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An Empirical Investigation into the Role of Core-Competency
Orientation and IT Outsourcing Process Management Capability

Yong Jin Kim, Chulmo Koo, Ki-Chan Nam, Jaeki Song

Recently, the role of [T service providers has been enlarged from managing a single function or system
to reconstructing entire information management processes in new ways to contribute fo shareholder value
across the enterprise. This movement toward extensive and complex outsourcing agreements has been
driven by the assumption that outsourcing information technology functions is a reliable approach to max-
imizing resource productivilty. Hiing extemal IT service providers to manage part or all of its information-related
services helps a firm focus on ifs core business and provides better services to its clients, thus obtaining
sustainable competitive advantage. This practice of focusing on the strategic aspect of outsourcing is referred
to as strategic sourcing where the focus is capability sourcing, not procurement. Given the importance
of the strategic outsourcing, however, to our knowledge, there s little empirical research on the relationship
between the strategic oufsourcing orientation and outsourcing performance. Moreover, there s little research
on the factor that makes the sfrategic outsourcing effective.

This study is designed tfo investigate the relationship between strategic IT outsourcing orientation and
IT outsourcing performance and the process through which strategic IT outsourcing orientation influences
outsourcing performance. Based on the framework of strategic orientation-performance and core com-
pefence based management, this study first identifies core competency orientation as a proper strategic
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orientation pertinent to IT outsourcing and IT outsourcing process management capability as the mediator fo
affect T outsourcing performance. The proposed research model is then tested with a sample of 200 firms.

The findings of this study may contribute to the literature in two ways. First, it draws on the strategic
orientation - performance framework in developing its research model so that it can provide a new per-
spective fo the well studied phenomena. This perspective allows practitioners and researchers to look at
outsourcing from an angle that emphasizes the strategic decision making fo outsource ifs T functions. Second,
by separating the concept of strategic orientation and outsourcing process management capability, this
study provides practices with insight info how the strategic orientation can work effectively fo achieve
an expected result. In addition, the current study provides a basis for future studies that examine the factors
affecting IT outsourcing performance with more controllable factors such as IT outsourcing process manage-
ment capability rather than extemnal hard-to-control factors including trust and relationship management.
This study investigates the maijor factors that determine 1T outsourcing success. Based on strategic orientation
and core competency theories, we develop the proposed research model to investigate the relationship
between core competency orientation and [T outsourcing performance and the mediating role of IT out-
sourcing process management capability on [T oufsourcing performance. The model consists of two in-
dependent variables (core-competency-orientation and [T outsourcing process management copability),
and fwo dependent variables (oufsourced task complexity and IT outsourcing performance). Comprehensive
data collection was conducted through an outsourcing association. The survey data were analyzed using
a structural analysis method. 1T outsourcing process management capability was found to mediate the
effect of core competency orientation on both outsourced task complexity and IT outsourcing performance.
Further analysis and findings are discussed. .

Keywords : IT Outsourcing, Strategic Orientation, Core Competency Orientation, IT Outsourcing Process
Management Capability, Outsourced Tasks Complexity
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pha®t Composite Factor Reliability(CFR), 12

Az 82 410
54l 24 12.0
23/ny 20 10.0
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FE7B 13 6.5
a4 11 55
nF 7 35
2] gAY 5 2.5

71e

4 ER LA HAE

kR e HAE
109} vyt 43 215
109 o} ~509 wigk 70 35.0
509 °]A~100% w 27 13.5
1009 ©]A~5009 wjgt 42 21.0
5009 o] 18 9.0

3 Average Variance Extracted(AVE)i ¥drd g
ABATH <E 2> A 9 2o, bF Add i
Cronbach’s Alpha #2 E3dA AANE &,
070 [Nunnally, 1978], CFR 3 %3 0.70[Fornell
and Larcker, 1981], 18|31 AVE %t 0.50[Segars,
1997)18 REF3 UT<E 3>,

4.4 3 Etgdn Y ElEY

HY HAE
500 ©]3} 88 44.0
500 ~1000 37 185
1000~2000 32 16.0
2000 ~5000 21 105
5000 °]4 2 110

4R 9]

IT 25 ¥4 57 285
195 44 50 25.0
IT 31%5 2# 18 9.0
97 #EA 14 7.0
HAnRBG= 6 30
IT A% AHEE 55 27.5

<E 3> MElY S FEZ 4T

CcCo 4 0.88 0.85
oPC 4 0.88 0.81
TASK 4 0.87 0.77
PER 3 0.81 0.86

066  (081)

0.62 0.64 (0.80)

0.67 0.19 0.34 (0.82)

0.63 0.42 0.46 050  (0.79)

&) * Diagonal elements represent square root of AVE for that construct.
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and Muthén[2003]7} 71
o} webA 2kt Aol A ALE
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CCo2 0.823 -0.012 -0.240 0.103
CCO3 0.811 -0.058 -0.232 0.151
CCO4 0.826 -0.079 -0.221 0.151
OPC1 0.334 -0.182 -0.718 0.186
oPC2 0.235 -0.094 -0.823 0.142
OPC3 0.251 -0.099 ~0.802 0.201
OPC4 0.212 -0.146 -0.802 0.015
TASK1 0.026 -0.887 -0.075 0.083
TASK2 0.026 -0.878 -0.136 0.088
TASK3 0.097 -0.773 -0.149 0.264
TASK4 0.077 -0.736 -0.110 0.253
PER1 0.195 -0.236 ~0.101 0.815
PER2 0.209 -0.295 -0.057 0.764
PER3 0.020 0112 -0.273 0.804
Variance(10.99) 3.012 2.940 2.838 2197
% of variance explained(73.2) 201 19.6 189 14.6

5> &

Uz
z
El
£l

T

None

PER with TASK
PER with OPC
PER with CCO
TASK with OPC
TASK with CCO
OPC with CCO

115.61
255.39
260.72
283.07
423.95
473.34
279.86

84

87 139.78
87 14511
87 167.46
87 308.34
87 357.73
87 164.25
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CCo1 3.59 0.80 0.85

CCo2 3.43 0.84 0.98 15.09 0.65"
CCOo3 3.39 0.83 0.98 1518 0.68
CCO4 3.54 0.83 1.00 0.00 0.70
orcC1 3.63 0.77 0.82 12.08 0.62
orc2 3.45 0.88 0.97 1515 0.69
OPC3 3.60 091 1.00 0.00 0.68
OPC4 345 0.81 081 1124 0.55
TASK1 3.52 0.82 0.98 15.33 0.75
TASK2 3.57 0.83 1.00 0.00 0.76
TASK3 3.86 0.87 0.90 12.66 0.55
TASK4 3.74 0.82 0.77 10.10 0.46

PER1 3.45 0.84 1.00 0.00 0.70

PER2 348 0.79 0.86 9.77 0.58

PER3 345 0.87 0.88 10.98 0.50

IT of2 a4
2ofe| Bax
(TASK)
R =012

0.69 (8.50)"
0.21 (1.93)"

IT Z2M2
Zajoiat T ot24 Hu
(OPG) (PER)

R =041
"p <010 " p < 0.05.

<E 7> £F& 2de| UL JIFE

Normed Chi-Square 1.38 149

GFI (Goodness of fit Index) 93 94
AGFI (Adjusted Goodness of Fit Index) 91 92
CFI (Comparative Fit Index) 98 .98
TLI (Tucker-Lewis Index) 97 97
NFI (Normed Fit Index) 92 94
NNFI (Non-normed Fit Index) 97 97
RMSEA (Root Mean Square Error of Approximation) 043 050
SRMR (Standardized Root Mean Square Residual) 048 047
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