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Abstract

This research will explore the links between information technology (IT) outsourcing relationships and business innovation.  As outsourcing decisions are boundary decisions, the literatures on transaction cost economics, the resource-based view, and the variations on the resource-based view will be considered.  The innovation, inter-organizational relationship, and IT outsourcing literatures will also be examined.  Anecdotal evidence from preliminary fieldwork indicates that many outsourcing customers feel that innovation suffers in outsourcing relationships due to excessive rigidity in adhering to the terms of lengthy contracts.  Kern provides a framework for examining inter-organizational relationships in these situations.  He describes two types of relationships: the discrete contract and the relational contract.  The premise of this research is to examine the relationships within Kern’s framework and see which factors may help or hinder innovation.  The research methodology will use 5-8 case studies to examine specific relationships and the innovations that have occurred within the relationships.  The aim of the research is to provide insights into the factors within interorganizational relationships that can influence innovation.
As early as 1973, Daniel Bell noted that the world is entering a post-industrial period in which information is the key to economic success  QUOTE "(Bell, 1973)" 
(Bell, 1973)
.  This need to process information has led companies to make huge investments in information technology assets  QUOTE "(Jonscher, 1994)" 
(Jonscher, 1994)
.  As these investments have grown, firms have grappled with the complexity of implementing the technology, and rapid changes in the technological landscape have increased the difficulty of investing efficiently.  To overcome these problems many firms have outsourced their information technology (IT) operations.  The hope is that by turning over the operations to “experts”, the firm can benefit from efficiencies of scale and knowledge.

While efficiency benefits from outsourcing may be achieved at some level, outsourcing also creates interorganizational relationships which bring their own problems.  Many of these problems can be articulated through the standard strategy literature (e.g. transaction cost economics); however, one problem that is more difficult to assess is the effect on corporate innovation.  Does an outsourcing relationship help or hinder innovation?  On the one hand, some areas of the literature tend to point to a hindrance due to difficulties in managing transactions and uncertainty (especially where IT is deemed a core competence)  QUOTE "(Prahalad & Hamel, 1990; Williamson, 1985; Barthelemy, 2001)" 
(Prahalad & Hamel, 1990; Williamson, 1985; Barthelemy, 2001)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00\0C\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\15Williamson 1985 #1020\01\02\00\0A\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\0B\00\00\00\00\00\00ºI_8AÇ\00\01\00\00\00\01\00\00\00\00\00\00\00¸ò\12\000¬W\00ÿÿÿÿ 

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00K\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\15Barthelemy 2001 #1890\01\02\00\0A\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\0B\00\00\00\00\00\00ºI_8AÇ\00\01\00\00\00\01\00\00\00\00\00\00\00¸ò\12\000¬W\00ÿÿÿÿ 
.  On the other hand, it seems that the social and corporate networks that become available through an outsourcing provider should increase innovation  QUOTE "(Burt, 1992)" 
(Burt, 1992)
.  While the use of IT outsourcing has increased over the past decade, the issue of its effect on corporate innovation has not been explored in the literature.  The proposed research seeks to correct that shortcoming. 
The Current Literature
A first step to understanding the issue is to explore the current literature which applies to outsourcing.  This includes transaction cost economics (TCE), the resource-based view (RBV) and its various off-shoots.  Other areas of the literature which must be examined are the interorganizational relationship literature, the innovation literature, and the IT outsourcing literature.  Once the existing literature has been examined, a more detailed research proposal can be developed.
Transaction Cost Economics
Transaction Cost Economics seeks to explain when a firm should choose between operating in the market and operating within a hierarchy—the key issue of outsourcing.  Minimizing the costs associated with these two polar governance mechanisms is the primary consideration within the TCE framework.  Transaction costs include information search costs, contract preparation costs, monitoring costs, contract enforcement costs, and any other cost associated with carrying out the desired transaction.  These costs arise from problems associated with two primary assumptions of TCE: bounded rationality and opportunism.  
Bounded rationality refers to the fact that one person cannot know all of the effects or possibilities of every state of nature within a system  QUOTE "(Simon, 1997)" 
(Simon, 1997)
.  Bounded rationality provides conditions conducive to opportunism.  Asset specificity is another condition which facilitates “self-seeking with guile.”  QUOTE "(Williamson, 1985)" 
(Williamson, 1985)
    Asset specificity is created when investments are made in tangible assets which cannot be easily transferred to other purposes.  Once transaction or firm specific investments are made, the owner of the asset is now susceptible to “hold-up.”  Problems with hold-up can cause firms to refuse to make investments which might be advantageous to both parties if opportunism could be mitigated  QUOTE "(Williamson, 1985; Hart, 1995)" 
(Williamson, 1985; Hart, 1995)
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.  The effects of bounded rationality and asset specificity on market transactions are summarized in Table 1.  Unfortunately, we know most firms dealing with information technology issues operate in the section of Table 1 where bounded rationality and opportunism are admitted.  This means that most firms within the area of proposed study find themselves in the arena of “serious contractual difficulties” when confronted with using the market to complete a transaction.
	
	Condition of Bounded Rationality

	
	Absent
	Admitted

	Condition

Of

Opportunism
	Absent
	Bliss
	General clause contracting

	
	Admitted
	Comprehensive contracting
	Serious contractual difficulties


Table 1: (Source:  QUOTE "(Williamson, 1985)" 
Williamson, 1985
, p. 67)
Despite its widespread acceptance, transaction cost economics is not without its critics.  One of the primary complaints about TCE is its implicit assumption that economic actors will behave opportunistically given the opportunity to do so.  This implications of this cynical view of man’s nature has led some authors to search for alternatives to TCE  QUOTE "(Ghoshal & Moran, 1996; Hirsch et al., 1990)" 
(Ghoshal & Moran, 1996; Hirsch et al., 1990)
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.  A key alternative to TCE has become the resource-based view and its variations which include the knowledge-based view and the dynamic capabilities view.  While the hesitations with TCE were not directly related to the birth of the resource-based view (RBV) of the firm, they have certainly contributed to its development and maturation.
Resource-based View 
The foundations of the resource-based view (RBV) were laid in 1959 when Edith Penrose published her book about the theory of the growth of the firm.  Her theory proposed that firm growth is limited by the resources available to the firm and, more specifically, the services that can be rendered by those resources  QUOTE "(Penrose, 1959)" 
(Penrose, 1959)
.  Wenerfelt advanced the RBV when he posited that resource barriers are akin to entry barriers for firms  QUOTE "(Wernerfelt, 1984)" 
(Wernerfelt, 1984)
.  Barney and others advanced the theory further by expanding the concept of a resource to include such items as corporate culture and trustworthiness  QUOTE "(Barney, 1986; Barney, 1986; Barney & Hansen, 1994; Barney, 1991)" 
(Barney, 1986; Barney, 1986; Barney & Hansen, 1994; Barney, 1991)
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.  Barney also furthered the idea that not only could resources enable or inhibit the growth of the firm, resources could be sources of sustained competitive advantage for the firm  QUOTE "(Barney, 1986)" 
(Barney, 1986)
.  The importance of information technology to the modern organization has led to the discussion of IT as key resource of the firm as well  QUOTE "(Bharadwaj, 2000)" 
(Bharadwaj, 2000)
.
The idea of co-specialization of assets has also become a key tenet of the RBV.  Co-specialization of assets refers to the idea that assets held under hierarchy generate a synergy that is not present merely from a contractual arrangement  QUOTE "(Kogut & Zander, 1992; Conner, 1991)" 
(Kogut & Zander, 1992; Conner, 1991)
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.  The difficulty of transferring knowledge was cited as one of the reasons for the existence of this synergy within the hierarchy  QUOTE "(Nonaka & Takeuchi, 1995)" 
(Nonaka & Takeuchi, 1995)
.  As the RBV matured, these discussions turned the focus of research to knowledge as a key resource and RBV researchers specifically minimized the importance of opportunism to the foundations of the RBV  QUOTE "(Conner & Prahalad, 1996)" 
(Conner & Prahalad, 1996)
.  If this co-specialization of assets is a major factor in the development and implementation of information technologies, then the outsourcing arrangements which are more akin to relational contracts (as opposed to discrete contracts) should show better results for the involved parties.
Knowledge-based View and the Dynamic Capabilities Approach
As the resource-based view developed, some authors began to explore the concept of knowledge as the basis for competitive advantage within the firm  QUOTE "(Grant, 1996; Eisenhardt & Santos, 2002; Spender, 1996)" 
(Grant, 1996; Eisenhardt & Santos, 2002; Spender, 1996)
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.  These authors develop complex concepts of knowledge as a process rather than knowledge as an asset which is easily codified and transferred  QUOTE "(Empson, 2001)" 
(Empson, 2001)
.  Developing a model of knowledge as a process raises numerous issues about the ambiguity of knowledge and its social construction  QUOTE "(Alvesson, 2001)" 
(Alvesson, 2001)
.  When the ambiguity of knowledge is acknowledged, understanding the outcomes of the application of that knowledge becomes problematic as well  QUOTE "(Reed & DeFillippi, 1990)" 
(Reed & DeFillippi, 1990)
.  Despite these difficulties, Grant (1996) and Spender (1996) made efforts to develop knowledge-based models of the firm.  However, neither Grant nor Spender is bold enough to argue that their approach is complete knowledge-based theory of the firm.

Further work in the knowledge area has focused on the dynamic capabilities approach of Teece, Pisano and Schuen (1997).  The dynamic capabilities approach places an emphasis on the combinations of knowledge and assets which create competitive advantage.  More specifically, “the dynamic capabilities approach analyzes the sources and methods of wealth creation and capture by private enterprise firms in environments of rapid technological change.  The competitive advantage of firms is seen as resting on distinctive processes (ways of coordinating and combining), shaped by the firm’s (specific) asset positions (such as the firm’s portfolio of difficult-to-trade knowledge assets and complementary assets), and the evolution path(s) it has adopted or inherited.”   QUOTE "(Teece et al., 1997)" 
(Teece et al., 1997, p. 509)
    Table 2 presents a comparison of the major elements of the dynamic capabilities view and the resource-based view.
The dynamic capabilities view places a strong emphasis on the idea that resources should be unique and difficult to imitate in order to provide comparative advantage.  Outsourcing relationships may provide vehicles for discovering these unique and difficult to imitate capabilities that would otherwise go unnoticed.  Resources that are difficult to imitate include trade secrets, certain specialized production facilities and engineering experience  QUOTE "(Teece et al., 1997)" 
(Teece et al., 1997)
.  Teece and his colleagues make sharp distinctions between the dynamic capabilities approach and TCE.
What is distinctive about firms is that they are domains for organizing activity in a non-market-like fashion.  Accordingly, as we discuss what is distinctive about firms, we stress competences/capabilities which are ways of organizing and getting things done which cannot be accomplished merely by using the price system to coordinate activity.  The very essence of most capabilities/competences is that they cannot be readily assembled through markets  QUOTE "(Teece, 1982; Teece, 1986; Zander & Kogut, 1995)" 
(Teece, 1982; Teece, 1986; Zander & Kogut, 1995)
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.  If the ability to assemble competences using markets is what is meant by the firm as a nexus of contracts  QUOTE "(Fama, 1980)" 
(Fama, 1980)
, then we unequivocally state that the firm about which we theorize cannot be usefully modeled as a nexus of contracts.
 QUOTE "(Teece et al., 1997)" 
(Teece et al., 1997, p. 517)

Again, it can be seen from the above quote that a more relational approach should provide an opportunity to improve the processes (and subsequently improve innovation performance) of the firm if the dynamic capabilities approach is valid in this context.  This can also be extended in an RBV type of argument that the interorganizational relationship is a key “resource” of the firm.  This line of reasoning must be considered with caution in that it risks becoming a tautological argument—one of the criticisms of the RBV.  However, evaluation of the interorganizational relationship as a key factor in the performance of the firm is certainly a reasonable consideration in an outsourcing relationship.

Even with the sharp differences between the two ideological camps, not all authors see TCE and RBV as incompatible  QUOTE "(Hesterly & Zenger, 1993; Silverman, 2002)" 
(Hesterly & Zenger, 1993; Silverman, 2002)
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.  Silverman (2002), in particular, argues that a relaxation of the TCE constraint that each transaction be analyzed in isolation might allow a successful integration of the two frameworks.  Given the complexity of modern technology, coupled with the size and complexity of the modern firm, it seems that elements of both approaches will be necessary to better understand the multifaceted environment in which modern organizations compete.  All of these factors come into play when discussing large outsourcing relationships: firm size, complex technology, technological uncertainty, and complex organizational processes.
	Paradigm
	Intellectual

Roots
	Representative Authors
	Nature of Rents
	Rationality Assumptions
	Fundamental Unit of Analysis
	Role of Industrial Structure
	Focal Concern

	Resource-based Perspectives
	Penrose, Selznick,

Christensen, Andrews
	·  QUOTE "(Rumelt, 1984)" 
(Rumelt, 1984)

·  QUOTE "(Chandler, 1962)" 
(Chandler, 1962)

·  QUOTE "(Wernerfelt, 1984)" 
(Wernerfelt, 1984)

·  QUOTE "(Teece, 1980; Teece, 1982)" 
(Teece, 1980; Teece, 1982)
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	Ricardian
	Rational
	Resources
	Endogenous
	Asset Fungibility

	Dynamic Capabilities Perspective
	Schumpeter, Nelson, Winter, Teece
	·  QUOTE "(Dosi et al., 1989)" 
(Dosi et al., 1989)

·  QUOTE "(Prahalad & Hamel, 1990)" 
(Prahalad & Hamel, 1990)

·  QUOTE "(Hayes & Wheelwright, 1984)" 
(Hayes & Wheelwright, 1984)

·  QUOTE "(Dierickx & Cool, 1989)" 
(Dierickx & Cool, 1989)

·  QUOTE "(Porter, 1990)" 
(Porter, 1990)

	Schumpeterian
	Rational
	Processes, Positions, Paths
	Endogenous
	Asset accumulation, replicability and imitability


Table 2: Paradigms of the Resource-based and Dynamic Capabilities Views  

Source:  QUOTE "(Teece et al., 1997)" 
(Teece et al., 1997)

Innovation
While the previous sections have focused on the larger strategic issues of the firm, the specifics of innovation bear some discussion in this context.  Many authors contend that innovation is an important factor in maintaining competitive advantage for corporations today  QUOTE "(Teece, 2000; Porter, 1990; Cyert & March, 1992; Quinn, 1992; Yamada, 2001; von Hippel, 1988; Williamson, 1975; Sage, 2000)" 
(Teece, 2000; Porter, 1990; Cyert & March, 1992; Quinn, 1992; Yamada, 2001; von Hippel, 1988; Williamson, 1975; Sage, 2000)
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.  Given that the innovation is a non-linear, embedded  QUOTE "(Granovetter, 1985)" 
(Granovetter, 1985)
, interdependent, and uncertain process, harnessing the innovation potential of an organization is not a trivial task  QUOTE "(Tushman & Anderson, 1986; Quinn, 1985; Van de Ven et al., 1999; Nonaka et al., 2001)" 
(Tushman & Anderson, 1986; Quinn, 1985; Van de Ven et al., 1999; Nonaka et al., 2001)
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.

A first step to understanding innovation is to define it.  For the purposes of this paper innovation will be considered to be a product or process within a firm or interorganizational relationship that is new and unique to that firm or relationship and is used by the firm in the course of completing commercial transactions.
This brings one to an important distinction for an innovation: it need not be economically successful.  If one were to require economic success to qualify as an innovation, one would be in danger of creating a survivor bias and missing key problems with creating economically successful innovations.  In fact, some innovations that are technologically and even economically superior fail to gain widespread acceptance and ultimate success in the marketplace  QUOTE "(Rogers, 1995)" 
(Rogers, 1995)
.
Although innovation can be considered to be somewhat tangible, the process of achieving innovation is the phenomenon to be explored for this research.  While the innovation process is associated with high levels of uncertainty, the overall trends of the innovation process seems to be somewhat predictable.  Lengthy periods of small innovations are followed by a large innovation which reshapes the technological environment  QUOTE "(Utterback, 1971; Tushman et al., 1997; Tushman & Anderson, 1986)" 
(Utterback, 1971; Tushman et al., 1997; Tushman & Anderson, 1986)
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.  Frequently, the revolutionary technology does not succeed immediately  QUOTE "(Rogers, 1995)" 
(Rogers, 1995)
.  The new technology tends to drive a flurry of development in the old technology and these innovations in the old technology add some longevity to the old product or process as the new innovation matures.  

It is important to note that the innovation process is highly embedded within the firm, the industry, and the external environment.  “Successful new technology implementation…is an interactive process of incrementally altering the technology to fit the organization and simultaneously shaping the user environment to exploit the potential of the technology.”   QUOTE "(Leonard-Barton, 1987)" 
(Leonard-Barton, 1987, p. 7)
    Researchers have found evidence that supports this interaction between the firm and the environment.  The location of the firm matters in its ability to innovate—here, location refers to more than just the national boundaries, but also to regions within those national boundaries  QUOTE "(Porter & Stern, 2001; Freeman, 1995; Kelley & Helper, 1999)" 
(Porter & Stern, 2001; Freeman, 1995; Kelley & Helper, 1999)
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.  Utterback’s depiction of the innovation process including links between the firm and its environment is shown in Figure 2.  Utterback’s diagram clearly shows the complex interdependencies inherent in the innovation process.

The Process of Technical Innovation
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Figure 2—Source:  QUOTE "(Utterback, 1971)" 
(Utterback, 1971, p. 78)

While there is a substantial literature about the innovation process, there have been some criticisms of these studies.  One of the most persistent problems is a pro-innovation bias which has been detected in diffusion studies  QUOTE "(Abrahmason, 1991)" 
(Abrahmason, 1991)
.  “Pro-innovation bias is the implication in diffusion research that an innovation should be diffused and adopted by all members of a social system, that it should be diffused more rapidly, and that the innovation should neither be re-invented nor rejected.  Seldom is the pro-innovation bias straightforwardly stated in diffusion publications.  Rather the bias is assumed and implied.”   QUOTE "(Rogers, 1995)" 
(Rogers, 1995, p. 100)

Rogers lists several steps that may help eliminate the pro-innovation bias.  These steps include:

1) Alternative research approaches to after-the-fact data gathering about how an innovation has diffused should be explored

2) Diffusion researchers should become much more questioning of, and careful about, how they select their innovations of study.

3) It should be acknowledged that rejection, discontinuance, and re-invention frequently occur during the diffusion of an innovation, and that such behavior may be rational and appropriate from the individual’s point of view, if only the diffusion scholar could adequately understand the individual’s perceptions of the innovation and of his or her own situation, problems and needs.

4) Researchers should investigate the broader context in which an innovation diffuses, such as how the initial policy decision is made to diffuse the innovation to members of a system, how public policies affect the rate of diffusion, how the innovation is related to other innovation and to the existing practice(s) that it replaces, and how it was decided to conduct the R&D that led to the innovation in the first place.

 QUOTE "(Rogers, 1995)" 
(Rogers, 1995, p. 105-106)

The problems discussed here indicate that a rich research plan is required to understand the phenomena associated with innovation.  Complex interdependencies, complicated technology, and pro-innovation biases combine to make the task of understanding innovation in a given environment a difficult undertaking.  In order to untie this Gordian knot, a thorough research agenda with multiple means of triangulation will be proposed.
Inter-organizational Relationships
As mentioned above, the complex interdependencies that are inherent in the innovation process pose significant problems for most firms, especially when dealing with information technologies.  One of the ways that firms adapt to these non-linear external influences is through the development of inter-organizational relationships.  
Just the very question of considering the impact of sourcing practices on innovation leads to another inevitable question: should the unit of analysis be the inter-organizational relationship or the innovation itself?  Many studies have used the innovation as the unit of analysis   QUOTE "(Van de Ven et al., 1999; Sage, 2000)" 
(e.g. Van de Ven et al., 1999; Sage, 2000)
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, but the proposal here is to use the inter-organizational relationship as the unit of analysis.  The innovations will be considered as explanatory factors.  Given these conditions, a framework for analyzing the inter-organizational relationship must be developed.

Hirschman developed a framework which can be used to think about the extremes of a relationship spectrum; the concepts of exit and voice.  An exit relationship refers to a relationship in which one party simply leaves the relationship if the relationship is not meeting the expectations or requirements of the participants.  The voice relationship is one in which one party voices concern and tries to affect change before leaving the relationship.  Hirschman also discusses the affect of loyalty on the exercise of the voice and exit options  QUOTE "(Hirschman, 1970)" 
(Hirschman, 1970)
.  The dimensions of supplier relations within the exit-voice framework are presented in Table 3.
Porter (1980) also gives a sense of the variations extant in his discussions of “tapered integration.”  The tapered integration concept suggests that a firm should retain some capability for a product or process in-house rather than source the item completely with an outside supplier.  The advantage of this system is that a company can use the in-house expertise as leverage with suppliers.  A company can, for example, demand price reductions due to developments in new technology that it might not otherwise be aware of if the company did not retain some in-house capability  QUOTE "(Porter, 1980)" 
(Porter, 1980)
.  Further, a company may be able to develop new technologies on its own which may reduce costs.  In a more general sense, companies may be increasing their “absorptive capacity” by maintaining this expertise.  Cohen and Levinthal point out the following:

The ability to exploit external knowledge is thus a critical component of innovative capabilities.  We argue that the ability to evaluate and utilize outside knowledge is largely a function of the level of prior related knowledge.  At the most elemental level, this prior knowledge includes basic skills or even a shared language but may also include knowledge of the most recent scientific or technological developments in a given field.  Thus, prior related knowledge confers an ability to recognize the value of new information, assimilate it, and apply it to commercial ends.  These abilities collectively constitute what we call a firm’s absorptive capacity.

 QUOTE "(Cohen & Levinthal, 1990)" 
(Cohen & Levinthal, 1990, p. 128)

Helper, et al, provide another characterization of interorganizational relationships.  Their model of “pragmatic collaborations” provides a more refined view of “voice” relationships.  Increased levels of communications in these pragmatic collaborations lead to more complex interactions that seek to advance the common good of the participants and still control opportunism.  Further, as the relationship continues, each party learns from the other through the process of monitoring the relationship  QUOTE "(Helper et al., 2000)" 
(Helper et al., 2000)
.  
Dimensions of Supplier Relations
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Table 3: Source:  QUOTE "(Helper, 1991)" 
(Helper, 1991)

Kern’s (1999) work goes even further than Helper and her colleagues by providing a more complete spectrum for examining interorganizational relationships.  His work is specifically targeted at the complex relationships created by large IT outsourcing arrangements.  Kern describes the extremes of the interorganizational relationship as a “discrete contract” and a “relational contract.”  He goes on to list twelve characteristics that define these types of relationships (Table 4).
	Contractual

Elements
	Discrete

Contract
	Relational

Contract

	Situational

Characteristics
	
	

	Timing of exchange (commencement, duration, and termination
	Distinct beginning, short duration, sharp ending
	Long-term; agreement may trace back to previous agreement; gradual development; exchange is longer in duration, reflects the on-going process; gradual dissolution

	Number of parties involved
	Two parties
	At least two; but often more

	Obligations (sources of content, sources of obligation, and specificity of obligation
	The content comes from offers and the promises of the parties; obligations are externally promise-enforced by society, and are part of custom and law
	Content and sources of obligations are promises made in the relation, and influenced by law and custom; obligations are customized, detailed, and administered within the relation; if relations breakdown; may become transactional

	Expectations of relation
	Conflict of interests and little unity are expected, but little trouble is anticipated as transaction is finite
	Trust and efforts of unity counterbalance conflict of interests and future problems; cooperation aids in solving conflicts

	Process

Characteristics
	
	

	Personal relations (social interaction and communication)
	Limited personal relations, formal communications to assure transactional completion
	Unique and personal relations; extensive, broad, and in-depth communication

	Contractual solidarity (legal regulation of exchange behavior to ensure performance and consistency)
	No contractual solidarity; governed by societal norms, rules, business etiquette; individual maximizes gains
	Strong emphasis on legal and self-regulation; satisfactions cause internal adjustments

	Transferability (the power to transfer rights, obligations, and satisfaction to other parties)
	Complete transferability; independent of who fulfils final contract
	Limited transferability; exchange is heavily dependent on the identity of the parties involved

	Cooperation (joint efforts at performance and planning)
	Minimum of future cooperation
	Relation entirely dependent on further cooperation in both performance and planning over time

	Planning (the process and mechanisms for coping with change and conflicts; bindingness)
	Planning focus primarily on substance of exchange; no future planning expected
	Focus on the process of exchange; planning of structure and processes of relation; future exchanges are planned in “joint creative effort;” planning on certain issues binding, covers flexibility though

	Measurement and specificity (calculation and assessment of exchanges)
	Little attention to measurement and specificity; performance precisely defined
	Significant attention is paid to measuring, specifying, and quantifying all aspects of performance and exchanges, although difficult at times; future benefits are considered

	Power (the ability to impose one’s intentions on the other(s))
	Power exists only on the substances contracted for
	Increased dependence increases the importance of power in exchange relation

	Division of benefits and burdens (the extent of sharing risks and rewards)
	Clear division of benefits and burdens
	Likely to include some sharing of risks and rewards, and adjustments to cater for future sharing of risks and rewards


Table 4: Source:  QUOTE "(Kern, 1999)" 
(Kern, 1999, p. 84)

The monitoring and development costs of using a relational contract (as defined by Kern) would obviously be greater than those associated with a discrete contract.  What types of benefits could be expected from these additional costs?  Williamson provides an insight into these benefits with his organizational failures framework.  The concepts of the organizational framework are illustrated in Figure 3.  Although the choice Williamson presents is primarily one between markets and hierarchies.  It would seem that many of the advantages of hierarchy could be extrapolated to the relational contract.  Williamson lists these benefits as:

1. In circumstances where complex, contingent claims contracts are infeasible and sequential spot markets are hazardous, internal organization [or a relational contract] facilitates adaptive, sequential decision making, thereby to economize on bounded rationality.

2. Faced with present or prospective small-numbers exchange relations, internal organization [or a relational contract] serves to attenuate opportunism.

3. Convergent expectations are promoted which reduces uncertainty.

4. Conditions of information impactedness are more easily overcome and, when they appear, are less likely to give rise to strategic behavior

5. A more satisfying trading atmosphere sometimes obtains

 QUOTE "(Williamson, 1975; Williamson, 1975)" 
(Williamson, 1975, p. 40)
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Williamson’s list enumerates many of the possible benefits of an interorganizational relationship.  However, given the maintenance costs of the relationship, one would hope that the relationship could help develop and maintain competitive advantage for the firm.  Following Teece’s (2000) argument, the way that this competitive advantage would be achieved would be through innovation.  One could argue that some firms have such strong strategic positions (say with trade secrets or patents) that they do not need to achieve competitive advantage with information technology.
  If this is the case, we should see these firms choosing more discrete relationships in order to avoid unnecessary relationship costs.
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Figure 3:  The Organizational Failures Framework

Source:  QUOTE "(Williamson, 1975)" 
(Williamson, 1975, p. 40)

IT Outsourcing Literature
While companies such as IBM have been providing IT services for large corporations for many years, the modern concept of IT outsourcing began in 1989 when Kodak outsourced its IT functions.  “Kodak was the first visible Fortune 500 company to argue that IT was primarily a commodity best handled by expert vendors, rather than a coveted strategic asset.”  QUOTE "(Willcocks & Lacity, 1998)" 
(Willcocks & Lacity, 1998, p. 2)
    The argument that companies should concentrate on their core competencies and outsource the other non-core functions also led to an increase in IT outsourcing  QUOTE "(Prahalad & Hamel, 1990)" 
(Prahalad & Hamel, 1990)
.   Recent studies have shown that 29% of U.S. companies with sales over $50 million are using some level of IT outsourcing and the trend is increasing  QUOTE "(IT Outsourcing Increases 2002)" 
(IT Outsourcing Increases, 2002)
.
Much of the IT outsourcing literature has taken a functional approach to examining outsourcing by examining various tasks within the process (see for example:   QUOTE "(Willcocks & Lacity, 1998; Lacity et al., 1995; Lacity et al., 1996; Lacity & Willcocks, 2001; Kern et al., 2002; Barthelemy, 2001)" 
Willcocks & Lacity, 1998; Lacity et al., 1995; Lacity et al., 1996; Lacity & Willcocks, 2001; Kern et al., 2002; Barthelemy, 2001
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).  Moreover, almost all of the work in the IT outsourcing literature is taken from the customer’s point of view.  Very little work has been done examining the supply side of IT outsourcing  QUOTE "(Currie, 2000)" 
(Currie, 2000)
.  However, Feeny and Willcocks (1998) take a more holistic view of the process.  They list three areas which provide challenges for exploiting the possibilities of information technology (see Figure 4): 1) Design of IT Architecture 2) Business and IT Vision and 3) Deliver of IS Services  QUOTE "(Feeny & Willcocks, 1998)" 
(Feeny & Willcocks, 1998)
.  Expanding on these topics, Feeny and Willcocks develop nine core competencies that are necessary for addressing these areas (see Figure 5).  These competencies are necessary whether IT services are provided internally or externally.  “[These nine capabilities] are required both to underpin the pursuit of high value-added applications of IT and to capitalize on the external market’s ability to deliver cost-effective IT services.”   QUOTE "(Feeny & Willcocks, 1998)" 
(Feeny & Willcocks, 1998, p. 12)
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Figure 4:  Enduring Challenges in IT Exploitation

Source:  QUOTE "(Feeny & Willcocks, 1998)" 
(Feeny & Willcocks, 1998, p. 10)

Other IT outsourcing literature has been segmented into three functional areas of the outsourcing process: deciding which functions to outsource; negotiating the deal; and managing the relationship.  When deciding which functions to outsource, there have been numerous approaches discussed in the literature.  One of the most widely argued justifications for outsourcing comes from a core competency argument  QUOTE "(Prahalad & Hamel, 1990)" 
(Prahalad & Hamel, 1990)
.  This argument suggests that if IT processes are not a core strategic capability of the firm these processes should be outsourced  QUOTE "(Quinn & Hilmer, 1994)" 
(Quinn & Hilmer, 1994)
.  Recent work has even taken the approach that strategic, core processes can be outsourced  QUOTE "(DiRomualdo & Gurbaxani, 1998; Engle, 2002)" 
(DiRomualdo & Gurbaxani, 1998; Engle, 2002)
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.  More traditional approaches to the outsourcing decision have used transaction cost economics as a framework for analysis  QUOTE "(Klass et al., 1999; Ang & Straub, 1998)" 
(Klass et al., 1999; Ang & Straub, 1998)
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 or an argument based on institutionalism  QUOTE "(Hu et al., 1997; Ang & Cummings, 1997; DiMaggio & Powell, 1983; Loh & Venkatraman, 1992)" 
(Hu et al., 1997; Ang & Cummings, 1997; DiMaggio & Powell, 1983; Loh & Venkatraman, 1992)
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.
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Figure 5: Nine Core IS Capabilities

Source:  QUOTE "(Feeny & Willcocks, 1998)" 
(Feeny & Willcocks, 1998, p. 11)

The negotiating side of the literature has focused on such issues as the effects of having multiple bidders  QUOTE "(Yost & Harmon, 2002)" 
(Yost & Harmon, 2002)
 and using multiple suppliers to reap the benefits from each bidder’s strengths  QUOTE "(Lacity et al., 1996)" 
(Lacity et al., 1996)
.  This use of multiple suppliers, also known as selective sourcing, has gained favor in the marketplace due to the high levels of uncertainty associated with information technology development and the reluctance to be dependent on one supplier for mission critical (although sometimes not necessarily strategic) processes  QUOTE "(Cross, 1995; Currie, 1998)" 
(Cross, 1995; Currie, 1998)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00N\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\11Currie 1998 #1920\00\11\00 
.  The use of multiple suppliers could also be considered a TCE approach when the technique is used to attenuate opportunism.  Other descriptions of the decision process have included game theory  QUOTE "(Elitzur & Wensley, 1997)" 
(Elitzur & Wensley, 1997)
 and the analytic hierarchy process  QUOTE "(Udo, 2000)" 
(Udo, 2000)
.
Once the deal has been signed, the focus turns to examining the relationship.  Although IT has become homogenous to such a degree that outsourcing is practical, it is still regarded as an important asset by most companies.  For this reason, many companies regard the IT outsourcing relationship as a type of partnership rather than a typical buyer/supplier relationship  QUOTE "(Lee & Kim, 1999)" 
(Lee & Kim, 1999)
.  The impacts of these views has been examined in the literature through the work of Kern, Willcocks and others (see for example:  QUOTE "(Kern et al., 2002)" 
Kern et al., 2002)
.
Another strain of research has focused on the effects of IT outsourcing on the performance of the firm.  One study found that the announcement of an outsourcing agreement had little effect on the stock valuations of large corporations, but did have a slight positive effect on smaller firms  QUOTE "(Hayes et al., 2000)" 
(Hayes et al., 2000)
.  Understanding the effects of IT outsourcing is an endeavor which is fraught with causal ambiguity  QUOTE "(Reed & DeFillippi, 1990)" 
(Reed & DeFillippi, 1990)
 and many studies have confirmed this ambiguity concerning the effects of outsourcing on firm performance  QUOTE "(Fowler & Jeffs, 1998)" 
(Fowler & Jeffs, 1998)
.  
Although the trend to outsourcing IT has been increasing, outsourcing IT can bring problems as well as benefits.  Earl (1996) lists eleven risks that are present when outsourcing IT:

1) Possibility of weak management

2) Inexperienced staff

3) Business uncertainty

4) Outdated technology skills

5) Endemic uncertainty

6) Hidden costs

7) Lack of organizational learning

8) Loss of innovative capacity

9) Dangers of an eternal triangle

10) Technological uncertainty

11) Fuzzy focus

These problems can certainly mitigate the expected benefits of outsourcing which sometimes include reduced costs, ability to focus on core issues, etc.  Earl cites several executives which make comments such as:

We want innovation from our vendors and partners.  The marketplace should be better at innovation and technology development than we are.  We have been disappointed so far.

We didn’t know that we had to innovate.  We thought the deal was all about cost.  We will have to think about how to rise to the occasion.

 QUOTE "(Earl, 1996)" 
(Earl, 1996, p. 30)

More recent work by Kern and Willcocks (2001) has presented a list of efficiencies and outcomes which can be used to evaluate the performance of outsourcing relationship.  This list includes: transaction costs, customization, uncertainty reduction (including a reduction in ambiguity), and customer satisfaction  QUOTE "(Kern & Willcocks, 2001)" 
(Kern & Willcocks, 2001)
.  Noticeably missing from this list is any mention of innovation as an indicator of performance.  If innovation is crucial to competitive advantage as many authors argue  QUOTE "(Teece, 2000; Utterback, 1971; Sage, 2000; Van de Ven et al., 1999)" 
(Teece, 2000; Utterback, 1971; Sage, 2000; Van de Ven et al., 1999)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00\0E\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\13Utterback 1971 #570\01\02\00\09\00àà\00\00\00¿H\00à?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\0A\00\00\00\00\00\00ºI_h4Ë\00\01\00\00\00\01\00\00\00\00\00\00\00¸ò\12\000¬W\00ÿÿÿÿ 

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\000\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\0ESage 2000 #970\01\02\00\04\00àà\00\00\00¿H\00à?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\0A\00\00\00\00\00\00ºI_h4Ë\00\01\00\00\00\01\00\00\00\00\00\00\00¸ò\12\000¬W\00ÿÿÿÿ 

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\002\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt$Van de Ven, Polley, et al. 1999 #800\01\04\00\0A\00àà\00\00\00¿H\00à?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\02\00\00\00\00\00\00\00\00\00,\00\00\00\01\00\00\00�ô\12\00=\11J\00,\00\00\00¼ô\12\00�ô\12\00\06\00àà\00\00\00¿H\00à?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\12\00\00\00\00\00\00>ÃwH Áwÿÿÿÿ\19¬Âw*¬Âw,\00\00\00U¬Âw,\00\00\00 
, then the effect of outsourcing on corporate innovation (positive or negative) should be of major interest.
The Focus of the Research
Even with the large body of research on IT outsourcing the effect of IT outsourcing on corporate innovation has been largely ignored.  The closest the literature has come to this area is examination of the outsourcing of research and development efforts.  These papers have looked at innovation, but in these studies the primary goal of the outsourcing was innovation  QUOTE "(Howells, 1999; McDermott & Handfield, 2000)" 
(Howells, 1999; McDermott & Handfield, 2000)
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.  This research will examine traditional IT outsourcing programs which conduct a broad range of services for the client, and within these relationships innovation is a desired goal.  However, the intent is not to examine relationships developed solely to conduct research and development efforts.  The study will examine the diffusion of technological innovations from the marketplace as well as the development of new product and process innovations from the interactions from within the relationship.  Since this research will look at innovation as a product of an on-going outsourcing relationship, the focus is likely to be on more evolutionary competence-enhancing innovation rather than the more revolutionary competence-destroying innovation that is likely to come from fundamental research and development efforts  QUOTE "(Tushman & Anderson, 1986)" 
(Tushman & Anderson, 1986)
.
It is expected that the characteristics of the participants (size, organizational structure, product diversity, etc.) in the relationship will have an effect on innovation as well as the characteristics of the relationship.  For example, one area that will be of particular interest will be the range of industries serviced by the outsourcing provider.  It is expected that if the “structural holes” idea  QUOTE "(Burt, 1992)" 
(Burt, 1992)
 can be extended to firms from individuals, then outsourcing providers which have contacts in a wide range of industries should demonstrate more innovation for their clients.  However, anecdotal evidence as well as published evidence indicated that many executives are unhappy with the innovation results from outsourcing agreements  QUOTE "(Fowler & Jeffs, 1998)" 
(Fowler & Jeffs, 1998)
.  Kern and Willcocks quote from one IT director at British Petroleum (BP) seems to sum up the feelings of many corporate leaders.

I think the capacities of these [outsourcing] companies to bring in innovation is clearly there; it’s about actually making that happen.  These companies need to be encouraged; they need to work hard at bringing innovation and creativity into BP.  We probably need to pay a bit more for that.  So that’s something I think we need to focus on for 1997 and really bring out innovation.  Because it’s not happened to the extent that we would wish.

 QUOTE "(Kern & Willcocks, 2001)" 
(Kern & Willcocks, 2001, p. 198)

Kern’s model of the relational and discrete contract will be the framework for examination of the relationships.  It would seem that relationships that have a more relational interaction should see more innovation than those that have a discrete interaction.  These preliminary suppositions indicate that the approach to the research will be more pragmatic  QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994)
 than fully grounded  QUOTE "(Glaser & Strauss, 1967)" 
(Glaser & Strauss, 1967)
.
A graphical depiction of the ideas presented above can be seen in Figure 6.  From the diagram, one can see the essential ideas of the proposed model.  The characteristics of the IT supplier and the vendor affect the relationship, as does the independent structure of the relationship.  These forces combine to help or hinder innovation for both the supplier and the vendor.  In addition, it can be seen that the other relationships of the IT supplier provide a source of potential innovation for the relationship.  The dashed arrows from the client to other IT suppliers are intended to represent the multiple IT suppliers that may be present in a selective sourcing arrangement.
  The two-way arrows within the model represent the inter-dependencies that exist among each of the factors.
One can see the client characteristics which may have an influence on innovation from Figure 6.  These include the structural characteristics of the firm such as size, core capabilities, corporate values, and sourcing strategies as well as the characteristics of the individuals of that are employed by the firm  QUOTE "(Amabile, 1988)" 
(Amabile, 1988)
.  Individual characteristics should include professionalism (e.g. education, professional affiliation, and professional certification) and attitudes toward innovation.
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Figure 6: The Proposed Model of Interorganizational Innovation
The characteristics of the IT supplier examined by the model are similar to the client characteristics but add other factors for consideration.  For example, the client scope is thought to have an effect on the IT supplier.  IT suppliers with a larger client scope should have exposure to a wider range of ideas, and therefore may be more innovative.  In concert with this criterion is the examination of the cross-pollination personnel policies of the firm.  If the supplier serves a wide range of clients, but the personnel of the firm do not move between clients then a robust exchange of information is unlikely to occur.  This could be mitigated through the use of knowledge-brokers which will be another area of examination.  These characteristics which will be examined initially, but the research methods should be sufficiently broad to uncover other unexpected items which may have bearing on the process as well.
Another key component of the model is the interorganizational relationship.  The relationships will be examined using the Discrete-Relational model of Kern (Table 4).  Kern’s model places the relational characteristics in two categories: situational characteristics and process characteristics.  Situational characteristics include the timing (i.e. duration), obligations, and number of parties in the relationship.  Process characteristics include such items as personal relationships, power structure (i.e. dependence) and division of benefits.  It is expected that some of these properties of the relationship, coupled with the characteristics of the parties in the relationship will have a bearing on innovation.
The model also proposes a structure for examining the innovation outcomes of the relationship(s).  A taxonomy of innovations under consideration is presented in Figure 6.  These innovations include the development and adoption of new information technologies.  These could include wireless technologies, personal digital assistant (PDA) implementation, or the use of new web technologies (e.g. extensible mark-up language (XML)).  Other work has proposed categorizing innovation into two types: technical and administrative.  Technical innovations are those which involve primarily products and services delivered to customers and administrative innovations are those innovations which involve more process-oriented internal outcomes  QUOTE "(Daft, 1978)" 
(Daft, 1978)
.  While these characterizations seem to be sound theoretical choices, in practice the designation of which innovations fall into which categories has not been straight-forward  QUOTE "(Ibarra, 1993)" 
(Ibarra, 1993)
.  Hence, a more situation-specific taxonomy has been proposed for this research.
The final piece of the model is the examination of the benefits of innovation.  These benefits are expected to include cost reduction, efficiency improvements (e.g. speed of product or service delivery), and competitive advantage.  However, the benefits of innovation may have mitigating factors.  For example, Rogers (1995) points out that even economically and technologically superior innovations are not always effectively diffused.  This may be due to the perceptions of the management or the social structure of the users.  The perceptions of the innovation could also be complicated by causal ambiguity  QUOTE "(Reed & DeFillippi, 1990)" 
(Reed & DeFillippi, 1990)
.  Some managers may believe that an innovation was primarily developed through internal processes rather than through the inter-organizational relationship.  Finally, the client expectations of the proper types of innovations may not be met by the suppliers.  Clients may expect significant revolutionary process or product innovations rather than small evolutionary improvements.  These perceptions may undermine even successful innovation efforts.  An assessment of these expectations and perceptions will be required in order to better understand the innovation outcomes of an outsourcing relationship.
Methodology
The proposed research methodology for this paper is a case study analysis of five to eight cases using the interorganizational relationship as the unit of analysis.  Case study research is the traditional method for examining IT outsourcing relationships  QUOTE "(Kern, 1999; Lacity et al., 1996; Cross et al., 1997; Currie & Willcocks, 1998; Kern & Willcocks, 2001)" 
(Kern, 1999; Lacity et al., 1996; Cross et al., 1997; Currie & Willcocks, 1998; Kern & Willcocks, 2001)
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 although it is certainly not the only method used (e.g.  QUOTE "(Yost & Harmon, 2002; Udo, 2000)" 
(Yost & Harmon, 2002; Udo, 2000)
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).  Yin (1994) lists several criteria for deciding when case study methods are appropriate.  A summary of these criteria are presented in Table 5.  It can be seen from Table 5 that this research clearly falls into the case study category.  The study seeks to understand the “how and why” of innovation in the contemporary context of the IT sourcing relationship in which the researcher will have no control over the behavioral events.  Further, the case study analysis should provide the tools necessary to overcome the pro-innovation bias that is mentioned earlier in this paper.
	Strategy
	Form of Research Question
	Requires Control over Behavioral Events
	Focuses on Contemporary Events

	Experiment

	how, why
	yes
	yes

	Survey

	who, what, where, how many, how much
	no
	yes

	Archival Analysis

	who, what, where, how many, how much
	no
	yes/no

	History


	how, why
	no
	no

	Case Study

	How, why
	No
	yes


Table 5: Relevant Situations for Different Research Strategies
Source:  QUOTE "(Yin, 1994)" 
(Yin, 1994, p. 6)

The cases selected are expected to have varying relationship characteristics and five to eight cases should provide a sufficient level of data to make reasonably general conclusions from the data  QUOTE "(Eisenhardt, 1989)" 
(Eisenhardt, 1989)
.  The number of cases selected should certainly be sufficient to make the Level 2 inferences discussed by Yin (1994).  Yin discusses level two inferences with the following:

A fatal flaw in doing case studies is to conceive of statistical generalization as the method of generalizing the results of the case.  This is because the cases are not “sampling units” and should not be chosen for this reason.  Rather, individual case studies are to be selected as a laboratory investigator selects the topic of a new experiment.  Multiple cases, in this sense, should be considered like multiple experiments (or multiple surveys).  Under these circumstances, the method of generalization is “analytic generalization,” in which a previously developed theory is used as a template with which to compare the empirical results of the case study.  If two or more cases are shown to support the same theory, replication may be claimed.  The empirical results may be considered yet more potent if two or more cases support the same theory but do not support an equally plausible, rival theory.

 QUOTE "(Yin, 1994)" 
(Yin, 1994, p. 31)

Some of the interorganizational relationships selected for analysis may tend to engage in discrete contractual relationships and others may engage in relational contracts.  This variation is expected to provide a continuum for examination of the innovation products in the relationship.  There is no plan to examine companies that have in-sourced their IT functions.  This research seeks to examine the outsourcing relationships along the discrete-relational spectrum and does not seek to examine the characteristics of in-sourced operations due to the heterogeneity of in-sourced operations.
Case Selection

There is a large variety in outsourcing relationships.  In order to accomplish meaningful research, “a sampling strategy which is purposeful and representative” is desired  QUOTE "(Marshall & Rossman, 1999)" 
(Marshall & Rossman, 1999, p. 68)
.  In this research the desire is to have enough homogeneity among selected characteristics (e.g. power dimension and selective sourcing mindset) to provide structure to the analysis.  However, heterogeneity is desired among other dimensions (e.g. relationship type and client scope) to ensure a rich data set for analysis.  Table 6 provides a summary of these ideas.
The intention for this research is to select cases that involve two or more parties and relationships in which the participants are significantly large to have other external networks which may provide sources of innovation.  The participants in the relationship do not necessarily have to be of equal size; in fact, the outsourcing provider is likely to be smaller than the customer.  A few outsourcing providers are large, such as EDS, but not many of the outsourcing providers rank in the leagues with the worlds largest corporations such as BP, Xerox, and GE.  The goal is to choose relationships which have at least the possibility of developing a relational contract within Kern’s (1999) framework.  If the outsourcing provider is small (with few customers or maybe only one customer), the provider is likely to be regarded as an internal division of the customer.  This means that the IT supplier will probably not have sufficient resources to provide interesting innovations to the customer.  If the outsourcing provider is large and the customer is small this is likely to result in the provision of only commodity type resources to the customer.  The small organization is unlikely to have the resources and absorptive capacity  QUOTE "(Cohen & Levinthal, 1990)" 
(Cohen & Levinthal, 1990)
 to be able to utilize the innovative capabilities of the provider.
These selection criteria are also intended to ensure that the power relationship between the two (or more) parties provides a dynamic relationship in which interdependence is present--either through relationship development or marketplace alternatives--and there exists the possibility of interaction which results in significant innovation.  The client companies may choose a discrete contractual relationship, but at least there is the possibility of a relational contract arrangement in these situations.  Extreme size differentials would also tend to limit the ability to make a choice about the division of benefits and burdens within the relationship.  Relationships of largely unequal participants are unlikely to provide the opportunity to examine the full range of the discrete-relational spectrum.  In short, a certain amount of homogeneity will be sought within the power dimension for the cases in this research and a limited amount of heterogeneity will be sought in the size characteristics of the participants.
A further goal during the case selection will be to ensure sufficient heterogeneity in the other characteristics of the clients and suppliers.  Some dimensions of relationships have been developed in the literature, and this previous work will help categorize the cases.  For example, a range of propensities to the approach to supplier selection should be represented.  Some clients tend to seek a single source for the delivery of services, while other clients use a process of “selective sourcing”  QUOTE "(Lacity et al., 1996)" 
(Lacity et al., 1996)
.  A mindset which considers a selective sourcing strategy would seem to be open to seeking the maximum benefit from the marketplace which may have an impact on innovation.  Likewise, the IT suppliers should show a range of client scope.  A supplier which has clients in a range of industries will have a broader network from which to draw.  This network coupled with certain policies which encourage or hinder knowledge transfer may have an effect on innovation as well.  Careful attention to ensuring sufficient demographic heterogeneity among the cases should provide a richer data set for analysis.  Again, Table 6 provides a summary of the desired range of characteristics of the research participants.
While there is a possibility that the pre-screening of the cases could cause problems with selection-bias in the sample, the benefits of the screening are likely to outweigh the drawbacks.  Eisenhardt (1989, p. 533) points out that selecting cases with purpose in mind can help “constrain extraneous variation and sharpen external validity.”  She also posits that using theoretical rather than random sampling will “focus efforts on theoretically useful cases—i.e. those that replicate or extend theory by filling in conceptual categories.”  In fact, “cross-case comparison is impossible if researchers operate in radically different settings, use no coherent sampling frame, or, worst of all, if they focus on different processes.”  QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994, p. 33)

	Characteristic
	Description
	Qualitites Sought from Clients
	Qualitites Sought from IT Suppliers

	Power Relationship


	Interdependency
	Homogeneity
	Homogeneity

	Selective Sourcing Mindset


	Propensity to consider the use of (client)/or work with (IT supplier) multiple suppliers


	Homogeneity
	Homogeneity

	Selective Sourcing


	The actual use of multiple IT suppliers
	Heterogeneity
	Heterogeneity

	Size


	The size of each organization
	Limited Heterogeneity
	Limited Heterogeneity

	Services Delivered


	The range of services delivered under the outsourcing arrangement (for example, network support, help desk support, software development)


	Heterogeneity
	Heterogeneity

	Client Scope


	The particular industries of the clients (e.g. manufacturing, services, etc.) as well as the industries served by the suppliers


	Heterogeneity
	Heterogeneity

	Relationship Type


	Discrete or Relational Contract
	Heterogeneity
	Heterogeneity


Table 6: Desired range of characteristics of the research participants
Negotiating Access
Negotiating access is expected to be challenging but not prohibitively so.  Templeton College and the University have lengthy histories studying outsourcing relationships and consequently there are executives within the industry that have worked extensively with the university in the past and understand the needs of the academic process.  The research supervisor and the Oxford Institute of Information Management also have significant contact within the industry which can be used as an entrée into the industry.  One area that will be of particular concern will be confidentiality.  It is assumed that since this study will be examining innovation, sensitive business process will be under observation.  Leading-edge innovations are likely to provide competitive advantage  QUOTE "(Teece, 2000)" 
(Teece, 2000)
 and companies may be loathe to disclose these practices and products.  Confidentiality agreements will have to be negotiated to ensure that sufficient access is allowed for substantive research.  It is expected that the companies selected will be European and North American firms.  Since the interorganizational relationship will be the unit of analysis, it will be important to have sufficient access with both the supplier and the buyer in the relationship.
Data Collection
A study of this magnitude and scope will require multiple methods of data collection.  Methods of data collection will include: observation, interviews, questionnaires, and examination of archival material.  In addition to these traditional methods, the research will use newer data collection methods made possible through modern technology.  This will include web-based surveys as well as internet discussion boards set up for this study.  These methods will provide a wide variety of data and the triangulation of evidence should provide a strongly grounded theory  QUOTE "(Eisenhardt, 1989)" 
(Eisenhardt, 1989)
.  
Further triangulation will come from the use of surveys that are extant in the literature as well as external financial data that is available.  There are several surveys in the literature which can be adapted for help with data collection.  The information systems literature has used the SERVQUAL survey instrument (developed in the marketing literature) extensively to assess quality of the information systems function within organizations (e.g.  QUOTE "(Kettinger & Lee, 1994; Kettinger et al., 1995)" 
(Kettinger & Lee, 1994; Kettinger et al., 1995)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00Š\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt!Kettinger, Lee, et al. 1995 #2420\01\04\00\09\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\02\00\00\00\00\00\00\00\00\00,\00\00\00\01\00\00\00�ô\12\00=\11J\00,\00\00\00¼ô\12\00�ô\12\00\03\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\13\00\00\00\00\00\00>ÃwH Áwÿÿÿÿ\19¬Âw*¬Âw,\00\00\00U¬Âw,\00\00\00 
).  There has been significant debate about the use of the instrument within the information systems community, especially with regard to the expectations-perceptions dimension when used across industries  QUOTE "(Kettinger & Lee, 1997; Pitt et al., ; Van Dyke et al., 1997; Jiang et al., 2002)" 
(Kettinger & Lee, 1997; Pitt et al., ; Van Dyke et al., 1997; Jiang et al., 2002)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00‡\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\1APitt, Watson, et al. #2390\01\04\00\04\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\02\00\00\00\00\00\00\00\00\00,\00\00\00\01\00\00\00�ô\12\00=\11J\00,\00\00\00¼ô\12\00�ô\12\00\06\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\0E\00\00\00\00\00\00>ÃwH Áwÿÿÿÿ\19¬Âw*¬Âw,\00\00\00U¬Âw,\00\00\00 

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00ˆ\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt&Van Dyke, Kappelman, et al. 1997 #2400\01\04\00\08\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\02\00\00\00\00\00\00\00\00\00,\00\00\00\01\00\00\00�ô\12\00=\11J\00,\00\00\00¼ô\12\00�ô\12\00\09\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\13\00\00\00\00\00\00>ÃwH Áwÿÿÿÿ\19¬Âw*¬Âw,\00\00\00U¬Âw,\00\00\00 

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00‹\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\1FJiang, Klein, et al. 2002 #2430\01\05\00\04\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\01\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\02\00\00\00\00\00\00\00\00\00,\00\00\00\01\00\00\00�ô\12\00=\11J\00,\00\00\00¼ô\12\00�ô\12\00\05\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\13\00\00\00\00\00\00>ÃwH Áwÿÿÿÿ\19¬Âw*¬Âw,\00\00\00U¬Âw,\00\00\00 
.  However, this extensive debate has helped clarify the limitations and strengths of the instrument and should make the use of the instrument more practical in the future.  Additional instruments which will provide guidance can be found in the work of Nooteboom, et al.  Their surveys explore the nature of innovation and network relationships within the auto industry and should be easily adapted for use in this effort  QUOTE "(Nooteboom et al., 2000)" 
(Nooteboom et al., 2000)
.  In addition to these instruments, Kern (1998) provides extensive surveys for assessing inter-organizational relationships in his work.  It is expected that these instruments that exist in the literature will be able to be adapted and expanded for data collection in this research.  Where adaptation is not possible, new questions will be developed as necessary.
Interview protocols will be developed for guidance during the interviews with senior decision makers.  Kern (1998) provides protocols which will be helpful in assessing the relationships, but in to explore this research objective it is expected that new protocols will be need to be developed.  While interview protocols will be necessary, the interviews will be conducted in a loosely structured manner.  This is to allow interviewees to explore unexpected areas which may arise due to the high levels of technological and process uncertainty inherent in the exploration of innovation.  These open-ended interviews will hopefully provide the “flexible and opportunistic data collection methods” necessary to “take advantage of “emergent themes and unique case features.”   QUOTE "(Eisenhardt, 1989)" 
(Eisenhardt, 1989, p. 533)

One problem with exploring innovation within organizations is the survivor bias associated with innovations  QUOTE "(Hannan & Freeman, 1977)" 
(Hannan & Freeman, 1977)
.  Innovation efforts that do not produce fruit are quickly forgotten  QUOTE "(Ibarra, 1993)" 
(Ibarra, 1993)
.  Previous experience has shown that getting interviewees to discuss innovations that have failed is an extremely difficult task—either because the project was terminated before wide-spread knowledge of the innovation was available or due to people’s perceptions about what constitutes an unsuccessful innovation  QUOTE "(Weeks, 2002)" 
(Weeks, 2002)
.  In order to overcome these problems a period of observation in each of the relationships will be necessary.  Periods of observation should enable the researcher to learn about events that may not arise through interviews without prompting from the interviewer.  Observation may also illuminate non-canonical practices which may not be known to key decision makers and individual interviewees  QUOTE "(Brown & Duguid, 1991)" 
(Brown & Duguid, 1991)
.
So far the methods discussed have been fairly traditional.  In addition to these techniques, this study will use newer methods of data collection.  Web surveys should provide a wider distribution of the questionnaires than was previously feasible.  Another technique that will be explored will be the use of an internet web site to facilitate the research.  This will provide the participants with up-to-the-minute information about the on-going work.  The site will also feature a discussion board which will enable the participants to discuss the issues raised by the research with the researcher as well as other participants in the effort.  This cross-pollination of the research subjects may provide a more thorough exploration.  Some scholars are even beginning to argue that the use of such media is necessary in today’s environment.  Hine (2000) elaborates this argument in her discussion of “virtual ethnography.”
The status of the Internet as a way of communicating, as an object within people’s lives and as a site for community-like formations is achieved and sustained in the ways in which it is used, interpreted and reinterpreted.  Interactive media provide a challenge and an opportunity for ethnography, by bringing into question the notion of site of interaction.  Cyberspace is not to be thought of as a space detached from any connections to ‘real-life’ and face-to-face interactions…  We can usefully think of the ethnography of mediated interaction as mobile rather than multi-sited.  As a consequence, the concept of the field site is brought into question.  If culture and community are not self-evidently located in place, then neither is ethnography.  

 QUOTE "(Hine, 2000)" 
(Hine, 2000, p. 64)

If virtual networks are a necessary part of ethnography in modern organizations, it should also be so for a thorough case study analysis.  However, Hine points out that there are limitations in the use of these sources.
Virtual ethnography is necessarily partial.  A holistic description of any informant, location or culture is impossible to achieve.  The notion of pre-existing, isolable and describable informants, locales and cultures is set aside.  Our accounts can be based on ideas of strategic relevance rather than faithful representations of objective realities.

 QUOTE "(Hine, 2000)" 
(Hine, 2000, p. 65)

A lack of media richness inherent in many electronic media necessitates the additional consideration of data collected through this method  QUOTE "(Daft et al., 1987; Daft & Lengel, 1986)" 
(Daft et al., 1987; Daft & Lengel, 1986)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00�\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\18Daft & Lengel 1986 #2460\01\04\00\04\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\03\00\00\00\00\00\00\002\00\00\00\00\00\19¬Âw\00\00\00\00ÿÿÿÿF¬Âw\00\00\00\003«Âw\06\00àà\00\00\00¿H\00ˆ?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\0B\00\00\00\00\00\00ºI_è¿Ä\00\01\00\00\00\01\00\00\00\00\00\00\00¸ò\12\000¬W\00ÿÿÿÿ 
, but this extra effort should not mean that these media are ignored.  The benefits of these efforts are expected to include enhanced triangulation of the data.  For example, the web surveys will be used to improve the understanding of the nature of the interorganizational relationships.  The interviews will be conducted with senior level managers and the surveys should provide a view of the relationship from lower levels.  This will give an idea about whether the reality of the relationship ‘in the trenches’ matches with the perceptions of the senior management.  Likewise, the discussion boards will enable the participants in the research to preview the research as it progresses and ensure that the researcher is capturing a realistic picture of events.  While previewing is done frequently in research projects, the discussion boards will add another dimension to this practice.  They will enable the participants from differing case studies to compare notes.  It is hoped that these discussions will serve as ‘springboards’ and ‘memory joggers’ which will provide better triangulation and improved richness.
Data Analysis

Due to the numerous case studies to be examined and the variety of data collection methods, it is expected that this study will produce voluminous amounts of data.  Analyzing this data will be a difficult task and the process will need to be structured in a way that ensures proper recognition of relevant data.  Moreover, the “preliminary research questions and the related literature developed earlier in the proposal [will be used] to provide guidelines for data analysis.”   QUOTE "(Marshall & Rossman, 1999)" 
(Marshall & Rossman, 1999, p. 152)
    Theory development will occur concurrently with data collection.  It is not expected that all of the data will be analyzed after the field work has been completed.  In keeping with the recommendations of Miles and Huberman, early analysis will be accomplished during this research.  The advantages of early analysis are presented by Miles and Huberman.
[Early analysis] helps the field-worker cycle back and forth between thinking about the existing data and generating strategies for collecting new, often better, data.  It can be a healthy corrective for built-in blind spots.  It makes the analysis an on-going, lively enterprise that contributes to the energizing process of fieldwork.
 QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994, p. 50)

The early analysis will most likely involve coding.  Coding the data into preliminary categories should provide some structure to the large amounts of data.  It is anticipated that analysis of the outsourcing relationships will be coded initially within the categories presented by Kern (1998) in Table 3.  Coding of the innovations use the taxonomy developed in the model (figure 6) and will probably be further examined along the lines of product or process, major or minor, and internal (with reference to the outsourcing customer), external, or joint development.  One area of interorganizational relationships that is not addressed explicitly by Kern’s framework is the idea of corporate attitudes.  These attitudes may internal to the client and supplier, but they also may be demonstrated through the stated goals and desires for the relationship.  These attitudes may also be manifest through public pronouncements such as corporate values which place a high value on innovation or through the responses of the managers and workers in the firms.  Attitudes and perceptions toward innovation may have a significant effect on the innovation outcomes.
Once the initial codes are developed the data will be examined for patterns.  Coding of data has four important functions according to Miles and Huberman.
1. It reduces large amounts of data into a smaller number of analytic units

2. It gets the researcher into analysis during data collection, so that the later fieldwork can be more focused.

3. It helps the research elaborate a cognitive map, an evolving, more integrated schema for understanding local incidents and schema

4. For multi-case studies, it lays the groundwork for cross-case analysis by surfacing common themes and directional processes.

 QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994, p. 69)

These initial data analysis efforts will lead to the search for causal relationship.  Miles and Huberman give several useful techniques for this process including the development of causal networks.  Causal networks are “displays of the most important independent and dependent variables in a field of study and of the relationships.  The plot of these relationships is directional, rather than solely correlational.”   QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994, p. 153)
    From the initial development of within-case findings, a cross-case analysis will then be undertaken.  Meta-topics can then be explored through tactics such as partitioning and clustering  QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994)
.  Miles and Huberman point out the benefits of clustering in the following discussion.

Clustering is a tactic that can be applied at many levels to qualitative data: at the level of events or acts, of individual actors, of processes, of settings/locales, of sites or cases as wholes.  In all instance we’re trying to understand a phenomenon better by grouping and the conceptualizing objects that have similar patterns or characteristics.

 QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994, p. 249)

From these clusters the data can then be factored.  “Factoring comes from factor analysis, statistical technique for representing a large number of measured variables in terms of a smaller number of unobserved, usually hypothetical variables.”   QUOTE "(Miles & Huberman, 1994)" 
(Miles & Huberman, 1994, p. 256)

The overall process recommended by Miles and Huberman (1994) is listed below.

1. Noting Patterns, Themes

2. Seeing Plausibility

3. Clustering

4. Making Metaphors

5. Counting

6. Making Contrasts/Comparisons

7. Partitioning Variables

8. Subsuming Particulars into the General

9. Factoring

10. Noting Relations between Variables

11. Finding Intervening Variables

12. Building a Logical Chain of Evidence

13. Making Conceptual/Theoretical Coherence

Once these steps are accomplished the data can then be examined for validity.  The process recommended by Miles and Huberman for this task is presented here.

1. Checking for Representativeness

2. Checking for Researcher Effects

3. Triangulating

4. Weighting the Evidence

5. Checking the Meaning of Outliers

6. Using Extreme Cases

7. Following Up Surprises

8. Looking for Negative Evidence

9. Making If-Then Tests

10. Ruling Out Spurious Relations

11. Replicating a Finding

12. Checking Out Rival Explanations

13. Getting Feedback from Informants

Obviously, qualitative research cannot be conducted in a cookbook manner.  However, the steps recommended by Miles and Huberman provide useful guidance and help eliminate the possibility of missing a major finding.  A carefully structured research program which pays heed to these techniques will hopefully lead to development of patterns and themes which can be used for more general findings.
Limitations

It should be noted that even with the structured methods provided by Miles and Huberman, as well as Marshall and Rossman, this research is likely to be extremely difficult to analyze.  Innovation is a topic fraught with ambiguity.  Rogers (1995) gives several examples of situations in which technically and economically superior innovations failed.  Assessments of attitudes and perceptions will be required to more fully comprehend the dynamics of the situations.  Likewise, there will be a minimum of eight separate corporate settings to be examined within the context of this research.  All of these factors will collide to create a situation in which a high degree of causal ambiguity is likely  QUOTE "(Reed & DeFillippi, 1990)" 
(Reed & DeFillippi, 1990)
.  Nonetheless, it is expected that the fruits of this difficult analysis will provide useful insights and generalizations to make a significant contribution to the literature.
Expected Contributions for Theory and Practice
Previous work has documented the confusion about the effect of IT outsourcing on corporate innovation among both researchers and practitioners  QUOTE "(Kern & Willcocks, 2001)" 
(Kern & Willcocks, 2001)
.  This confusion is not surprising given the fact that existing theoretical frameworks provide conflicting guidance about expected outcomes from IT outsourcing.  Transaction cost economics implies that outsourcing agreements should have little or no impact on innovation due to efficient markets and bounded rationality.  Resource-based theory implies that IT outsourcing should hurt innovation efforts due to co-specialization of assets.  Burt’s structural hole theory implies that the additional networks that become available due to outsourcing agreements should increase innovation  QUOTE "(Burt, 1992; Burt, 1980)" 
(Burt, 1992; Burt, 1980)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\00}\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt\0FBurt 1980 #2330\00\0F\00 
.  By examining the innovation phenomena directly within the outsourcing relationship this research study should provide illumination on these theoretical conundrums.  The findings should also provide guidance for practitioners seeking to increase innovation within the outsourcing relationship.  Given the tight linking of competitive advantage and innovation  QUOTE "(Teece, 2000; Van de Ven et al., 1999)" 
(Teece, 2000; Van de Ven et al., 1999)

 QUOTE ""  ADDIN PROCITE ÿ\11\05‘\19\02\00\00\00\00\01\00\002\00\00\00JC:\5CDocuments and Settings\5CMike\5CMy Documents\5CProCite\5CDPhil Dissertation.pdt$Van de Ven, Polley, et al. 1999 #800\01\04\00\0A\00àà\00\00\00¿H\00à?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\02\00\00\00\00\00\00\00\00\00,\00\00\00\01\00\00\00�ô\12\00=\11J\00,\00\00\00¼ô\12\00�ô\12\00\06\00àà\00\00\00¿H\00à?\14\00ÿÿÿÿ\00\00\00\00\01\00\00\00\14\00\00\00\01\00\00\00\00\00\00\00\12\00\00\00\00\00\00>ÃwH Áwÿÿÿÿ\19¬Âw*¬Âw,\00\00\00U¬Âw,\00\00\00 
 this guidance should be significant for practitioners seeking success in the marketplace.
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�  One might also argue that some firms exist in which information technology is such a small part of the operation that IT cannot provide any competitive advantage.  While certainly some firms in this category exist, there number will surely be decreasing as information technology extends its reach into even the smallest niches of business and industry.


� Strictly speaking, Loh and Venkatraman (1992, p. 350) use a diffusion-of-innovation perspective; however, they admit that their “results are in line with the notion of institutional isomorphism presented by DiMaggio and Powell (1983).”


�  It is recognized that supplier relationships of the client which do not involve IT could also be considered to have an affect on innovation.  However, for the purposes of this study the non-IT client relationships will be considered inherent characteristics of the client rather than independent factors of the model.  This is due to the fact that the client relationships could be used as a source of innovation whether the IT outsourcing relationship exists or not.  In addition, other factors such as institutional associations would affect the client regardless of the IT outsourcing relationship.  Finally the extreme heterogeneity of supplier relationships for all manner of products and services makes their inclusion impractical for this research.
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