
 

CHAPTER TWO: LITERATURE REVIEW 

To study the alignment between EP and corporate business environment, we first need 
to have a basic understanding of EP use. Then we turn to realize what kind of 
uncertainties and risk will create with the EP use and affect the EP performance. At 
last we review the fit concept to handle these uncertainties. 
 

2.1 Use of Electronic Procurement Systems 

EP can be viewed as an Inter-organizational Information System (IOIS) allowing 
two or more organizations to exchange information in an automated and electronic 
form (Cash and Konsynski 1985, Choudhury 1997). Plenty instances of procurement 
systems can be found in practice. Some EPs are implemented as a form of application 
to application (AP-to-AP) connection, some use EC Turnkey, and others are 
web-based procurement systems. According to Choudhury’s typology (1997), 
application to application (i.e. AP-to-AP) connection and EC Turnkey are the 
examples of electronic dyads, where a buyer (seller) establishes individual logical 
links with each of a selected number of sellers (buyers) for a product. Web-based 
procurement system, on the other hand, is the example of multilateral IOISs, which, 
allows a firm to communicate with a large, potentially unlimited, number of trading 
partners over a single logical inter-organizational link. The former type can be viewed 
as high integrated IT, while the latter type can be viewed as low integrated IT. 

Specifically, the idea of AP-to-AP connection is to use XML based technology, 
such as RosettaNet process standard. The concept of EC turnkey is that suppliers 
install turnkey software, like EDI, so that the main buyers can then push their 
purchase orders to the suppliers’ turnkey system (Chen et al. 2004). And the 
web-based procurement system is a buyer’s purchasing portal accessed by suppliers 
via web browsers. The comparison between different EP technologies is shown in 
Figure 2-1. 
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Figure 2-1. The comparison between different EP technologies 
 

These technologies have been reported to have positive impacts on firm 
performance by some authors. For example, Mukhopadhyay and Kekre (2002) 
showed in full detail that how EDI brings strategic and operational benefits for both 
suppliers and buyers. Other studies explored the value of web-based procurement 
systems (Baron et al. 2000, Subramaniam and Shaw 2002). Yet how to get these 
values is still uncertain. It seems unreasonable to suppose that firms who adopted EP 
are homogeneous in terms of the level of technical and management skills, as well as 
the external environment they face. Therefore, we can not simply expect that firms 
can successfully implement EP as long as they have learned about a specific 
technology and found it valuable for their needs. There should be other factors which 
interfere with the impact of EP on firm performance. In the following chapter we shall 
examine this question. 
 

2.2 Studies of IT and Uncertainty  

As Yu et al. (2003) argued, EP could create changes in the way organizations conduct 
business internally and externally and can bring many dynamic changes both outside 
and inside the organization. This creates a high level of turbulence and, as a result 
huge uncertainty to involved parties.  

Bensaou and Venkatraman (1995) provided a starting-point to recognize 
uncertainty as a key explanatory of organizational characteristics from the following 
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theoretical perspectives: (1) transaction cost economics (TCE), where uncertainty has 
been treated as one of the underlying determinants of high transaction costs; (2) 
organization theory, where uncertainty has been viewed as a dominant contingency; (3) 
political economy, where uncertainty is important for the study of social systems. In 
particular, TCE identifies asset specificity, transaction frequency, and supply 
uncertainty as the principal dimensions on which we can study the differences in 
transaction costs of procurement (Williamson 1985, 1996; Subramaniam and Shaw 
2004). 

Further, Yu et al. (2003) considered resource-based perspective (RBP) and 
dynamic capabilities approach (DCA) to identify why organizations differ in their 
abilities to assimilate EP applications. The RBP tries to link the explanation of 
competitive advantage to characteristics of the resource (Foss 1997). The DCA 
attempts to analyze the resources and methods for organizations to create and capture 
wealth under rapid technological change (Teece et al. 1997). Together, Yu et al. (2003) 
argued that these perspectives explained that an organization’s behavior was not 
always rational in the economic sense; instead, behavior greatly depended on 
capabilities and resources inside the organization. To sum up, we summarize four 
major types of uncertainty that could affect EP performance in the following 
paragraphs. 

Environment uncertainty is the most obviously and wildly discussed one in the 
literature. It stems from the complexity of the environment and dynamism, or the 
frequency of changes to various environmental variables (Duncan 1972, Premkumar 
et al. 2005). Thus, Firms competing in an environment that existing higher uncertainty 
should need more reliable and timely information when they conduct purchasing 
decision, and therefore, challenge the performance of EP. 

The second uncertainty is about partnership. Given the interorganizational nature 
of the EP, partner’s behavior in the future is highly uncertain to firms (Bensaou and 
Venkatraman 1995). IOIS research describes partnership uncertainty in terms of two 
types of transaction risk—operations risk and opportunism risk (Clemons and Row 
1992).Usually, firms develop long-term relationships with a few suppliers and make 
relationship-specific investments to minimize these transaction risks (Premkumar et al. 
2005). Thus, lower partnership uncertainty encourages greater information sharing 
between two firms, and therefore provides a closer collaboration for EP usage. 

Process characteristics are categorized as the third uncertainty to EP performance. 
In their recent research on the value of EP, Subramaniam and Shaw (2004) referred to 
the fact that not all transaction processes are similar in terms of their search 
requirements, processing time and efforts, and errors, and so do their needs to EP. We 
may, therefore, reasonably expect the characteristics of the B2B process to greatly 
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influence the realization of EP benefits.  
The last factor we want to emphasize is organizational knowledge. According to 

Grant (1996), knowledge resides in specialized form among individual organizational 
members and the essence of organizational capability is the integration of individuals’ 
specialized knowledge. An organization is typically constrained by its knowledge 
base (Yu et al. 2003). A close survey on supply chain integration made by Chen et al. 
(2004) revealed that the technology ability and application level of SMEs would 
highly constrain the degree of system automation. Thereby, a firm’s knowledge to EP 
is a key factor to EP performance.  
 

2.3 The Fit Concept 

From the viewpoint of structural contingency theory, many scholars share in common 
an underlying premise that context and structure must somehow fit together if the 
organization is to perform well (Drazin and Van de Ven 1985). Despite intuitive 
notion from a theoretical perspective, fit is an elusive concept for empirical research 
(Drazin and Van de Ven 1985, Venkatraman 1989, Premkumar et al. 2005). Drazin 
and Van de Ven (1985) identified three distinct approaches which correspond to 
different definitions of fit in the contingency research: fit as congruence, fit as 
interaction, and fit as internal consistency. Venkatraman (1989) extended these ideas 
to identify six unique perspectives on fit in the strategy research: fit as moderation, fit 
as mediation, fit as matching, fit as gestalts, fit as profile deviation, and fit as 
covariation. Umanath (2003) showed that Venkatraman’s work was applicable in 
other disciplines as well. He identified three broad categories of fit in the context of IS 
research: fit as congruence, fit as contingency, and fit as holistic configurations. There 
is a high level of correspondence between Umanath’s and Venkatraman’s 
classification of fit (Premkumar et al. 2005). 

The notion of fit in IS research has been an object of study for a long time. Over 
the past few decades a considerable number of studies have been made by using the 
task-technology fit (TTF) theory. These researches fall into two basic categories: the 
group level and the individual level of performance. In the group level, Zigurs and 
Buckland (1998) proposed TTF theory in the context of effective group support 
system (GSS) use and found empirical support for this theory. Dennis et al. (2001) 
developed the idea a little further. They extended TTF to Fit-Appropriation Model 
(FAM) for interpreting GSS effects on performance. In the individual level, Goodhue 
(1995) proposed that higher task-technology fit would result in better user 
performance and that users could successfully evaluate TTF. Subsequently, Goodhue 
and Thompson (1995) had empirically shown that TTF had a direct impact on 
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individual performance.  
However, the two TTF approaches discussed above are not appropriate here. 

They leave the research problem under study untouched. Zigurs’s TTF is focused on 
the GSS domain, uses the notion of fit to propose ideal profiles, and ties the 
task-technology relationship to a criterion variable, group performance. Goodhue’s 
TTF is focused on use performance and user evaluation of IT and does not use 
structural contingency theory of fit as its basis (Khazanchi 2005). From these remarks 
one may say that from an organizational context, TTF and task performance has little 
consequence. What is important is the business value (efficiency and/or effectiveness) 
derived when there is a “good” or “poor” fit between organizational or structural and 
contextual constructs on the one hand and organizational performance on the other 
(Khazanchi 2005). Therefore, there is a need for investigating fit that expands beyond 
the individual and task levels of analysis to organizational level of analysis. For 
example, Gribbins et al. (2004) expanded Goodhue and Thompson’s TTF (1995) to 
process-technology fit for better understanding of the acceptance and use of EP 
systems in organizations. 

In contrast to TTF, other authors use Galbraith’s information processing theory 
(1973) to examine the fit between information processing needs and information 
processing capability. The first IOISs scholars to give much attention on information 
process theory were Bensaou and Venkatraman (1995). Premkumar et al. (2005) 
pursued Bensaou and Venkatraman’ investigation of fit in the interorganizational level 
of analysis and empirically examined its effect on performance. 

Although above studies are important to investigate the relationship of alignment, 
there is no comprehensive framework to consider all important factors together. 
Therefore, we propose that there is a need to consider both internal and external 
business environment when understanding the usage of EP. There are several reasons 
for this proposition: 

First, while TTF scholars focus on internal characteristics, other IOIS scholars 
give much attention to external characteristics and interaction relationship. Both 
views are quite unsatisfactory, given that they only consider one perspective of the 
problems. As EP is an IOIS which creates changes in the way organizations conduct 
business internally and externally and can bring many dynamic changes both outside 
and inside the organization (Yu et al. 2003), its performance should be influenced by 
both internal and external corporate environment.    

Second, more and more scholars believe that the individual and task level of 
analysis are not applicable to EP study (Gribbins et al. 2004; Khazanchi 2005). They 
argue that organizations usually pursue excellence as a whole, rather than simply at 
individual’s task. Besides, EP is a process-based IT solution which can consist of a 
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suite of applications that are integrated to support the processes rather than 
independent tasks (Gribbins et al. 2004). Therefore, it seems reasonable to examine 
process rather than task characteristics. 

Third, to realize the strategic importance of EP, previous research has spent 
plenty effort to exploit barriers and facilitators. However, organizations differ greatly 
in their abilities to utilize the application and translate it into tangible benefit. 
Adopting a technology is one thing, having the capability to use it is another. 
Organization’s own knowledge base would be a key part of business environment, but 
is not well discussed in previous IT alignment studies.  

 
So far, we have summarized three major concepts: the usage of EP systems, the 

uncertainties from business environment, and the need of fit between the two to obtain 
optimal system performance. Because of the insufficiencies of previous works which 
mentioned above, we aim to synthesize the previous research to develop a 
comprehensive framework that evaluates the impact of EP usage on firm performance 
under the consideration of corporate external environment, internal processes, and 
organizational knowledge. The proposed business-IT fit framework will be discussed 
in detail in the next chapter. 
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