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CHAPTER THREE: DEVELOPMENT OF THE BUSINESS-IT FIT 
FREAMWROK 

 

3.1 Research Model 

The literature review of the structural contingency’s prospect tells us that the context 
and structure must somehow fit together if the organization is to perform well (Drazin 
and Van de Ven 1985). Here, we use this viewpoint (i.e. fit concept) as the basic 
foundation for our research model shown in Figure 3-1. The research model illustrates 
the two main constructs of our study: business environment and IT environment. 
Consistent with structural contingency theory and the definition of fit, as described 
earlier, we define the business environment, IT environment, the fit between the two, 
and the effect of fit on performance as follows. 
 

External 
 Environment Uncertainty 

 

Figure 3-1. Research framework for the development of business IT fit 
 

In our study, we determined that “fit as moderation” in Venkatraman’s taxonomy 
(1989) is the best conceptualization of fit. In this conceptualization “the impact that a 
predictor variable has on a criterion variable is dependent on the level of a third 
variable, termed here as the moderator. The fit between the predictor and the 
moderator is the primary determinant of the criterion variable (Venkatraman 1989, p. 
424).” To put the conceptualization more concretely, the predictor variable is IT 
environment, the moderator variable is business environment, and the performance is 
the criterion variable. This conceptualization is also similar to the “interaction” 
approach suggested by Drazin and Van de Ven (1985). 
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3.2 Content Analysis of Technology, Uncertainty and Benefits 

In reviewing the related literature in the past decades, several measurements are 
discovered to be most related with our framework. Table 3-1 summarizes these 
measurements in detail. Three main groups seem to be helpful in attempting to sketch 
out each factor. 
 To begin with, the type of EP is quite intuitional which depends on what kind of 
technologies being used, such as simple or advanced web browser systems, EDI/EOI 
systems, and RosettaNet systems. Here we have two brief categories: low-integrated 
EP and high-integrated EP. 
 Then, external and internal uncertainties used to assess business environment are 
measured with multiple items. We use product customization, demand dynamics and 
supply dynamics to capture the external environment uncertainty identified by 
researchers in organizational theory (Duncan 1972). In terms of partner uncertainty, 
Bensaou and Venkatraman (1995) identified three variables to capture the transaction 
risks—the focal firm’s asset specificity, partner’s asset specificity, and mutual trust. 
These three variables capture the transaction risks that create the uncertainty in the 
relationship, which was used by Premkumar et al. (2005) latter. We use a similar 
conceptualization in our work but combine the former two as Reciprocal investment. 
And based on previous literature (Bensaou and Venkatraman 1995, Choudhury 1997, 
Subramaniam and Shaw 2002, 2004; Premkumar et al. 2005), we find that 
procurement process is highly related to underlying products. Therefore, both product 
and process characteristics are considered on behalf of process uncertainty. Lastly, to 
synthesize the critical skills and know-how required from previous researches (Lee et 
al. 1995, Mata et al. 1995, Yu et al. 2003); we propose two major factors in terms of 
technical IT skills, managerial IT skills.  
 Finally, the performance impact of IT usage can be measured from several 
different perspectives. Mukhopadhyay and Kekre (2002) proposed a two-stage model 
of benefits in which IT are viewed as creating direct, first-order benefits, which in 
turn generate indirect, second-order benefits. According to Mukhopadhyay and Kekre 
(2002), the direct benefits are of two types: (a) direct strategic benefits typically in 
terms of sales gains, and (b) direct operational benefits typically in terms of 
process-based operational measures, such as the improvement of order-processing 
cycle and timeliness of payments. The second-order benefits influenced by 
operational and strategic benefits created by IT and accrue over an extended period of 
time. However, to discuss the two-stage benefits as a whole is beyond the scope of a 
brief paper. We have concentrated on the first-order benefit and paid scant attention to 
the second-order benefits.  
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Table 3-1. Item measures for business IT fit framework 
IT Factors Measurements Author(s) 

Type of EP Types of EP used Massetti and Zmud (1996) Chen et al. (2004) 

Premkumar et al. (2005) 

External Factors Measurements Item 

Product customization Bensaou and Venkatraman (1995), Premkumar 

et al. (2005) 

Dynamics of demand Premkumar et al. (2005) 

Environment Uncertainty 

Dynamics of supply Premkumar et al. (2005) 

Reciprocal investment Bensaou and Venkatraman (1995), Premkumar 

et al. (2005) 

Partner Uncertainty 

Trust Bensaou and Venkatraman (1995), Premkumar 

et al. (2005) 

Internal Factors Measurements Author(s) 

Dynamics of process Subramaniam and Shaw (2002, 2004) 

Dynamics of product Subramaniam and Shaw (2002, 2004), 

Premkumar et al. (2005) 

Process Uncertainty 

Complexity of product Bensaou and Venkatraman (1995), Choudhury 

(1997), Premkumar et al. (2005) 

Technical IT skills Lee et al. (1995), Mata et al. (1995), Yu et al. 

(2003) 

Know-how/Knowledge 

Managerial IT skill Lee et al. (1995), Mata et al. (1995), Yu et al. 

(2003) 

Performance Factors Measures of Performance Author(s) 

Strategic benefits Mukhopadhyay and Kekre (2002) Performance of EP 

Operational benefits Mukhopadhyay and Kekre (2002) 
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3.2 External Uncertainty vs. IT Environment 

3.2.1 Environment uncertainty 

In the procurement context, the changes in demand and supply are the major 
environment uncertainty that influences firm’s information need (Premkumar et al. 
2005). When the uncertainties are high, firm needs to communicate the frequent 
changes of demand with their suppliers. Similarly, fluctuation in the supply end, such 
as availability of supplies as well as quality and prices issues, also increases the 
requirement of timely information communication. Under such conditions, EP that 
provides near-real-time structure information to trading partners is preferred 
(Premkumar et al. 2005).  

On the other hand, product customization is another resource of such uncertainty 
(Bensaou and Venkatraman 1995). The level of customization varies from a standard 
product with a low uncertainty to a specific product with a high uncertainty. And a 
specific product with a high uncertainty means greater transaction costs of all the 
information processing necessary to coordinate between firms and suppliers that 
perform the procurement process. The arrangement of high-integrated EP system, 
however, reduces coordination costs over those incurred in a market by eliminating 
the firm’s effort to gather and analyze a great deal of information about different 
trading partners. Therefore, under high environment uncertainty, we expect that firms 
with tight integration between their trading partners would reduce more coordination 
costs and achieve better performance, as proposed below: 
 
Proposition 1: EP usage in the form of highly-integrated system can lead to greater 
performance under higher environment uncertainty. 
 

3.2.2 Partnership uncertainty 

According to Son et al. (2005), firms and suppliers are more certain about their 
partnership when they have made reciprocal investments to safeguard the investments 
in transaction specific assets. Under such situation, the reciprocal investments provide 
a strong signal to the other party about their desire for long-term relationships 
(Premkumar et al. 2005), and consequently encourage the EP use. In line with 
reciprocal investments, low partnership uncertainty means high trust between firms 
and partners (Prekumar et al. 2005). As firms have confidence that the behavior of 
their suppliers conforms to their own expectation, we can expect that the perception of 
risk associated with partners’ opportunistic behavior can be highly reduced, and 
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therefore encourages grater information sharing between both.  
Since both reciprocal investments and trust can promote good relationship, we 

can derive that, the coordination costs that take into account the costs of gathering 
information, negotiating contracts, and protecting against the risks of opportunistic 
bargaining are relatively high in an uncertain partnerships. The previous discussion 
points out the coordination costs can be highly reduced in the arrangement of 
high-integrated EP system, thereby we proposing: 
 
Proposition 2: EP usage in the form of highly-integrated system can lead to greater 
performance under higher partnership uncertainty. 
 

3.3 Internal Uncertainty vs. IT Environment 

3.3.1 Process uncertainty 

According to Subramaniam and Shaw (2002, 2004), there are following types of 
procurement on the two ends of a continuum. On the one hand, there is structure 
procurement which processes are highly automated and product specifications do not 
change frequently with newest technology innovations. On the other hand, there is 
unstructured procurement which processes are manually initiated and the technical or 
design requirement for the products are fail to predict accurately. The needs of EP 
systems vary in each procurement type (Subramaniam and Shaw 2004), and some 
researchers state that firms need to exchange information more frequently with its 
trading partners in the unstructured procurement when the processes are more 
uncertain (Premkumar et al. 2005). Meanwhile, process and product complexities also 
contribute to the type and amount of information to be shared between trading 
partners. Through the use of EP, trading partners can access the relevant information 
timely and avoid the requirement for additional efforts to process the transaction 
successfully.  

In the circumstance of unstructured procurement, trading partners need to deal 
with several different sources of information to process procurement activities 
successfully. Therefore, a more flexible EP system which provides qualified and 
integrated information is preferred, which leads to the following proposition: 
 
Proposition 3: EP usage in the form of highly-integrated system can lead to greater 
performance under higher process uncertainty. 
 
 

 14



 

3.3.2 Know-how/Knowledge 

Firms differ in the key skills and know-how and these differences, when they are 
economically interesting, have persisting effects on relative performance (Kogut and 
Zander 1992). The theory of diffusion of innovation helps account for this statement. 
To borrow Rogers’s perspective (1995), (1) organizations delay adoption of complex 
technologies until they obtain sufficient know-how to implement the computer 
innovation successfully, and (2) a lack of technical knowledge often is a barrier to 
implementation. Industry survey supports this finding as well (Chen et al. 2004). 
From these viewpoints, we can expect that, firms with greater knowledge uncertainty 
may retard the EP usage because they don’t have sufficient skill and know-how to 
support the use.  

Most of us would accept that technical skills are a necessity for EP usage. In 
contrast to such explicit and codifiable knowledge, managerial IT skills are tacit and 
often developed over longer periods of time through the accumulation of experience 
by trial and error learning (Mata et al. 1995, Yu et al. 2003). When the underlying EP 
system is one of the highly-integrated IT, firm needs to possess managerial IT skills to 
realize the full potential of such kind of EP (Mata et al. 1995). In the contrary, when 
firms without sufficient skill and know-how, low-integrated systems are preferred. 
Hence, we put forward the following proposition: 
 
Proposition 4: EP usage in the form of low-integrated system can lead to greater 
performance under lower knowledge skills. 
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