
 

 

  
Abstract—Two typical different patterns of Information Systems 

(IS) outsourcing are considered as the most effective approaches of 
business strategy. They are conventional outsourcing and 
quasi-outsourcing. The later generally is often adopted in large-scale 
organizations in Japan. In most such cases, an IS subsidiary is 
established by spinning off the firm's own information systems 
department. However, in recent years, most companies strengthen 
capital alliances relationship between their IS subsidiary and external 
vendors, while some companies sell their IS subsidiary for separating 
it completely from their parent company. On the other hand, there is 
growing diversification in the arrangement/management of IS 
subsidiaries. For instance, some firms force their IS subsidiary to 
withdraw from external sales business while other firms go further and 
integrate their IS subsidiary back into their parent company again (i.e., 
backsourcing). This research employs case study in order to 
investigate the determinant factors which have strong effect on these 
IS subsidiary arrangements. In this paper, we first review relevant 
previous studies on IS outsourcing. And then we introduce case studies 
of two chemical manufacturing companies in Japan and discuss its 
implications. Finally, we propose some propositions based on the 
implications derived from the case studies. This paper therefore 
provides an empirical perspective of the IS outsourcing in Japan. 
 

Keywords—Case Study, Information Systems Outsourcing, IS 
subsidiary, Quasi-outsourcing, Resource-based View, Transaction 
Cost Economics 

I. INTRODUCTION 
UTSOURCING is one of the most important business 

strategies that a large number of corporations have used 
for decades. In order to get work done more efficiently and 
increase flexibility to meet the changing business and 
commercial conditions, outsourcing for supply chain has drawn 
considerable attention in recent years [1]–[4]. Most business 
process outsourcing (BPO) involves executing standardized 
process for a company [5]. For instance, knowledge process 
outsourcing (KPO) involves process that demand advanced 
research and analytical and technical skills of decision-making. 
Information technology outsourcing (ITO) is defined as "the 
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transfer of property or decision rights in varying degrees over 
the IT infrastructure by a user organization to an external 
organization." [6] ITO services markets, together with more 
recent offshore variants, have been dynamically expanding 
revenues, capabilities and associated rhetoric for over a decade. 
Willcocks et al. [7] estimate and indicate that "ITO global 
revenues exceeded $200 billion per year at the end of 2005. 
After, and indeed partly because of, the slowdown between 
2001- 2004 this figure will rise by at least 7% per annum for the 
next five years." The process of turning over part or all of an 
organization's information systems (IS) functions to external 
service provider(s) is called IS outsourcing (ISO). Therefore, 
Information systems outsourcing could be considered as a 
subset of business process outsourcing. It is done to require 
economic, technological, and strategic advantages [8] [9]. In 
general, IS outsourcing can be classified into two typical 
different patterns: conventional outsourcing and 
quasi-outsourcing [10] [11]. The former is based on a contract 
with an external vendor. The later means to set up their own IS 
subsidiary which is defined as "a firm that is partially owned by 
the parent, but independently managed" [12]. 
Quasi-outsourcing is an alternative to complete insourcing and 
complete outsourcing [10], and is often adopted in the 
large-scale firms in Japan. However, the diversification of IS 
outsourcing for subsidiary has been widely seen. For instance, 
there have been many firms which strengthen or keep strategic 
alliances of capital between their IS subsidiary and external 
vendors, or sell their subsidiaries and dissolve the partnership 
completely for separating them from their parent companies. 
On the other hand, some parent companies force their IS 
subsidiaries to withdraw from external sales business, i.e., sales 
outside the parent company's group, or go further and 
internalize the IS subsidiary back into the company again 
(so-called backsourcing) [13].  

Only a few studies of the determinant factors that have 
influence on decision of adopting outsourcing have been 
published until today. The main contribution of this paper is to 
propose some propositions related to determinant factors 
affecting on IS subsidiary arrangement based on our original 
case studies in Japan. 

This paper is organized as follows. In Section 2, we briefly 
review some previous arguments of IS outsourcing. After 
reviewing the relevant literature on IS outsourcing, we 
introduce case studies of two chemical manufacturing firms in 
Japan both adopting the pattern of quasi-outsourcing in Section 
3. In Section 4, we discuss the implications derived from the 
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case studies, and develop some important propositions. Finally, 
in Section 5 we conclude by a summary of this paper and 
mention our future work. 

  

II. THEORETICAL PERSPECTIVES ON IS OUTSOURCING 
Most of the studies of outsourcing have been published 

recently. Transaction cost economics (TCE) and the 
resource-based view (RBV) are considered as the most typical 
theories. 

A. Transaction-Based Argument 
Transaction cost economics (TCE) posits that organizations 

insource when the costs of using the market are higher than 
internal governance costs [14]–[21]. Markets generally lead to 
smaller production costs, because of economies of scale 
obtained by suppliers/vendors. However, markets lead to 
higher transaction costs arising from three principal attributes 
of transactions: asset specificity, uncertainty, and frequency 
[17]. 

Asset specificity for IS outsourcing has two aspects; for 
business of a client company supported by the developed 
information systems and for technologies which external 
vendors utilize. If the business that a client company outsources 
is unusual, external vendors have to be familiar with the 
business so that the asset specificity will occur on mainly 
human resources. Similarly, if technology used by external 
vendors is specific, it will be hard to use the information 
systems for other purposes on the client company. Investment 
to these unusual assets causes a "fundamental transformation" 
[17]. Therefore, the transaction costs would increase. 

Hence, if it is necessary to reduce the risk of opportunism 
resulted in asset specificity and to restrict the increase of 
transaction costs, quasi-outsourcing would be selected. This is 
because a client company can wield an influence on its IS 
subsidiaries depending on its investment ratio under the 
operation of quasi-outsourcing. 

B. Resource-Based Arguments 
The resource-based view (RBV) based on the original work 

of Penrose [22] posits that organizations insource when a 
resource or capability is strategic so as to enable them to sustain 
competitive advantage [23]–[27]. It builds upon four properties 
of the strategic resource: economic value, rareness, imperfect 
imitability, and non-substitutability [24]. The RBV is important 
to the study of IS outsourcing, as superior performance 
achieved in IS activities related to external vendors would 
explain why such activities are performed internally. 

Thus understanding of managerial resources as an advantage 
for the company is called core competence in general today. 
Prahalad and Hamel [28] [29] define the core competence as "a 
combination of technologies and production skills which is 
based on the company's infinite product lines". However, this is 
understood more broadly today and is interpreted as their 
resources and abilities, which are difficult to be imitated and 
implemented by other companies, as a source of the company's 

sustainable competitive advantage. 
From the viewpoint of the RBV, competitive advantage of 

organizations can only be achieved through a focus on the core 
competencies, the management of organizations have chosen to 
concentrate on what an organization does better than anyone 
else while outsourcing the rest. And if it is required to be 
controlled strategically again, insourcing the businesses which 
are outsourced in the past will be reconsidered. 

C. Conventional Outsourcing vs. Quasi-outsourcing 
The rich number of studies of IS outsourcing was conducted 

in the past, having been approached from various points of 
view [8]–[10] [30]–[49]. Especially, in the previous study on 
the two patterns of IS outsourcing, some focus on factors of the 
influence on its selection. For instance, Barthelemy and Geyer 
[10] classify the factors of the influence on the choice of either 
conventional outsourcing or quasi-outsourcing into internal 
and external factors. They focus on testing some hypotheses 
which are suggested based on the TCE approach, but they do 
not refer to the RBV arguments. The approaches of TCE and 
the RBV are treated as independent argument so far, but the 
phenomena of IS outsourcing cannot be fully explained by 
either theory of these two theoretical perspective. Then there is 
a growing bodies of research on the recognition that TCE and 
the RBV are complementary one another [30] [50]–[57]. 

Other studies show that different effects and problems of IS 
outsourcing caused from the different patterns [11]. However, 
many studies found different effects of IS outsourcing between 
conventional outsourcing and quasi-outsourcing. For instance, 
it is overall supported that "using new technology" in 
conventional outsourcing has stronger effect than that in 
quasi-outsourcing. On the other hand, the issue is still under 
discussion whether the effects of "cost saving" and 
"improvement of planning and development of IS skill" of 
these two patterns of outsourcing are different or not. 

According to the Japan Information Processing 
Development Corporation, the companies setting up their own 
IS subsidiary now is only 8.3% as a whole in Japan (see Table 
1) [58]. However, most of the IS subsidiaries are established 
based on the scale of their parent company. 25.5% of the 
companies which have employees more than 1000 and less than 
5000, and 61.8% of the companies having more than 5000 
employees have their own IS subsidiary. This report reveals in 
detail that large-scale companies tend to establish their own IS 
subsidiary by spinning off their in-house information systems 
department. 

The results of the recent survey by the Japan Users 
Association of Information Systems found that, among the 
requirements placed on IS subsidiaries and external vendors by 
user companies, a company's planning and proposal capability 
for "restructuring business process using IT" has more high 
value than "reduction of development/ operation cost" in Japan 
[59]. Therefore, the fact that quasi-outsourcing provides greater 
familiarity with the parent company's work can be regarded as a 
significant advantage over conventional outsourcing. Empirical 
analysis by Hamaya [60] has also shown that, in outsourcing to 
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IS subsidiaries where there is a capital relationship, i.e., 
quasi-outsourcing, there is a tendency for the degree of review 

of business process at the parent company to increase 
significantly. 

 
 

Table 1 Relationship between IS subsidiary and its breakdown 
 

Yes No
Spinning of its
own IS Dep.

Joint
venture M&A

1000-5000 25.5 19.5 4.5 1.5
Over 5000 61.8 47.1 8.8 5.9
Total 8.3 85.7

Number of employees

 
 
 
 
However, on quasi-outsourcing in recent years, a number of 

distinctive trends have appeared in management of IS 
subsidiaries. A diverse variety of cases have been observed, 
such as: (1) capital alliance with an external vendor (majority 
investment ratio or higher), (2) capital alliance with an external 
vendor (less than majority investment ratio), (3) complete sale 
of IS subsidiary to external vendor, (4) withdrawal from 
external sales, (5) integration back into the parent company, 
and so on. Fig.1 shows a conceptual framework of the two 
typical patterns of IS outsourcing and its diversity related to IS 
subsidiary arrangement. The Shift towards complete 
outsourcing denoted as the pattern (1), (2), and (3) in Fig.1 
means that the degree of market coordination rises successively. 

On the other hand, the shift to complete insourcing denoted as 
the pattern (4) and (5) in Fig.1 rises the degree of hierarchical 
coordination. 

Why does a certain company push a wholly owned IS 
subsidiary in the direction of conventional outsourcing through 
capital alliances and/or assignation? Conversely, why does a 
certain company move back toward insourcing by forcing its IS 
subsidiary to withdraw from external sales business, or calling 
it back to their parent company? This research investigates the 
determinants that have influence on whether firms adopting 
quasi-outsourcing are increasing, decreasing, or keeping their 
current outsourcing level. 

 
 

user
organization

Quasi-outsourcing

Conventional outsourcing

external 
vendors

eｔc.

wholly
owned

IS subsidiary

(1)
(2)

(3)

(4)
(5)

Degree of
hierarchical coordination

Degree of market 
coordination

 
 

Fig.1 Diverse variety of quasi-outsourcing 
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III. RESEARCH METHOD 
Many analytical tools can be used for identifying 

outsourcing strategy. Case study approach generally is 
considered as one of the most useful tools. 

A. Case Study Approach 
The case study approach is allowed the researcher to analyze 

relationships and social processes that is not possible via a 
quantitative approach alone [61] [62], and is useful as a means 
of understanding and explaining the context of contemporary 
activities such as IS outsourcing. In order to better understand 
and analyze how firms adopting quasi-outsourcing change their 
current outsourcing level, we investigate two chemical 
manufacturers in Japan. 

These two companies are chosen for a number of reasons. 

One of the most important reasons is each company had already 
outsourced a range of their IS activities. And, the patterns of 
outsourcing in these two companies are the quasi-outsourcing. 

For each one company, data are collected from unstructured 
interviews and semi-structured questionnaires with managers 
who had been involved in the decision process of IS activities 
[63]–[65]. To ensure the validity and to keep the reliability of 
our case study, we also use multiple sources of evidence 
including various archival data, additional interviews, and so 
on [66] [67]. Table 2 shows the outline of the two case's brief 
descriptions. Two companies are both adopting the pattern of 
quasi-outsourcing. However, their IS subsidiary arrangement is 
different. We address the differences of the arrangement of IS 
subsidiary among the two cases, and attempt to derive some 
meaningful findings and implications. 

 
 

 
Table 2 Outline of the two case's brief descriptions 

 

No. Parent Company IS Subsidiary Description 

1 Tokuyama Corp. Tokuyama Information 
Service Corp. (TJS) Wholly owned by Tokuyama 

2 
 

Ube Industries Co., Ltd 
 

Ube Information 
Systems, Inc. (UIS) Change from wholly owned to 49%

 
 
 

B. Case of Tokuyama Corp. 
Tokuyama Corp. is a second-tier general chemical 

manufacturer founded in 1918, and Tokuyama Information 
Service Corp. (hereafter, TJS) was established by spinning off 
its in-house information systems department in January 2003. 
Capitalization of TJS is about 20 million Japanese yen, and the 
company is wholly owned by Tokuyama. Sales are 
approximately 1.7 billion yen, and this company has about 40 
employees (all figures are for the fiscal year ended in March 
2006). 

As a shared service center (SSC), TJS has the role of 
providing IS services to the Tokuyama Group. After being spun 
off, the company remains in charge of planning and proposing 
the information strategy of its parent company Tokuyama. It is 
entrusted with and manages all IS activities for the Tokuyama 
Group, from information infrastructure building and operation, 
to development of business/communication systems. Fig.2 
describes the relationship between Tokuyama and TJS. 

At present, Tokuyama has established an in-house Corporate 
Planning Division, headed by a Managing Director, and the 
Planning Group within that Division is in charge of planning 

and management of the information strategy for the entire 
Tokuyama Group. However, this is not a dedicated 
organization, and thus the TJS side, which is familiar with real 
IS activities in the practical field, is expected to play a role in 
systems planning and information strategy as its contribution to 
management. Therefore, TJS is not involved in external sales 
business at present. 

The mission of critical system in Tokuyama Group is a 
mainframe-based legacy system, self-developed in the PL/I 
language, which has been operating since 1991. The system is 
called IRIS, and it integrates various business systems such as 
production, purchasing and sales, and management systems 
such as personnel, accounting and budget control in Tokuyama 
Group. This company-wide information system have been built 
and operated for many years in a fashion which is highly suited 
to the specific work and processes at Tokuyama and is still 
operating today. 

In this case, relationship between Tokuyama and TJS is 
similar to the pattern (4) in Fig.1 mentioned in Section 2. 
Because TJS is still wholly owned IS subsidiary by Tokuyama, 
and is not involved in external sales until today. 
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Fig.2 Relationship between Tokuyama and TJS 
Source: Produced by the authors based on the interview 

 
 

C. Case of Ube Industries 
Ube Industries, Ltd. is a major chemical manufacturer 

established in 1897, and it established the wholly owned Ube 
Information Systems, Inc. (hereafter, UIS) in September 1983 
by spinning off its in-house information systems department. 
Later, in March 2001, Osaka Gas Information System Research 
Institute Co., Ltd. (hereafter, OGIS), an IS subsidiary of Osaka 
Gas Co., Ltd., made a majority investment in UIS. 
Capitalization of UIS is 100 million Japanese yen (OGIS: 51%, 
Ube Industries: 49%). Sales are approximately 5 billion yen, 
and the company has about 300 employees (all figures are for 
the fiscal year ended in March 2006). 

At present, Ube Industries has established an in-house 
Corporate Planning & Administration Office, headed by a 
Director and Managing Executive Officer, and the information 
systems department in that Office is in charge of information 
strategy for the entire Ube Industries Group. The primary work 
of the staff of about 30 persons in the information systems 
department (including those belonging to subsidiaries) is 
information systems planning, and the staffs are not involved 
directly in systems development and operations activities. 

Differing from TJS, since spinning off from Ube Industries, 

UIS has developed into a profit center, and at present has 
achieved an external sales ratio of about 40%. At the same time, 
however, UIS has established a "UBE Solutions Group" with 3 
departments, including a systems development department, and 
in practice, that Group plays the role of an exclusive team for 
the Ube Industries Group. This organization is comprised of 
about 100 staff that has extensive knowledge about business 
process of Ube Industries, and has been maintained even after 
the investment by OGIS (see Fig.3). 

The mission of critical system in Ube Industries was 
switched over in stages from the mainframe-based legacy 
system to the ERP package in a program of system rebuilding 
called the "RS21 Project" which started in 1999. The 
switchover process is completed in April 2003. 

In this case, relationship between Ube Industries and UIS 
and latter capital participation in UIS by OGIS means the 
pattern (2) in Fig.1 mentioned in Section 2. The reason is that 
UIS has been changed from wholly owned to 49%. 
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Fig.3 Relationship between Ube Industries and UIS, and capital alliance between UIS and OGIS 
Source: Produced by the authors based on the interview 

 
 

IV. DISCUSSION AND PROPOSITIONS 
Two typical cases of outsourcing are investigated. Most of 

the same phenomena also can be observed in other companies. 
Managerial implications can be considered as follows. 

A. Asset Specificity 
At Tokuyama, company-wide information systems have 

been built and operated for many years in a fashion which is 
highly suited to the specific work and processes at Tokuyama, 
and thus is highly asset specific. This is likely the motivation 
for why Tokuyama continues with the current approach of 
using TJS as an IS subsidiary. The reason is that, in the current 
situation, where TJS is a wholly owned subsidiary, and workers 
dispatched from the parent company are in the majority, there 
are likely to be incentives for the TJS staff to cumulatively 
invest in knowledge and skills specific to the business of 
Tokuyama. 

However, in April 2006, Tokuyama reviewed its contract 
system with TJS, and switched to service level agreements 
(SLAs) and fixed-rate yearly contracts in 4 areas: information 
system operations (including small-scale development), 
communications, support and security. Efforts toward 
standardizing contracts in business fields like this, which have 

relatively low uncertainty, may lead to a shift toward a more 
"arm's length" relationship between the two companies in the 
future. 

In Ube Industries, on the other hand, where the mission 
critical system has been switched to an ERP package, 
customization focusing on work content and processes specific 
to the company was partially done, but in the RS21 Project, 
efforts have been paid to restructure work in accordance with 
the standard specifications provided by the package. From the 
perspective of TCE, this sort of drop in asset specificity relating 
to IS activities is likely to decrease the opportunism which is a 
threat in their market transactions. Due to the above, we present 
the following propositions: 

 
Proposition 1a. For companies which adopt quasi-outsourcing, 
lower of asset specificity relating to IS activities increases the 
incentive to shift to conventional outsourcing. 

 
Proposition 1b. Switching the legacy systems to the 
ERP-packaged systems, and/or efforts to standardize contracts 
via SLAs, reduce the asset specificity of IS activities. 

B. IS Cost Centers vs. Profit Centers 
Partly due to the relatively short time since it was founded, 
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TJS's mission is considered as important tool to contribute to 
management of the Tokuyama Group as a SSC, and does not go 
beyond the scope of a cost center. At UIS, on the other hand, 
the external sales rate has already reached 40%. Thus UIS is an 
equity method affiliate from the standpoint of Ube Industries, 
and is expected to contribute as a profit center. 

In the beginning, an IS subsidiary can expect a certain degree 
of orders from its parent and group companies, and thus has an 
aspect which is independent or spin off [12]. However, in order 
to make an IS subsidiary into a profit center, it must be able to 
achieve economies of scale by further expanding the scale of its 
business. To do that, IS subsidiaries need to make efforts such 
as strengthening their sales capabilities for external sales 
business, and improving their specialized knowledge and skills. 

From the perspective of the RBV, if self-development or 
procurement of the resources and capabilities required by a 
firm is difficult or costly, that can become a factor in choosing 
alliances with other firms [24]. In fact, UIS seized the 
opportunity to learn object-oriented programming skills 
through its capital alliance with OGIS whose strength lies in 
that area. Profit centers have incentives to reach a level of 
performance close to that of the best outside vendors. Hence, 
we propose the following proposition. 

 
Proposition 2a. For companies which adopt quasi-outsourcing, 
progress of the IS subsidiary toward becoming a profit center 
increases the incentive to form alliances with external vendors. 

 
However, from the perspective of TCE, in that sort of 

alliance, the threat of opportunism by the partner may become a 
problem. Particularly, in an alliance with a specialized external 
vendor, there is a danger that the threat of opportunism will 
increase for reasons such as asymmetric information or 
conflicting goals. On that point, OGIS is an IS subsidiary 
whose sales to the Osaka Gas Group constitute about half of its 
total sales, and thus in the alliance between UIS and OGIS, 
there is a possibility that the threat of opportunism can be 
relatively reduced. Due to the above, we present the following 
proposition. 

 
Proposition 2b. Alliances between subsidiaries within the 
group of user companies' enables reduction of the threat of 
opportunism compared to alliances with specialized vendors. 

C. IS Activities vs. Core Business 
Tokuyama and Ube Industries have differences in their size 

and degree of diversification, but their primary core businesses 
are chemical products and fine chemistry, and their core 
resources and capabilities are research and product 
development, and manufacturing/applied technology in their 
domain. Therefore, unlike an information intensive industry, 
resources relating to IS activities, and the organizational 
capabilities to make use of those resources, do not themselves 
play a central role at either company. 

However, as pointed out by Bharadwaj [31] as well as 
Hamaya [60], even if there is no advantage in terms of 

information systems themselves, they have an important role in 
supporting business processes such as production, sales and 
product development, and outsourcing IS activities may have a 
negative effect on competitiveness in the core businesses which 
are the company's strength. The RBV suggests that IS activities 
to support core businesses where the company has a 
competitive advantage should be insourced [24]. Therefore, in 
general, we can propose the following proposition. 

 
Proposition 3a. For companies which adopt quasi-outsourcing, 
expansion of core businesses and increasing inseparability of 
IS activities increases the incentive for backsourcing. 

 
However, if we limit ourselves to only the aforementioned 

two cases, it is difficult to specifically determine how much of 
an overall contribution IS activities make to the growth of core 
businesses. Instead, what we should look at is whether or not 
changes arise in the roles expected of IS activities, which 
although they are not core competencies themselves, are one of 
the functions necessary for business. 

For example, at Tokuyama, there is an understanding 
(revealed in interviewing with Mr. M, the Planning Group 
Leader) that "In the current situation, where TJS is not involved 
in external sales business, there is room to reconsider the 
advantages of insourcing, in order to ensure the close 
communication necessary for speedy system development and 
business restructuring using IT." 

In Ube Industries, on the other hand, after the spun off of 
UIS, there has been increasing immobilization of the staff of 
the in-house information systems department, and thus 
development of human resources has become an urgent issue. 
In general, IS activities require not only familiarity with the 
company's own work, ranging from information strategy 
planning, drafting of requests for proposals, proposal 
evaluation, and monitoring of contract conditions; it is also 
required technical knowledge and skills relating to information 
systems. In order to stably manage and control this sort of IS 
activities over the long term; Ube Industries has begun to make 
their efforts to accumulate experience by temporarily assigning 
young employees to UIS. For the future development, they are 
also looking at reverse assignment, where they get human 
resources from UIS. Flexible response to changes in the 
volume of system development projects, and accumulation of 
knowledge and know-how relating to IS activities are 
recognized as being indispensable. Due to the above, we 
present the following proposition. 

 
Proposition 3b. For companies which adopt quasi-outsourcing, 
expanding the role of IS activities as an infrastructure 
supporting core businesses increases the incentive to maintain 
and/or strengthen quasi-outsourcing. 
 

V. FUTURE WORK 
The main contribution of this paper is to propose some 
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propositions related to factors affecting on IS subsidiary 
arrangement based on our original case studies in Japan. 
Despite some meaningful implications, this study has several 
limitations. For instance, on recent phenomena, there are many 
cases that IS activities, assets and personnel which were 
outsourced in the past are insourced again, especially in finance 
and insurance industries in the U.S. In Japan, part of IS 
subsidiaries are changing their work to new managerial issues 
such as internal control and information security and so on. 

Much more analysis, development of specific working 
hypotheses, and verification of those statistical tools using 
survey data are required in near future. Thus, other factors 
assumed to affect IS outsourcing decision, especially for 
management/arrangement of IS subsidiaries also will become 
one of the important issues [68]. For instance, finance-related 
effects of the capital policy (e.g. improvement of short-term 
financial performance through the sale of IS subsidiary stock), 
effects from the institutional environment, such as corporate 
law, acts of protecting personal information, risk management 
[69] [70]. 

Furthermore, strategic alliance relationship is also one 
important part in outsourcing. Historical and qualitative 
analyses of strategic relationship have been undertaken [71]. 
Recently many studies have also focused on the analysis of the 
strategic relationships among the firms [72]–[74]. These 
studies measured the relationship among firms, and proved the 
causal relationship between firm's relation and corporate 
performance [75]–[78]. Relationship analysis between firm's 
relationship and outsourcing will be one of the most important 
issues. 

VI. CONCLUSION 
The aim of this study was to provide a new perspective on IS 

outsourcing research. First, we briefly review some previous 
arguments of IS outsourcing. Second, we introduce case studies 
of the two chemical manufacturing firms in Japan both 
adopting the pattern of quasi-outsourcing. Third, we discuss the 
implications derived from the case studies, and develop some 
important propositions. 

This paper proposes propositions relating to factors affecting 
management/arrangement of IS subsidiaries, based on 
implications derived from case studies of two chemical 
manufacturers in Japan. Especially, we addressed 3 points: 
asset specificity, shift from cost centers to profit centers, and 
contribution of IS activities to firm's core business from the 
viewpoint of TCE and the RBV. 

. 

REFERENCES   
[1] I. McCarthy and A. Anagnostou, “The Impact of Outsourcing on the 

Transaction Costs and Boundaries of Manufacturing,” International 
Journal of Production Economics, vol.88, no.1, pp. 61–71, 2004. 

[2] L. Abdel-Malek, T. Kullpattaranirium, and S. Nanthavanij, “A 
Framework for Comparing Outsourcing Strategies in Multi-layered 
Supply Chains,” International Journal of Production Economics, vol.97, 
no.3, pp. 318–328, 2005. 

[3] K. Gilley, J. McGee, and A. Rasheed, “Perceived Environmental 
Dynamism and Managerial Risk Aversion as Antecedents of 
Manufacturing Outsourcing: the Moderating Effects of Firm Maturity,” 
Journal of Small Business Management, vol.42, no.2, pp. 117–133, 2004. 

[4] D. Marshall, R. McIvor, and R. Lamming, “Influences and Outcomes of 
Outsourcing: Insights from the Telecommunications Industry,” Journal of 
Purchasing and Supply Management, vol.13, no.4, pp. 245–260, 2007. 

[5] S. Overby, “ABC: An Introduction to Outsourcing Everything you need 
to know to avoid the pitfalls of outsourcing,” retrieved February 12, 2009, 
http://www.cio.com/article/40380/ABC_An_Introduction_to_Outsourci
ng?page=2. 

[6] L. Loh and N. Venkatraman, “Diffusion of Information Technology 
Outsourcing: Influence Sources and the Kodak Effect,” Information 
Systems Research, vol.3, no.4, pp. 334–358, 1992. 

[7] L. Willcocks, M. Lacity, and S. Cullen, “Information Technology 
Sourcing: Fifteen Years of Learning, April 2006,” retrieved February 12, 
2009, http://is2.lse.ac.uk/WP/PDF/wp144.pdf. 

[8] L. Loh and N. Venkatraman, “Determinants of Information Technology 
Outsourcing: A Cross-Sectional Analysis,” Journal of Management 
Information Systems, vol.9, no.1, pp. 7–24, 1992. 

[9] J. Lee and Y. Kim, “Information Systems Outsourcing Strategies for 
Affiliated Firms of the Korean Conglomerate Groups,” Journal of 
Strategic Information Systems, vol.6, no.3, pp. 203–229, 1997. 

[10] J. Barthelemy and D. Geyer, “An Empirical Investigation of IT 
Outsourcing versus Quasi-outsourcing in France and Germany,” 
Information & Management, vol.42, no.4, pp. 533–542, 2005. 

[11] T. Negoro and K. Tamura, “Investigation Report: Feature according to 
Types of IT Outsourcing (Japanese Edition),” Research Institute of IT & 
Management, Waseda University, 2005. 

[12] K. Ito, “Japanese Spin-offs: Unexpected Survival Strategies,” Strategic 
Management Journal, vol.16, pp. 431–446, 1995. 

[13] S. Matsuno and Y. Taoda, “An Analysis of Factors that Influence the 
Arrangement of IS Subsidiary (Japanese Edition),” Transactions of the 
Japan Society Production Management, vol.14, no.1, pp. 55–60, 2007. 

[14] R. Coase, “The Nature of the Firm,” Economica, vol.4, no.16, pp. 
386–405, 1937. 

[15] O. Williamson, Markets and Hierarchy: Analysis and Antitrust 
Implications, Free Press, 1975. 

[16] O. Williamson, “Transaction Cost Economics: The Governance of 
Contractual Relations,” Journal of Law and Economics, vol.22, no.2, pp. 
233–261, 1979. 

[17] O. Williamson, The Economic Institutions of Capitalism: Firms, Markets, 
Relational Contracting, Free Press, 1985. 

[18] O. Williamson, “Transaction Cost Economics,” in R. Schmalensee and R. 
Willig (Eds.), Handbook of Industrial Organization, Elsevier, 1989. 

[19] O. Williamson, “Comparative Economic Organization: The Analysis of 
Discrete Structural Alternatives,” Administrative Science Quarterly,” 
vol.36, no.2, pp. 269–296, 1991. 

[20] O. Williamson, “Transaction Cost Economics and Organization Theory,” 
in N. Smelser and R. Swedberg (Eds.), The Handbook of Economic 
Sociology, Princeton University Press, 1994. 

[21] C. Pitelis, “Transaction Costs and the Historical Evolution of the 
Capitalist Firm,” Journal of Economic Issues, vol.32, no.4, pp. 999–1111, 
1998. 

[22] E. Penrose, The Theory of the Growth of the Firm, Basil Blackwell, 1959. 
[23] B. Wernerfelt, “A Resource-based View of the Firm,” Strategic 

Management Journal, vol.5, no.2, pp. 171–180, 1984. 
[24] J. Barney, “Firm Resources and Sustained Competitive Advantage,” 

Journal of Management, vol.17, no.1, pp. 99–120, 1991. 
[25] M. Peteraf, “The Cornerstones of Competitive Advantage: A 

Resource-based View,” Strategic Management Journal vol.14, pp. 
179–191, 1993. 

[26] N. Foss, Towards a Competence Theory of the Firm, Routledge, 1996. 
[27] N. Foss and P. Robertson, Resources, Technology, and Strategy, 

Routledge, 2000. 
[28] C. Prahalad and G. Hamel, “The Core Competence of the Corporation,” 

Harvard Business Review, vol.68, no.3, pp. 79–91, 1990. 
[29] C. Prahalad and G. Hamel, Competing for the Future, Harvard Business 

School Press, 1994. 
[30] L. Willcocks and M. Lacity, “Information Systems Outsourcing in Theory 

and Practice,” Journal of Information Technology, vol.10, no.4, pp. 
203–207, 1995. 

INTERNATIONAL JOURNAL OF EDUCATION AND INFORMATION TECHNOLOGIES 
Issue 2, Volume 3, 2009

112



 

 

[31] A. Bharadwaj, “A Resource-based Perspective on Information 
Technology Capability and Firm Performance: An Empirical 
Investigation,” MIS Quarterly, vol.24, no.1, pp. 169–196, 2000. 

[32] B. Aubert, S. Rivard, and M. Patry, “A Transaction Cost Model of IT 
Outsourcing,” Information & management, vol.41, no.7, pp. 921–932, 
2004. 

[33] J. Combs and D. Ketchen, “Explaining Inter-firm Cooperation and 
Performance: Toward a Reconciliation of Predictions from the 
Resource-based View and Organizational Economics,” Strategic 
Management Journal, vol. 20, pp. 867–888, 1999. 

[34] B. Aubert, S. Rivard, M. Patry, “A Transaction Cost Approach to 
Outsourcing Behavior: Some Empirical Evidence,” Information & 
Management, vol.30, no.2, pp. 51–64, 1996. 

[35] B. Aubert, S. Rivard, and M. Party, “Development of Measures to Assess 
Dimensions of IS Operation Transactions,” Omega, vol.24, no.6, pp. 
661–680, 1996. 

[36] M. Lacity and R. Hirschheim, “The Information Systems Outsourcing 
Bandwagon,” Sloan Management Review, vol.35, no.1, pp. 73–86, 1993. 

[37] M. Lacity and R. Hirschheim, Beyond the Information Systems 
Outsourcing Bandwagon: The Insourcing Response, Wiley, 1995. 

[38] M. Lacity, L. Willcocks, and D. Feeny, “IT Outsourcing: Maximize 
Flexibility and Control,” Harvard Business Review, vol.73, no.3, pp. 
84–93, 1995. 

[39] D. Feeny and L. Willcocks, “Core IT Capabilities for Exploiting 
Information Technology,” Sloan Management Review, vol.39, no.3, pp. 
9–21, 1998. 

[40] K.Nam, S. Rajagopalan, H. Rao, and A. Chaudhury, “A Two Level 
Investigation of Information Systems Outsourcing,” Communications of 
the ACM, vol.39, no.7, pp. 36–44, 1996. 

[41] O. Ngwenyama an N. Bryson, “Making the Information Systems 
Outsourcing Decision: A Transaction Cost Approach to Analyzing 
Outsourcing Decision Problems,” European Journal of Operational 
Research, vol.115, no.2, pp. 351–367, 1999. 

[42] C. Insinga and J. Werle, “Linking Outsourcing to Business Strategy,” The 
Academy of Management Executive, vol.14, no.4, pp. 58–70, 2000. 

[43] V. Roy and B. Aubert, A Resource-based Analysis of Outsourcing: 
Evidence from Case Studies, CIRANO, 2001. 

[44] J. Teng, M. Cheon, and V. Grover, “Decisions to Outsourcing 
Information Systems Functions: Testing a Strategy-theoretic Discrepancy 
Model,” Decision Sciences, vol.26, no.1, pp. 75–105, 1995. 

[45] I. Dierickx and K. Cool, “Asset Stock Accumulation and Sustainability of 
Competitive Advantage,” Management Science, vol.35, no.12, pp. 
1504–1514, 1989. 

[46] M. Wade and J. Hulland, “The Resource-based View and Information 
Systems Research: Review, Extension, and Suggestions for Future 
Research,” MIS Quarterly, vol.28, no.1, pp. 107–142, 2004. 

[47] T. Ravichandran and C. Lertwongsatien, “Effect of Information Systems 
Resources and Capabilities on Firm Performance: A Resource-based 
Perspective,” Journal of Management Information Systems, vol.21, no.4, 
pp. 237–276, 2005. 

[48] S. Rivard, L. Raymond, and D. Verreault, “Resource-based View and 
Competitive Strategy: An Integrated Model of the Contribution of 
Information Technology to Firm Performance,” Journal of Strategic 
Information Systems, vol.15, pp. 29–50, 2006. 

[49] F. Mata, W. Fuerst, and J. Barney, “Information Technology and 
Sustained Competitive Advantage: A Resource-based Analysis,” MIS 
Quarterly, vol.19, no.4, pp. 487–505 1995. 

[50] T. Holcomb and M. Hitt, “Toward a Model of Strategic Outsourcing,” 
Journal of Operations Management, vol. 25, Issue 2, pp. 464–481, 2007. 

[51] O. Williamson, “Strategy Research: Governance and Competence 
Perspectives,” Strategic Management Journal, vol. 20, pp. 1087–1108, 
1999. 

[52] L. Poppo and T. Zenger, “Testing Alternative Theories of the Firm: 
Transaction Cost, Knowledge-based and Measurement Explanations of 
Make-or-buy Decisions in Information Services,” Strategic Management 
Journal, vol.19, no.9, pp. 853–877, 1998. 

[53] J. Combs and D. Ketchen, “Explaining Inter-firm Cooperation and 
Performance: Toward a Reconciliation of Predictions from the 
Resource-based view and Organizational Economics,” Strategic 
Management Journal, vol.20, pp. 867–888, 1999. 

[54] A. Madhok, “Reassessing the Fundamentals and Beyond: Ronald Coase, 
the Transaction Cost and Resource-based theories of the firm and 

Institutional Structure of Production,” Strategic Management Journal, 
vol.23, pp. 535–550, 2002. 

[55] M. Jacobides and S. Winter, “The Co-evolution of Capabilities and 
Transaction Costs: Explaining the Institutional Structure of Production,” 
Strategic Management Journal, vol.26, pp. 395–413, 2005. 

[56] L. Ellram, W. Tate, and C. Billington, “Offshore Outsourcing of 
Professional Services: A Transaction Cost Economics Perspective,” 
Journal of Operations Management, vol.26, no.2, pp. 148–163, 2008. 

[57] S. Vivek, D. Banwet, and R. Shankar, “Analysis of Interactions among 
core, transaction and relationship-specific investments,” Journal of 
Operations Management, vol.26, no.2, pp. 180–197, 2008. 

[58] Japan Information Processing Development Corporation, Investigation 
Research Report on Trend of Computerization in enterprise in 2005 
(Japanese Edition), JIPDEC, 2006. 

[59] Japan Users Association of Information Systems, Survey on state of user's 
behaviour about IT in 2006 (Japanese Edition), JUSIS, 2006. 

[60] S. Hamaya, “Outsourcing for Sustainable Competitive Advantage: 
Information Systems (Japanese Edition),” FRI Research Report, no.221, 
2005. 

[61] K. Eisenhardt, “Building Theories from Case Study Research,” The 
Academy of Management Review, vol.14, pp. 532–550, 1989. 

[62] M. Miles and A. Huberman, Qualitative Data Analysis: An Expanded 
Source Book (2nd Ed.), Sage Publications, 1994. 

[63] S. Matsuno and S. Tokinaga, “A Study of the Diversification of IS 
Outsourcing by Development of IS Subsidiary (Japanese Edition),” 
Journal of Information and Management, vol.28, no.1, pp.77–84, 2007. 

[64] S. Matsuno, Y. Uchida, S. Tagawa, and T. Ito, “IS Outsourcing as 
Dynamic Phenomena: Case Studies of Quasi-outsourcing in Japan,” 
Proceedings of the 3rd WSEAS International Conference on Computer 
Engineering and Applications, Recent Advances in Computer 
Engineering, pp. 50–55, January 10–12, 2009, Ningbo, China. 

[65] S. Matsuno, T. Ito, and Z. Xia, “An Empirical Investigation of the 
Determinants of IS Outsourcing in Japan,” Proceedings of the 14th 
International Symposium on AROB'09, pp. 646–649, February 5–7, 2009, 
Oita, Japan. 

[66] R. Yin, Case Study Research: Design and Methods, Sage Publications, 
1984. 

[67] R. Stake, The Art of Case Research, Sage Publications, 1995. 
[68] L. Lin, H. Lee, and S. Lee, “Decision Support System for Selecting 

Outsourcing Company of Information System Using Fuzzy Logic,” 
WSEAS TRANSACTIONS on BUSINESS and ECONOMICS, Issue 4, 
vol.3, pp. 226–231, 2006. 

[69] N. Arshad, Y. May-Lin, and A. Mohamed, “ICT Outsourcing: Inherent 
Risks, Issues and Challenges,” WSEAS TRANSACTIONS on BUSINESS 
and ECONOMICS, Issue 8, vol.4, pp. 117–125, 2007. 

[70] S. Aris, N. Arshad, and A. Mohamed, “Conceptual Framework on Risk 
Management in IT Outsourcing Projects,” WSEAS TRANSACTIONS on 
INFORMATION SCIENCE & APPLICATIONS, Issue 4, vol.5, pp. 
816–831, 2008. 

[71] J. Lincoln and M. Gerlach, Japan's Network Economy: Structure, 
Persistence, and Change, Cambridge University Press, 2004. 

[72] T. Ito, Network Organization and Information (Japanese Edition), Hakuto 
Shobo, 2002. 

[73] N. Wakabayashi, “Social Network and the Trust of Continuous 
Cooperation within Firms (Japanese Edition),” Shakaigaku Nenpo, Vol. 
32, pp. 71–92, 2003. 

[74] D. Brass and M. Burkhardt, “Centrality and Power in Organizations,” in N. 
Nitin and G. Robert (Eds.) Networks and Organizations, pp. 191–215, 
Harvard Business School Press, 1992. 

[75] T. Ito, “Quantitative Analysis of a Firm's Relationship in the Keiretsu of 
Toyota Group,” Proceedings of the 2004 Information Resources 
Management Association, Innovations Through Information Technology, 
pp. 1078–1079, May 23–26, 2004, New Orleans, USA. 

[76] T. Ito and M. Sakamoto, “Importance Analysis of  firm in the Keiretsu of 
Toyota,” Proceedings of the 2005 Information Resources Management 
Association, Managing Modern Organizations with Information 
Technology, pp. 930–933, May 15–18, 2005, San Diego, USA. 

[77] T. Ito, K. Passerini, and M. Sakamoto, “Structure Analysis of Keiretsu of 
Toyota,” in G. Putnik and M. Cunha (Eds.), Encyclopedia of Networked 
and Virtual Organizations, pp. 1542–1548, Idea Group Publishing, 2008. 

[78] S. Fukuoka, T. Ito, K. Passerini, and M. Sakamoto, “An Analysis between 
Transaction and Cross Shareholdings in the Keiretsu of Nissan,” 
Proceedings of the 6th International Business Information Management 

INTERNATIONAL JOURNAL OF EDUCATION AND INFORMATION TECHNOLOGIES 
Issue 2, Volume 3, 2009

113



 

 

Association, Managing Information in Digital Economy, pp. 163–169, 
June 19–21, 2006, Bonn, Germany. 

 
 
 
Seigo Matsuno is an associate professor in the Department of Business 
Administration at Ube National College of Technology, Japan. He received his 
PhD degree in Economics from Kyushu University, Japan in 2004. His current 
research interests are in the areas of information systems (IS) outsourcing, IT 
management and strategy, and business-to-business e-commerce. He has 
published several research papers and books in that area. His articles have 
appeared in journals such as Trans. of the Japan Society for Production 
Management and proceedings of major conferences such as WSEAS and 
AROB. 
 
 
Takao Ito is a professor of the Department of Business Administration at Ube 
National College of Technology, Japan.  He is serving concurrently as professor 
of Harbin Institute of Technology (HIT) in Weihai, China. He received his 
Doctor degree of Economics from Kyoto University and PhD degree of 
Engineering from Miyazaki University, Japan. His current research interests 
include automaton theory, quantitative analysis of supply chain relationships 
using graph theory, theoretical analysis of the relationship between IT and 
corporate strategy, and engineering analysis of organizational structures using 
complex system theory. He was one of the winners of the Best Paper Award in 
the International Symposium on Artificial Life and Robotics (AROB) in 
January 2006. He has published in several refereed journals and proceedings, 
particularly in the area of corporate management, IT strategy, and computer 
science. Dr. Ito is a member of the international advisory board of Scientific 
Journals International and the editorial review board of International Journal 
of Business Data Communications and Networking, International Journal of 
Data Mining, Modeling and Management, and International Journal of 
Information and Communication Technologies for the Advanced Enterprise. 
He sits in the International Program Committee of Artificial Life and Robotics 
(AROB). And he also is a member of the Board of Directors of Asian Symbiosis 
Association, Japan. 
 
 
Yasuo Uchida is a professor in the Department of Business Administration at 
Ube National College of Technology, Japan. His current research interests are 
in the areas of administration simulation game and e-Learning system. He has 
published several research papers and books in that area. His articles have 
appeared in journals such as WSEAS TRANSACTIONS on COMPUTERS and 
proceedings of major conferences such as ISAGA and AROB. 
 
 
Shin-ya Tagawa is an associate professor in the Department of Business 
Administration at Ube National College of Technology, Japan. He received his 
MA degree in Economics from Kyushu University, Japan in 2002. His current 
research interests are in the areas of theory of property right, "substance over 
form", and accounting recognition on executorial contract. He has published 
several research papers and books in that area. 
 
 
 

INTERNATIONAL JOURNAL OF EDUCATION AND INFORMATION TECHNOLOGIES 
Issue 2, Volume 3, 2009

114




