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1. Introduction 

Outsourcing is a crucial strategy that companies consider reducing costs and increasing 

competitiveness, productivity, and profitability (Taponen and Kauppi, 2020). It is the business 

strategy of hiring a third party outside a company to create products and perform services that 

were traditionally performed by the company’s staff and employees. Outsourcing is a 

widespread decision and one of the most strategic for companies, which addresses maintaining 

expertise internally and meeting financial objectives (Sundquist, Hulthén and Gadde, 2015; 

Taponen and Kauppi, 2020). 

IT Outsourcing (ITO) has become a common practice for in-house services and the 

development of Information Technology (IT) in the last twenty years. However, IT outsourcing 

(ITO) successful rate was not good enough in the market. Some researchers conducted the 

research on IT outsourcing success and failure rates. The researchers found a failure rate of 

40% in ITO (Delen et al., 2016, 2019; Hodosi and Rusu, 2019), and some commercial 

information indicated 25% - 50% of outsourcing projects failures (Woodyer, 2016; Rouag, 

2018; Dąbrowska, 2020; Luu, 2022).  The several key factors cause failure were insufficient 

scoping and unclear spelled out service level agreement in contract, lack of trust, and cost were 

higher than expected (Devos, Van Landeghem and Deschoolmeester, 2012; Cabral, Quelin and 

Maia, 2014; Jørgensen, 2014). Some factors had positive result for building a successful case 

in ITO, such as communication, partnership, core competencies evaluation, cost saving, 

management support, and contractual management (Gottschalk and Solli-Sæther, 2005; 

Rhodes et al., 2016; Hodosi, 2017; Cha and Kim, 2018; Blijleven et al., 2019; Erdoğan, 2020). 

It was a significant problem in ITO and needed to determine the factors to improve the success 

rates.  

 

1.1 IT Outsourcing Definition, Significant, and Trends 

Definition 

The definition of ITO is company’s information system functions, such as IT assets, resources, 

processes, or services, are handed over to one or more third-party vendors to manage for a 

contractually agreed monetary fee and period (Leimeister, 2010). It is the closest to the actual 

scenario in ITO.  
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Significant 

Companies considered ITO as one of the business strategies that was mentioned in the section 

of introduction. It is an important arrangement for companies to concentrate on core business 

functions and processes to improve their competitive advantages. Many companies treat IT as 

specific expertise and companies can get a professional service from service providers in 

outsourcing (Hodosi, Kaye and Rusu, 2015). Moreover, IT assets and services were one of the 

major costs in companies for operating their business. All these reasons were driving the 

intention of ITO in last two decades. These companies actively seek to outsource their IT 

because they believe that it would be cheaper and get better services (Leimeister, 2010). 

 

Trends 

The IT market in Hong Kong is projected to grow significantlyin the forecast period between 

2021 and 2026 (Fitchsolutions, 2021; Mordorintelligence, 2021; reogma, 2021; Technavio, 

2022). The demand for IT services in Hong Kong was expanding due to the presence and 

expansion of IT outsourcing. Moreover, there was a survey in 2022 for IT outsourcing. 44% of 

CIOs employ outsourcing service providers more often. The IT executives who outsource the 

maintenance of the applications and data centers are 51% and 40%, respectively 

(Mordorintelligence, 2021; morganlewis, 2022). According to survey of IMF in 2021, 95% of 

the responding banks in Hong Kong was developing to outsource technology related processes 

to server providers, and over 100 Authorized Institutions’1 have outsourced their business 

processes to service providers (IMF, 2021). Thus, IT outsourcing will be a more common 

practice in the future. 

 

Note 1: Authorized Institutions are companies that provide banking, asset and wealth 

management, private equity business, and securities services (hkma, 2021). 

 

1.2 Research Background in IT Outsourcing in Financial Service Industry 

Research Problem 

According to the survey of IMF and forecast in market, outsourcing IT will expand in the future, 

but it will remain problematic for the service buyer due to the high failure rates of ITO (Lacity, 
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Willcocks and Rottman, 2008; Amplifyre, 2022). It needs to be improved to sustain the ITO 

for achieving competitive advantages.  

The literature of outsourcing in previous studies have researched different factors that 

influenced ITO and impacted the result of ITO but has no research specific for financial service 

industry in success factors in ITO. Core competencies and agency resources were fundamental 

factors in typical ITO research in previous studies, but partner quality factor has different result 

from their findings. Some researchers had findings that partner quality had positive effected to 

result in ITO (Kim and Chung, 2003; Fjermestad and Saitta, 2005; Rhodes et al., 2016), but 

same factors did not find the relation in the other research (Gottschalk and Solli-Sæther, 2005; 

Delen et al., 2016). Moreover, the technologies were rapidly change in last ten years and IT 

security was becoming more important for different industries, especially it is crucial element 

in FSI. Therefore, IT security risks affected the ITO in FSI under regulatory framework and 

compliance requirements in Hong Kong. It is more uncertainty in ITO in this industry. Those 

issues are important and need to identify for FSI in ITO. 

IT Outsourcing is common in FSI in Hong Kong, especially in banking service. There are 

different IT assets, systems, and infrastructure for supporting their business operations. The 

trend of IT outsourcing remained and was forecasted to increase as a business strategy. There 

were many research studies focusing on identifying critical success factors and intending to 

reduce unsuccessful ITO (Kim and Chung, 2003; Fjermestad and Saitta, 2005; Gonzalez, 

Gasco and Llopis, 2005; Kronawitter et al., 2009; Hodosi et al., 2013; Bianchi and Junior, 2015; 

Shaheen, 2016; Bashir et al., 2020), but the result of ITO was still not good enough. There 

properly has gap between the research and caused the problem cannot be improved effectively. 

For instance, the quality of service provider had no significant impact on ITO success (Rhodes 

et al., 2016; Cha and Kim, 2018; Blijleven et al., 2019; Hodosi and Rusu, 2019), but this factor 

is positive relation in others paper (Grover, Cheon and Teng, 1996; Lee, 2001; Lane and van 

der Vyver, 2005; Wibisono et al., 2019); contractual management had no significant impact on 

ITO success (Qi and Chau, 2012; Moon et al., 2016; Karimi-Alaghehband and Rivard, 2020), 

but is positive in other researches (Hodosi, Kaye and Rusu, 2015; Qi and Chau, 2015; Delen et 

al., 2016; Fehrenbacher and Wiener, 2019; Erdoğan, 2020). The review result motivated this 

research for verifying ITO in Hong Kong.   
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Research Goals 

This research goals to identify the gap of critical success factors for improving the success rate 

of ITO by focusing IT security risks, regulatory policy, and success factors in ITO in FSI in 

Hong Kong. This research designed three research questions (RQ) to address this problem. 

RQ1: To identify success factors impacts in ITO in FSI. 

RQ1 aims to identify the success factors in ITO in FSI and verify the partner quality whether 

significant effect to relationship in ITO. The gap was found in the findings from the previous 

and focus group from author. It is necessary to verify these factors whether important in ITO 

in FSI. 

 

RQ2: To identify IT security risk factor impacts in ITO success. 

RQ2 aims to consider risk factor in ITO. Due to the interdisciplinary nature of the IT 

outsourcing idea, ITO becomes quite difficult to research and to optimize beneficial results. 

However, the previous knowledge is not enough to determine the high failure rate in ITO and 

uncertainty risks are increasing in external environment, such as rapidly change in 

technological environment (cloud computing, artificial intelligence, etc.). The IT security is 

consented importance from among researchers and professionals, but this factor was less 

studied in research area that potentially contributes to ITO risks (Liang et al., 2016; Reyes 

González, 2016; Lacity, Khan and Yan, 2017). 

 

RQ3: To identify regulatory policy factor impacts in ITO success. 

RQ3 aims to explore the regulatory factor whether significant effect to ITO success in FSI. 

There has a lot of regulations and guidelines to ensure the operations of companies in FSI 

compliant with regulation in Hong Kong that protected the asset and wealth of investors and 

customers. The regulatory policies always influence the operations in FSI’s companies, and it 

may be overlooked in the ITO research of other industries. 
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2. Literature Review 

The major ITO literature review in previous studies provide an insight for this research. It is 

well knowledge that ITO has benefits. Scalability, cost savings, accessibility to new 

technologies, improved maintenance and update, concentration on core capabilities, and 

flexibility are the primary advantages (Lee, Chae and Cho, 2013; Hanafizadeh and Zareravasan, 

2020). The ITO papers were organized mainly based on ITO implementation phases, and 

papers of ITO decision were also reviewed in this research. It is because the success means that 

has achieved the objectives of intention in ITO.  

 

2.1 Theoretical Framework 

ITO involved different disciplines in whole outsourcing process. There are multiple theories to 

cover different process in ITO, such as ITO strategy, resource, contract, relationship, and 

monitoring. A systematic review and empirical study summarized the major theories in ITO in 

2005 and 2020, respectively (Gottschalk and Solli-Sæther, 2005; Hanafizadeh and Zareravasan, 

2020). Each theoretical frameworks are briefly described in follow. 

 

2.1.1 Technology, Organization, and Environment (TOE) 

Tornatzky and Fleischer's TOE framework has been presented to describe the innovation 

process in the context of an organization (Tornatzky and Fleischer, 1990). It considers three 

aspects of a business (technology, organization, and environment) that affect the adoption of 

innovation.  

 

2.1.2 Transaction Cost Theory (TCT) 

Transaction Cost Theory (TCT) is a comparative institutional framework for studying 

economic structure where the transaction serves as the fundamental analytical unit (Williamson, 

1985). TCT is the most well-known economic theory and one of the main theories for ITO 

outsourcing choices (Nyrhinen and Dahlberg, 2007). It is multidisciplinary and involves 

trading with complicated goods and services as well as economics, organization theory, laws, 

and regulations. 
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2.1.3 Transaction Cost Economics (TCE) 

Transaction Cost Economics (TCE) is another theoretical framework that is commonly used to 

research ITO. TCE has been recognized as a solid theoretical foundation for studying ITO 

choices since it clearly addresses make-or-buy decisions (Hanafizadeh and Zareravasan, 2020. 

There has findings in previous research that internal and external influences have a significant 

impact on ITO decisions (Barthélemy and Geyer, 2005). 

 

2.1.4 Core Competency Theory (CCT) 

According to the core competences theory, tasks should be handled internally or by service 

providers. Consider outsourcing with service providers for tasks that are not core strengths. If 

they are a defensive measure to preserve a competitive edge, certain non-core operations may 

need to be kept in-house (Gottschalk and Solli-Sæther, 2005). 

 

2.1.5 Partnership and Alliance Theory (PAT) 

Partnership, sometimes known as an alliance, is commonly cited as a key characteristic of IT 

outsourcing. Partnership may lessen the danger of insufficient contractual provisions. If it did 

exist, it often consisted of several intangibles (e.g., trust, communications, etc.) rather than a 

legal agreement. In contrast to outsourcing of operations and IT infrastructure maintenance, 

where service providers required a deeper knowledge of the. (Hancox and Hackney, 2000). 

 

2.1.6 Contractual Theory 

An outsourcing contract offers a legally binding, institutional structure in which each party's 

rights, obligations, and liabilities are outlined together with the objectives, rules, and tactics 

that will guide the agreement. Every outsourcing agreement aims to promote communication 

and thwart opportunism. Appropriate contractual agreements may limit room for opportunism, 

forbid moral risks in a collaborative partnership, and safeguard each party's confidential 

information.  

 

2.1.7 Resource-Based Theory 

The choice to outsource is made based on the client company's capacity to invest in internal 

resources and maintain competitive advantage (Mweru and Maina, 2016). Before looking for 
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resources outside the company, companies should confirm the availability of internal resources 

(Johansson, 2004).  

 

2.1.8 Agency Theory 

This theory is applied when the service buyer outsources to service provider. The aims or 

priorities of the service buyer may vary from those of the service provider, and the service 

buyer finds it difficult to assess the performance of the service provider owing to a lack of 

visibility, are two possible caveats in this outsourcing arrangement (Mathew 2011). Priorities 

between service providers and customers often diverge. Due to the worldwide character of 

contemporary organizations, especially in multilateral contracting, this issue arises very often 

in ITO when one service provider delivers services to numerous ITO service buyers (Hodosi 

and Rusu, 2019). 

 

2.1.9 Expectation-Confirmation Theory (ECT) 

Expectation-Confirmation Theory (ECT) is often used in the literature on consumer behavior 

to research service marketing in general, as well as customer satisfaction and post-purchase 

behavior (such as repurchasing and complaining) (Oliver, 1980). The measurement of ITO 

success is like service buyers repurchase decision. First, service buyer examines the initial 

decision that are reasons (service buyer’s expectation) for conducting ITO, and then examines 

the use of experience (the service was whether confirmed the expectation). Finally, ITO is 

continuous or ex-post reversal of the initial decision (Bhattacherjee, 2001). 

 

2.1.10 Summary of Theoretical Framework 

ITO involved the multidisciplinary in whole process that was discussed in previous section. 

There has no single theoretical framework that can be cover all factors in ITO after reviewed 

the literature review in previous studies. TOE, TCT, and TCE were most popular to use as main 

framework in ITO research studies. This research aims to identify the success factors and 

explore FSI regulations whether significant effect to ITO success. Therefore, Technology, 

Organization, and Environment (TOE) theory is more suitable for analyzing internal and 

external factors in ITO success. TOE will be adopted as base theoretical framework in this 

research. 
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2.2 Factors in IT Outsourcing 

Several theoretical frameworks had been reviewed in section 2.1 and concluded a TOE 

framework was adopted in follow study. Figure-2.1 shows a model that is illustrated attributes 

of TOE theoretical framework.  

Figure-2.1: Research Theoretical Framework 

 

 Source: Hanafizadeh and Zare Ravasan (2018)  

Technological, Organizational and Environmental are three independent variables that affect 

ITO adoption. Follow-up study will examine these independent variables to identify any 

discrepancies in further research. 

 

2.2.1 Technological Context 

The technical context encompasses all the technologies that are pertinent to the company, 

including both those that are presently in use there and others that are marketed but not yet 

used. The adoption process is influenced by an organization's current technologies because 

they place restrictions on the amount and speed of technological change an organization may 

make (Baker, 2012). The technology was rapidly developing in recent ten years, such as smart 

mobile phone, mobile application, and cloud computing. It is facilities company’s operations 

more efficiency but introduced the IT security risks at the same time. The companies conduct 

for ITO because of its significant benefits. However, they need for understanding the risks 

involved (Delen et al., 2019). A risk is the potential for an event that might have negative 

effects on the company. One of the most serious sorts of hazards to ITO is information security. 
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Especially ITO in FSI, the perceived IT security risk is a crucial area and need to identify whether 

affects the success in ITO. Thus, the below hypothesis is made: 

H1: Perceived Information Security Risk significantly affects ITO success in FSI. 

Sharing the expertise and knowledge from service providers is one of all benefits in ITO (Lane 

and van der Vyver, 2005; Wibisono et al., 2019). The quality of server provider mange the 

technology in this rapidly change environment that would be interesting for this research. It is 

because the capabilities of service provider will affect the trustworthiness from service buyer. 

This correlation needs to identify whether affects the success in ITO. The other hypothesis is 

made: 

H2: Quality of server provider has a significantly effect on Trust. 

 

2.2.2 Organizational Context 

The organizational context describes the features and assets of the company. This setting has a 

variety of effects on ITO success and implementation choices (Baker, 2012). The supply of 

services and charges that must be completed within a contractual term between two contracting 

parties are defined by a contract in the context of ITO. The risk of opportunistic conduct, 

uncertainty, and ambiguity between two contractual parties might be eliminated by creating a 

comprehensive contract (Gantman, 2011; Jain Palvia and Palvia, 2017). Contract management 

has also a gap in literature review section. Even if most agreements reached by parties to a 

contract are comprehensive, this is not always the case. Incomplete contracts might lead to 

lawsuit proceedings in addition to implementation challenges (Hanafizadeh and Zare Ravasan, 

2018). Therefore, the following hypothesis is made: 

H3: Contract management significantly affects transaction cost in ITO in FSI. 

 

2.2.3 Environmental Context 

The environmental context involves the industry's structure, the availability or lack of 

technological service providers, and the regulatory landscape (Hanafizadeh and Zareravasan, 

2020). The impact of government regulation on ITO might be positive or negative. The 

supplementary remediation plan is mainly required for those businesses when governments 

place new restrictions on FSI, such as mandating third party risk management. Compliance 
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policy is applied for companies in FSI and need to identify whether affects in ITO. The below 

hypothesis is made: 

H4: Regulatory policy significantly affects transaction cost in ITO in FSI. 

 

2.2.4 Trust 

The degree of confidence a customer has in a service provider is reflected in that service's 

trustworthiness. This can be explained by prior work history or by one of the three trust modes 

listed below: ability, benevolence, and integrity. Ability refers to the service provider's 

competencies and skills. Benevolence refers to the service provider's legal actions that will 

protect the interests of the service buyer. Integrity refers to the service provider's adherence to 

the expected ethical codes and commitment to being honest (Alwahdani, 2019). The below 

hypothesis is made: 

H5: Trust has a significantly affects ITO success in FSI. 

 

2.2.5 Transaction Cost 

In transaction cost theory, contains two fundamental assumptions: bounded rationality and 

opportunism. Bounded rationality refers to the human mind's incapacity to locate or understand 

all the information concerning a transaction; as a result, there is some degree of uncertainty 

while conducting the transaction. Opportunism is more than just defending one's interests or 

maximizing one's worth (Aubert, Rivard and Patry, 2004). The incomplete contracts will 

generate opportunistic behaviour, ambiguity, and hidden cost. For instance, the scope of works 

in ITO had not been clearly spelt out, the extra resources are necessary to fill up the gap. 

Bounded rationality is in this search due uncertainty of contact management and regulatory 

policy. Therefore, the below hypothesis is made: 

H6: Transaction Cost has a significantly affects ITO success in FSI. 

 

2.2.6 Summary of Independent Variables 

The independent variables in the TOE model were identified to build a base of this research. 

There had two independent variables from TOE model that had inconsistent and could not find 

consistent findings to the environment context in the literature reviews. However, two 
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individual’s independent variables: Perceived Information Security Risk and Regulatory policy 

are proposed to add into technological and environmental context in model for this research. It 

is because information security and regulatory are important area in financial service industry 

(IMF, 2021). Therefore, four independent variables: Perceived Information Security Risk, 

Quality of Server Provider, Contract Management, and Regulatory Policy will be adopted to 

investigate in further. Moreover, two intervening variables: Trust and Transaction Cost were 

also identified for this research. Other than the above independent variables, the participant 

demographics will also be considered when analyzing the driving forces behind independent 

variables. Table-2.1 summarized the hypotheses in this research. 

 

Table-2.1: Summary of hypothesis in this research 

# Hypothesis 

H1 Perceived Information Security Risk significantly affects ITO success in FSI. 

H2 Quality of server provider has a significantly effect on Trust. 

H3 Contract management significantly affects transaction cost in ITO in FSI. 

H4 Regulatory policy significantly affects transaction cost in ITO in FSI. 

H5 Trust has a significantly affects ITO success in FSI. 

H6 Transaction Cost has a significantly affects ITO success in FSI. 

Source: Compiled by Author 
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3. Research Methodology 

The research approach and research activities are conducted to address the research questions 

in section 1 in follow. Figure-3.1 shows the flow for this research. 

 

Figure-3.1: Research Flow for this Research 

 

Source: Compiled by Author 
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3.1 Research Method 

The nature of research is categorized two types of research that are qualitive and quantitative 

research (Rutberg and Bouikidis, 2018). The qualitive research is often used for collecting 

descriptive or factual data to answer the research questions (Hammarberg, Kirkman and de 

Lacey, 2016). The quantitative research is used for collecting and analyzing structural data that 

can be represented numerically (Goertzen, 2017).  

 

3.1.1 Qualitative Research 

The qualitive approach is adopted to seek on opinions, views, and preference from participants 

about this research topic (Hammarberg, Kirkman and de Lacey, 2016). The focus group will 

be formed for collecting data. 

 

3.1.2 Quantitative Research 

The quantitative approach is adopted to collect and analyze data that can be measured for 

supporting the hypothesis. The survey method will be used to collect the data and design is 

based on hypothesis. Moreover, the snowball sampling method in this survey is adopted 

because the target population in this research is working for FSI or worked for FSI (Parker, 

Scott and Geddes, 2019). 

 

3.2 Research Model 

The independent variables were defined in the literature review and two intervening variables 

were added for the research model. The hypotheses were made and list in Table-3.1 was based 

on the inconsistent findings and the other beneficial factors for ITO success. Figure-3.2 shows 

the research model that was based on the theoretical framework of TOE and modified to match 

actual FSI situation for this research purpose.  
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Figure-3.2: Research Model 

 

Source: Compiled by Author 

 

4. Research Time Frame 

The research will be breakdown into different tasks in 6 months with the below time frame. 

Table-4.1: Proposed Research Time Frame 

 

Source: Compiled by Author 

 

5. Research Ethic 

An ethic form (Appendix I) the approval of this research was completed and attached in this 

dissertation proposal. Data privacy statement and the collection of purpose will be notified to 

the participants at the start of the focus group and survey. Participants will be given an option 
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to opt out from the focus group or survey anytime. All data collected will be anonymous and 

solely used for this research purpose. The data will be kept in personal computer or laptop that 

is password protected and will be destroyed once the research has passed the examination board. 

 

6. Further Research & Limitation 

This study focuses on the success factors in IT outsourcing of financial service industry in 

Hong Kong and the data collection method is based on the snowball sampling. The 

representation of this sample may be biased to a certain group of population thus cannot reflect 

the whole demographic population in industry. A larger scale of research will be required to 

understand the whole population which will be more appropriate for the industry to understand 

the need and construct any policy. 
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