP model, and looking at the different sourcing strategies that should
be adopted for each component of the model. The present chapter aims to introduce

the research 1ssues raised 1n this study, and further explain the progress of this thesis.

1.2 THE RESEARCH ISSUE

IT has been the focus of many studies in different fields. These studies are different
in scope, and most importantly 1n their units of analysis. Whereas some studies
focused on the strategic use of IT for gaining competitive advantage, others focused
on the economic aspects of IT use, by scrutinising issues such as IT investment and
its effect on productivity. The general debate that emanates from such studies is

around whether IT 1s strategic to the organization, or a commodity component. Until
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recently, the debate is still standing, and contradicting views are still expressed (Ross

and Weill, 2002; Carr, 2003).

Concurrently, the management literature has seen increasing support for the concept
of core competencies as a source of competitive advantage (Prahalad and Hamel,
1990). As a strategy of compensating for those non-core business activities,
outsourcing gained much interest. Outsourcing consists of relying on third-party
firms for conducting organizational activities (Quinn, 1999). Largely due to the
debate about the strategic importance of IT, as explained above, IT fell into the
dilemma of whether it should be outsourced or kept inhouse. Again, the views on
such a dilemma were of great variety, and frequently contradictory. On the one
hand, well publicised examples, such as that of American Airlines (Lacity and
Hirschheim, 1993a) showed the potential of IT to generate strategic benefits and
competitive advantage when deployed internally; on the other hand, other well
publicised examples such as that of Eastman Kodak (Grover and Teng, 1993; Lacity

and Hirschheim, 1993a) 1llustrated the benefits of outsourcing IT.

Although IT outsourcing was frequently associated with total outsourcing, where the
whole IT function 1s outsourced such as in the case of Eastman Kodak, it has been
shown that selective IT outsourcing (Lacity et al., 1996; Willcocks and Feeny, 2006)
proved more beneficial. In this context, the IT function was decomposed into

smaller functions that were sourced from multiple vendors. Software applications

fall in this category as being part of the mmportant IT functions that many

organizations rely upon for their daily business activities.
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Software applications are increasingly becoming more sophisticated, and more
complex, covering different functions in the organization. This was widely
enhanced by the emergence of the Internet as a business environment, in which e-
business 1s becoming more and more established. As a result of the variety and the
complexity of business software applications, the costs related to implementing and
maintaining them grew exponentially, becoming enjoyed only by large organizations
and leaving the smaller ones out of reach. The emergence of ASP was thought of as
being a solution mainly targeted at small to medium enterprises (SMEs). The
solution consists of deploying, managing and remotely hosting software applications
through centrally located servers (Kern et al.,, 2002a). Such a new method of
software distribution promised many benefits such as cost reduction (Miley, 2000;
Smith and Kumar, 2004; Lee et al.,, 2007), reduced management problems and
complexities (Dewire, 2000; Phillips, 2000; Lee et al., 2007), and reduced need for

skilled IT people (Dewire, 2000; Kern and Kreijger, 2001; Ma et al., 2005).

As defined above, ASP 1s about otffering business software applications as a service,
on a rental mode. Although ASP 1s a new phenomenon, a few studies have been
published by key IT outsourcing authors (Kern et al., 2002a; Kem et al., 2002b;

Jayatilaka et al., 2003; Dibbern et al., 2004; Lee et al., 2007). However, what 1s
noticed from reviewing these studies 1s that their focus 1s on the end user of the ASP
model. Most of these studies have considered investigating customers’ strategic
choice of the ASP option. This focus on the customer’s side has left the ASP

vendor’s side under researched, in which this study aims to take part.

Among the problems faced by the ASP vendors is the lack of product differentiation
(Porter, 1980). Many firms, from different backgrounds, jumped on the ASP
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bandwagon, and ended up with very similar offerings, making it difficult for them to
attract customers. The case of Cable & Wireless’ a-Services, as is further explained
in Chapter 2, clearly 1llustrates such a situation. As claimed by Columbus (2000),

partnering has become an indispensable strategy, by which ASP vendors can create

differentiation.

From a different perspective, the ASP model can be seen as a complex technology
(Singh, 1997), which necessitates the aggregation of several resources and
capabilities, and which are difficult to be owned by a single firm. Partnering comes

as a potential solution 1n this context too (Hagedoorn, 1993; Singh, 1997). Therefore

partnering is core to the ASP model.

Looking at the partnering strategies, it 1s clear that ASP vendors have a wide array of
possibilities for sourcing the required resources. Summarised as being make, buy, or
ally options (Child and Faulkner, 1998), firms can choose to internalise a given
business activity, buy 1t on a market transaction basis, or enter a strategic alliance for
sourcing it. Applied to the ASP model, vendors face the same options when
deciding to source the components of the model. At the very basic level, 1t the
company owns the resources and capabilities required for performing a given
activity then internalisation may make sense, otherwise buying from the market or
allying with an external supplier might be a solution. However, such a view 1s too

simplistic, as it does not provide firms with a detailed analysis of the rationale

behind their choices.

In the strategic management literature, a number of academics worked on the

development of theories of the firm that would help to make strategic decisions such
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as sourcing decisions. Theories such as the transaction costs theory (TCE), resource-
based view (RBV), resource-dependence view (RDV), agency theory (AT) and

several others, have been widely used in strategic management, and also served other

fields of research such as information systems (Cheon et al., 1995; Kern and
Willcocks, 2002; Jayatilaka et al., 2003) to explain different research issues. As is
further explained 1n Chapter 3, TCE and RBV are two theories of particular interest

due to theirr complementary perspectives, and therefore are the lenses through which

this study analyses the partnering strategies in the ASP model.

1.3 RESEARCH AIM AND OBJECTIVES

From the background to the research described above, 1t was shown that ASP
vendors could be facing major challenges in the formation phase of their strategic
alliances, and coupled with the view that ASP 1s a complex technology (Singh,
1997), 1t should be concluded that ASP vendors might consider different strategies
for sourcing each component of the model. Therefore, the aim of the present
research is to investigate the strategies that should be adopted by ASP vendors for

sourcing each component of the ASP model.

Given the fact that sourcing any given component 1s a strategic decision, as 1t atfects
the model as a whole, the use of strategic management’s theories of the firm forms a
set of lenses that would guide the research. In other words, the present study also
aims at integrating these theories of the firm with studying the partnering strategies

of each component of the ASP model.

The objectives of the present study are as follows:
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. Conduct a detailed literature research on the emergence of the ASP model, and

the different components that compose the model;

2. Conduct a detailed literature research on partnering strategies, and relate these to

the context of the ASP model;

3. Predict the ASP vendor decisions on sourcing each component of the ASP

model, using the TCE and RBV lenses; this prediction results in a set of

propositions being formed;

4. Investigate how existing ASP vendors are sourcing these components, and what

parameters are involved 1n their decisions;

5. The result of the previous imvestigation will be compared to the suggested

predictions;

6. Conclude with a set of recommendations that help ASP vendors to better

consider their partnering strategies, which can result 1n propositions for

partnering in the ASP market;

7. Analyse the use of Transaction Cost Economics and the Resource-based View 1n
the ASP context, including their complementarity. This results 1n a discussion

around the use of the two theories in IS research.

1.4 OUTLINE OF THE THESIS

The present thesis is divided into four major parts. The first part covers the literature
background based on which the present study makes its arguments, and the reflection
emanating from it; this is spread over two chapters (Chapter 2 and 3). The second

part covers the research methodology followed in this study, and 1s detailed in
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Chapter 4. The third part of this thesis covers the empirical study, in which the
collected data is described and analysed; this is detailed in Chapter 5. Finally, the
fourth part of this thesis focuses on analysing the results of the present study, and

highlight the claimed contributions (see Figure 1.1).

Explore the ASP option;
Partnering as a key element.
Literature
Explore partnering strategies, the rationale
behind these, and the theories used to explain
l them.
I
Y Use of TCE and RBV as predictive tools;
Framework
>[ Present propositions about the partnering
| strategy that should be adopted for each ASP
component.
|
|
Y
Empil‘ic al 2 Analyse the 6 cases using TCE and RBV
WOl‘k lenses;
¥ Refocus on the propositions, by comparing
these to the empirical results;
Findings
Whether TCE and RBV are enough to
predict ASPs’ decisions?
Y Propositions for partnering in the ASP
market.

» Conclusion

Reflection on the use of TCE and RBV

Figure 1.1: Qutline of the present study
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In a more detailed format, the following explores the outline of the thesis, and

describes the content of the included chapters.

1.4.1 Chapter 1: Introduction

Chapter 1 — the present chapter — 1s an introduction to this study. In this chapter, a
briet overview of the background to the research is presented. A discussion on the
research issues to be investigated is also established at this level. Finally, an outline

of the structure of the thesis is explained with a brief description of the content of

each chapter.

1.4.2 Chapter 2: Application Service Provision

In this chapter, a detailed literature review of several 1ssues on IT in the organization
1s presented. The chapter begins by investigating the importance of IT
organizations, where a discussion of the strategic versus commodity perspectives
will be established. The chapter then investigates IT outsourcing, as a strategy for
sourcing IT functions needed by organizations. The chapter, then, investigates the
ASP model, where the latter 1s defined, including 1ts characteristics, benefits, and
risks. Finally, the chapter ends by raising some 1ssues with the ASP model, and

highlights the concept of partnering as being the focus of the present study.

1.4.3 Chapter 3: Strategic Alliances in ASP

In this chapter, strategic alliances are investigated from the strategic management
literature. The rationale behind alliances, and their benefits and risks, will be
investigated. Looking at the strategic alliance as a process, alliances progress
through two major phases: the formation phase, and the post-formation phase. When

the process perspective 1s related to the ASP model, vendors are more challenged by
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the formation phase of strategic alliances, which further narrows the focus of the
present study, concentrating the study on the formation phase of strategic alliances in
ASP. Furthermore, as ASP vendors are still challenged by the difficulty in defining
their business model, this study focuses on studying the rationale behind ASP
vendors entering into partnerships with their suppliers. This involves investigating

the appropriate sourcing strategy for each component of the ASP model.

The second part of Chapter 3 reflects on the conceptual framework that guides the
present study. Looking at the strategic management and IS literature, many
academics have relied on different theories of the firm to explain firms’ strategic
decisions. Adopted in this study are the transaction cost economics view (TCE) and
the resource-based view of the firm (RBV). Both views aim at studying firms’
organizing mode, but each focuses on a different unit of analysis. In the former view
— TCE — considers economising as the main problem of the firm (Williamson, 1989),
whereas RBV focuses on the unique resources and capabilities that lead the firm to
achieve and sustain competitive advantage (Barney, 1991). Using these two views —
TCE and RBV — the ASP model i1s investigated, looking at the attributes of each
component, and their sourcing mode that ASP vendors should adopt. The chapter

concludes by providing propositions about the partnering approach for each ASP

component, as guided by the two above theories.

1.4.4 Chapter 4: Research Methodology

In this chapter, the research methodology that guides the present study will be
explained. The chapter starts by highlighting the research paradigm to which the
author subscribes 1n conducting this study. The chapter continues by detailing the

research approach, being case study, and the used data collection techniques.
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Finally, the chapter ends by describing the choice of the used cases, and the way the

research was conducted.

1.4.5 Chapter 5: Research Findings

In this chapter, each case study will be investigated separately. Under each case, a
background to the organization is given, and then a more detailed study follows. In
the latter, the partnering strategy adopted in each case will be described then related

to the conceptual model produced in Chapter 3. Relating the actual strategies to the

conceptual model helps validating the suggested propositions in Chapter 3.

1.4.6 Chapter 6: Data Analysis

In this chapter, a cross-case analysis 1s undertaken, aiming at the validation of the
propositions established in chapter 3, and further investigation of the parameters that
may not have been previously considered. By performing this analysis, it becomes
clearer as to what partnering strategies should ASP vendors consider for each
component of the ASP model. Furthermore, a discussion on the use of TCE and

RBYV in the context of this research will be established.

1.4.7 Chapter 7: Conclusion

This final chapter aims at summarising the different sections of this thesis,
highlighting the key points covered in each chapter. The chapter then covers the
contribution part of the study, and the main areas of further research. The chapter
also aims at describing the limitations of this study; this will cover the limitations

particularly faced with data collection phase of the research, and the use of the

theoretical perspectives.
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CHAPTER 2

APPLICATION SERVICE PROVISION

2.1 INTRODUCTION

This chapter aims to 1vestigate the concept of Application Service Provision (ASP)
and 1ts use within organizations. As it 1s further explained below, ASP is a form of
application outsourcing. Hence, the discussion on the concept of ASP has to be

derived from the application outsourcing and Information Systems (IS) outsourcing

literature.

The chapter starts by establishing a wide discussion of the role of IS and Information
Technology (IT) 1n organizations. Next, IT outsourcing will be discussed,
highlighting its emergence, 1ts benefits and risks. The following section discusses
the concept of ASP, the core of the chapter; in this ASP will be defined and the
potential benefits and risks will be analysed. The section will be expanded by
further narrowing the focus of the present thesis, which 1s about the partnering
strategies in the ASP arena. Finally the chapter will end with a concluding section

that sets the basis for the next chapter.

2.2 THEORETICAL UNDERPINNINGS OF IT IN
ORGANIZATIONS

Information Systems (IS) and Information Technology (IT) are used to describe

different elements of the organization, where the former encompasses the software
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and database elements used to manage the functions of the organization, and the
latter includes the set of communication media and devices which link IS and people
(Dewett and Jones, 2001). Although IS and IT differ, they are “inextricably linked”
(Dewett and Jones, 2001, p. 314) to the extent that both acronyms are often used
interchangeably (Dewett and Jones, 2001; Ward and Peppard, 2002). In this study,
the ASP model 1s defined mainly in terms of its technical components, and thus IT is

the main area of interest. Thus, for the purpose of simplifying the reading of the

present chapter, the term IT will be used to mean both IS and IT.

I'T, a business component that 1s becoming increasingly important to organizations of
any kind (Ward and Peppard, 2002), has seen a rapidly growing adoption (Gurbaxani
and Whang, 1991; Mukhopadhyay et al., 1995). IT has not only helped firms to
automate their processes, but has also become an integrated part of their business, to
the extent of becoming commodity like (Dewett and Jones, 2001). This is

particularly evident with industries that rely heavily on IT, such as

telecommunication and financial sectors.

As IT has recently become so important to the daily life of organizations (Carr,
2003), investments reached very high levels making it one of the most expensive

assets of the businesses. This was to such an extent that careful and appropriate IT

investment decisions became more of an economic and competitive necessity
(Bacon, 1994). The increasingly competitive environment, on the other hand, forced
organizations to consider lowering their costs, and consequently IT always went

under scrutiny.
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IT is considered as an asset that can lead to the achievement of corporate efficiency,
1f used correctly (1liff, 1994; Mata et al., 1995); 1n this context, Ross et al. (1996, p.
41) argued that “fufnless and until a firm does it well, information technology
management can represent either a distinctive competency or a competitive

liability.” In other words, although the risk of an unsuccessful use of IT cannot be

neglected, the potential for IT to add value to the business is important.

However, even 1f 1t shows a highly optimistic vision to organizations, research on the
business value of IT has frequently been inconclusive, and sometimes contradictory
(Weill and Olson, 1989; Brynjolfsson, 1993; Mata et al., 1995; Mukhopadhyay et al.,
1995; Hitt and Brynjolfsson, 1996; Dewett and Jones, 2001); whereas IT was
considered by some academics as a source of added value (Ives and Learmonth,
1984; Mata et al., 1995; Ross et al., 1996; Dewett and Jones, 2001), 1t was seen by
others as a less certain source of added value, mainly due to the fact that
demonstrating the effects of the enormous investment in IT on organizational

performance proved very difficult (Weill and Olson, 1989; Venkatraman, 1994;

Mukhopadhyay et al., 1995; Mahmood and Mann, 2000).

Productivity, being one of the fundamental economic measure of a technology’s
contribution (Brynjolfsson, 1993), has been the focus of many researchers who, for
several years, attempted to study the ‘productivity paradox’ of IT (Brynjolisson,
1993: Brynjolfsson and Hitt, 1998; Dewan and Kraemer, 1998; Chan, 2000;
Navarrete and Pick, 2002; Ross and Weill, 2002). Brynjolfsson (1993) stated that
productivity has, repeatedly, been negatively linked to IT, chronicling, thus, the

disappointment in IT.
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At present, the debate on the strategic importance of IT is still continuing; for
instance, Carr (2003) strongly states that the very power and presence of the core

functions of IT, such as data storage, data processing and data transport, “have
begun to transform them from potentially strategic resources into commodity factors

of production.” (p. 42) This statement mainly stems from Carr’s (2003) belief that

[T 1s only part of a series of infrastructural technologies that became broadly adopted
and have reshaped industry; technologies like the steam engine, the telephone, and
the electric generator became commodity inputs as they became ubiquitous, and
similarly IT 1s following the same path. Although the debate on the value of IT is far

from settled (Hitt and Brynjolfsson, 1996; Ross and Weill, 2002), the likelihood of
this debate to continue seems evident, and what has and still occupies academics’

and managers’ thinking 1s whether IT 1s core or non-core to the organization.

2.2.1 Core Competencies

Firms are continuously encouraged to focus on core competencies as a source of
competitive advantage. Prahalad and Hamel (1990, p. 79) argued that “/dJuring the
1980s, top executives were judged on their ability to restructure, declutter, and
delayer their corporations. In the 1990s, they'll be judged on their ability to
identify, cultivate, and exploit the core competencies that make growth possible...”

However, defining core competencies 1s far from easy, as 1t 1s ditficult to know what
is core to any given business and what 1s not (Drucker, 1999). According to Quinn
and Hilmer (1994), the distinction between what 1s core to any organization and what
1s not core to it requires thinking about which activities do or have the potential to
create value. In a research undertaken by Alexander and Young (1996), 1t was found

that different managers accord different meanings to ‘core’. As a result, Alexander
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and Young (1996) identified four meanings of core activities, summarised as

follows:

Activities traditionally performed internally: activities that have long been

performed internally, that find reluctance when it comes to being outsourced,

mainly due to the fear of hidden costs;

Activities critical to business performance: these are the activities that may affect
the business deeply 1if not well performed. However, retaining direct internal

control of such activities “may offer managers psychological comfort, but it may

not guarantee performance.” (Alexander and Young, 1996, p. 117)

Activities creating current or potential competitive advantage: these are the
activities that provide existing or potential competitive advantage. However, as

“few companies will simultaneously gain advantage in all, or even most,

activities that offer such potential. By specializing in a few, they may increase

their chances of building real advantage there.” (Alexander and Young, 1996, p.

118)

Activities that will drive future growth, innovation or rejuvenation of the
enterprise. these are the activities that could provide new business streams and

innovations.

[T, as a business component, has frequently fallen into the analysis of whether 1t 1s

core to the organization, or peripheral (Feeny and Willcocks, 1998). Several famous

examples of IT deployments, such as American Airlines and American Hospital

Supply, were publicised as best examples of how IT can strategically improve
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organizations’ business (Lacity and Hirschheim, 1993b). Such examples led to the
increasing consideration of IT as a strategic tool, and thus core to the organization.
This 1s consistent with the third definition of core competencies provided by
Alexander and Young (1996), as explained above; in fact, as IT was presented,
through these examples, as a potential source of sustained competitive advantage, it

gamned tremendous importance, mainly among managers, as a premium core

competency.

On the other hand, many practitioners and mangers have come to the conclusion that
IT 1s more of a commodity, and should be obtained at the lowest possible price
(Benko, 1992; Lacity and Hirschheim, 1993b). Furthermore, many senior executives
view IS as a non-core activity, due to their belief that IS failed to deliver its 1980s

promise — competitive advantage (Lacity and Hirschheim, 1999).

Such a difterence 1n visions has largely created confusion, both among academics
and practitioners, and initiated opportunities for conducting research around the
unsolved dilemma (Lacity et al., 1995). However, although both visions still exist,
what has come to be noticed 1s the development of IT outsourcing strategies as a
response to the idea of IT being non-core to the organization. These strategies have
seen an increasing interest (Willcocks and Fitzgerald, 1993), and much research has
been done to further understand this ever scaling phenomenon. The following

section attempts to cover IT outsourcing and analyse its characteristics.

2.3 IT OUTSOURCING

Outsourcing has existed for many decades, consisting in conducting one or more

organizational activities, using external agents (Lacity and Hirschheim, 1993c;
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Beulen et al., 2006). It has been often used for the least important organizational
activities that could be better performed by external providers. Quinn and Hilmer
(1994) atfirmed that, in order to leverage companies’ skills and resources, strategies
should be deployed to concentrate the firm’s own resources on core competencies,
and strategically outsource the other activities. This meant that companies should
focus on their core competencies from which competitive advantage can be brought,
and outsource the rest of the activities, ‘for which the firm has neither strategic need

nor special capabilities.” (Quinn and Hilmer, 1994, p. 43) On the other hand, Quinn

and Hilmer (1994) argued that the previous idea is possible if supplier markets were

totally reliable, however it 1s not the case, and risks are always found related to price,

quality, time, and many more other factors.

The field of IT has also exploited this strategy, which is increasingly becoming
important 1in scope (Lacity and Hirschheim, 1993c; Currie, 2000); it 1s about the
“transfer of assets — computers, networks and people — from a user to a vendor, the
vendor taking over the responsibility for the outsourced activity.” (Takac, 1994, p.
140) As aresult, IT outsourcing 1s found to be growing enormously, being a point of

interest of many organizations from different sectors.

Turning IT functions to outsourcing could be an intriguing statement; how could
such an important function, that has been widely described as indispensable, and as a
source of competitive advantage, be outsourced? Although IT outsourcing has
become important in scope only recently (Cheon et al., 1995; Jurison, 1995), it 1s far
from being a new phenomenon (Teng et al.; 1995). IT outsourcing can be traced
back to the1960s, where the cost and the size of IT equipment were major inhibitors
for organizations to own 1t (Ketler and Walstrom, 1993). The renewed interest in
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vertical integration in the 1980s made from IT a valuable asset to be kept inhouse
(Ketler and Walstrom, 1993). Despite the continued interest in keeping IT functions
inhouse, the 1990s have seen a resurging interest in IT outsourcing, with a much
bigger scope (Ketler and Walstrom, 1993; Lacity and Hirschheim, 1993b; Rao et al.,
1996). The reasons, compared to the ones associated with the initial wave of IT
outsourcing, are several, many organizations revealed the increasing cost and
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