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Abstract

The electronic markets hypothesis (EMH) holds that, information technology (IT) use
will influence firm vertical boundaries by reducing the cost of transaction between
firms. According to the EMH, firms will use information technology in the value
chain in place of firm ownership. Thus, the EMH predicts a rise in electronically

coordinated vertical markets as a result of information technology deployment.

This dissertation studies the impact of IT on coordination costs and its implications
for vertical integration from the perspectives of transaction cost economics and
information economics. At the theoretical level, this dissertation extends Williamson’s
(1991) conceptual framework and classifies information technology which firms face
up into firm’s IT environment and IT investment, to develop a comprehensive
theoretical framework of IT on firm vertical boundaries. By developing such a
framework, this research attempts to explain how IT environment and IT investment
influences firm internal coordination costs and external coordination costs
respectively and how IT influences the vertical boundaries of firms. This framework
anticipates that, firm who make IT investment will make the reduction of its internal
coordination costs mainly; and as the developing of IT environment, firm external
coordination costs will mainly reduce. Thus, firm’s IT investment and its IT

environment have contrary influence on firm vertical boundaries.

At the empirical level, this dissertation attempts to provide a critical empirical
examination on the theoretical anticipation base of above theoretical framework. 5
years (from 2001-2005) panel data of 4570f manufacturing industry, publicly listed,
China firms indicate that the research hypotheses 1 are supported. That is, as the
developing of IT environment, the firm vertical boundaries are shrinking. The data
across 1998 to 2005 of 49 of manufacturing industry, publicly listed, China firms
indicate the research hypotheses 2 are supported. That is, firm who make IT

investment will enlarge its vertical boundaries.

Combined with the theoretical framework anticipation and the results of empirical

examination, IT exactly reduces external coordination costs, but not always



dismantles firm vertical boundaries. This provided powerful evidence to refute EMH,

and provided new considerations and evidences for further research of this field.

Keywords: Information Technology (IT); Firm Vertical Boundaries; Vertical

integration; Coordination Cost.
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