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ABSTRACT 
 
Information Technology (IT) is a key productive factor in the banking and finance industry (BFI) as almost the 

entire production and delivery of services can in principle be digitized. Driven by cost pressure and new competi-
tors, outsourcing IT together with the relevant business processes is a promising way to focus on core competencies 
and to restructure the corporate value chain. While there is a rich literature on the risks and benefits of IT outsourc-
ing, little is known about the next step of business process outsourcing (BPO) and especially the associated risks. 
Our main hypothesis is that the perceived risks associated with BPO strongly influence managers' intention to out-
source business processes. Based on an empirical survey of BFI managers covering 90% of the cumulated German 
BFI balance sheet, it is shown that perceived risk does indeed have a significant impact on managers' attitudes to-
wards BPO and that these attitudes strongly influence the outsourcing decision. Financial risks turn out to be a major 
risk facet, exerting pressure on banks which decide solely in terms of potential cost savings. In addition, the high 
importance of performance risk requires banks to invest in sophisticated vendor management. 

 
Keywords: banking and finance industry, perceived risk, business process outsourcing 

1 Introduction 
The benefits of IT outsourcing in the banking and finance industry (BFI) seem to be quite well understood from 

both an academic and a practitioner's perspective [Ang and Straub 1998; Baldwin, Irani and Love 2001; Lancellotti, 
Schein, Spang and Stadler 2003; Adeleye, Annasingh and Nunes 2004]. However, we still lack a thorough and em-
pirically validated understanding of the risks of outsourcing, especially concerning business processes. This raises 
questions about the impact of risk facets such as financial, strategic, performance and social risks on outsourcing de-
cisions in firms and ultimately challenges the field to propose sound outsourcing decision support that considers 
benefits and risks in one model.  

As financial processes are almost fully digitizable, the banking and finance industry heavily relies on informa-
tion technology. Accordingly, IT has been a strong driver of developments in the BFI with ATMs being a renowned 
example [Benaroch and Kauffmann 2000]. Powerful information systems have made the processing of large transac-
tion volumes possible (e.g., payments and securities processing), at the same time enabling new E-Commerce prod-
ucts and services like online banking. But despite its long history and the success of many firms, the overall industry 
structure is still surprisingly unchanged and modern network-like structures like supply chains are widely unknown. 
A major reason is that outsourcing as the major pillar of restructuring value chains has long been much more com-
plicated or even impossible due to regulatory constraints in the BFI. Recently, a change in regulation tendencies to-
gether with further advances in IT has provided banks with the opportunity to use outsourcing as a means to reduce 
costs and focus on core competencies. This is expected to enable the industry to move towards value network struc-
tures as has been successfully done in other industries [Homann, Rill and Wimmer 2004].  

While banks have gained some experience in IT outsourcing (ITO) over the past decade, business process out-
sourcing (BPO), i.e., procuring a business process together with the relevant IT from the market, is quite a new chal-
lenge. BPO is widely seen as an opportunity – enabled by advancements in IT – to make business architectures suf-
ficiently flexible and efficient. Accordingly, BPO is considered to be of substantial importance in the banking and 
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finance industry [Kumar and Hillegersberg 2004; Lammers, Löhndorf and Weitzel 2004]. In fact, a survey of Ger-
many's top 500 banks reveals that 9 out of 10 banks plan to focus on core business functions and that the current 
wave of BPO in the BFI is just the beginning of a major trend [Wahrenburg, König, Beimborn, Franke, Gellrich, 
Hackethal, Holzhäuser, Schwarze and Weitzel 2005]. Accordingly, in the survey 80.5% of the banks expect BPO to 
enable cost savings in banks, and 79.4% a focus on core competencies. Nevertheless, few banks have so far out-
sourced any processes, and only 14.2% have selectively outsourced one or two subprocesses. While the benefits of 
BPO to banks are obvious, the role of risk is substantially under-researched.  

This paper aims to bridge this gap by revealing the importance of different risk facets for BPO in the banking 
and finance industry. From a theoretic perspective, a thorough understanding of the risks associated with outsourc-
ing will be a building block towards a more complete understanding of outsourcing. The managerial contribution is 
to pinpoint key risks and develop solutions for both market sides, outsourcing firm as well as vendor.  

Methodologically, a problem is measuring the associated risks and the effectiveness of risk reducing actions. 
While there is usually abundant loss data and financial evaluation for high frequency low impact events (e.g., de-
layed execution of client orders due to high order volume), many low frequency high impact events (e.g., 9/11, 
fraud) and outsourcing specific risks (e.g., anticipated cost savings cannot be achieved, outsourcing vendor service 
quality decreases over time) are largely unaccounted for. A way to evaluate these risks despite the non-availability 
of quantitative data is to use the expert judgment of BFI managers. Supported by studies showing that the actual out-
sourcing decision is strongly influenced by the particular manager in charge of the process (rather than by a mono-
lithic firm) and is thereby an individual rather than a group decision [Barthelemy and Geyer 2001; Kakabadse and 
Kakabadse 2002], it becomes obvious that a manager's individual perception of outsourcing risks and benefits plays 
a major role as an antecedent to corporate outsourcing. We specifically focus our research on the risks of BPO as 
managers perceive them, contrary to any objective risk measure. This is done because, although the BFI is an indus-
try sector which professionally deals with risk as one of its major functions in developed economies [Grill, Perczyn-
ski and Grill 2005], a coherent model to objectively measure the risks inherent in outsourcing has not yet been pub-
lished [Gewald and Hinz 2004]. Therefore, if managers are involved in the decision process towards BPO it is of 
utmost importance how they perceive the risks as no reliable objective measure is currently available. Thus, our re-
search question is: What is the influence of the risks BFI managers associate with business process outsourcing on 
their outsourcing intention? 

In the following, we first review the current literature on business process outsourcing and the reported risks of 
BPO. To analyze a manager's risk perceptions, we then apply Perceived Risk Theory [Bauer 1967] and the Theory 
of Reasoned Action [Ajzen and Fishbein 1980] to develop a structural equation model. The hypotheses of the model 
are explicated and the overall model is tested in the German BFI. For this purpose, a questionnaire was sent to 593 
BFI managers in charge of one of four designated business processes in Germany's 200 largest banks. 218 usable 
questionnaires were returned, resulting in a response rate of 36.8% covering 63% of the targeted banks and 90% of 
the cumulated German BFI balance sheet. The analysis indeed reveals the strong impact of performance, financial, 
strategic and psychosocial risk on the perception of overall risk.  

The four risk facets were derived from Perceived Risk Theory and applied to the outsourcing context by arguing 
with Transaction Cost Economics [Commons 1934; Coase 1937], Agency Theory [Eisenhardt 1989] and Resource 
Dependency Theory [Thompson 1967; Aldrich 1976; Pfeffer and Salancik 1978] as well as empirical evidence from 
former studies. Overall, risk has a strong negative influence on a manager's attitude towards business process out-
sourcing. The attitude towards outsourcing, in turn, has a strong impact on a manager's intention to outsource busi-
ness processes, which adds to current findings on outsourcing decision research. Our findings thereby contribute to 
antecedent research on the outsourcing decision and to the literature on outsourcing in the BFI. 

2 Current State of Research 
In this section, we first give a brief overview of different types of outsourcing and a review of current research 

on BPO. We then discuss research on the specific risks of BPO. The risks discussed below are used in section 4.2 
for developing indicators of the latent variables of our model. 
2.1 Different Types of Outsourcing 

From a broad perspective, we define outsourcing as the divestment of all or parts of specific IT-enabled corpor-
ate functions and the repurchasing of those services from one or more external vendors (based on the arguments of 
De Looff [1995]; an overview of alternative definitions is given in [Gilley and Rasheed 2000] or [Dibbern, Goles, 
Hirschheim and Jayatilaka 2004]). 

The concept of outsourcing has been applied to different domains, from hardware to software to business proc-
esses. Outsourcing of IT is considered the first wave of outsourcing, starting with the famous Kodak deal in 1989 
[Lee, Huynh, Kwok and Pi 2003]. Even though the first major IT outsourcing deals in the BFI were made in the 
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1980s, ITO in the BFI received broad academic and public attention only in the 1990s, when IT became a prime 
competitive factor [McLellan, Marcolin and Beamish 1995]. At the same time, IT became increasingly complex and, 
despite decreasing hardware and network technology costs, often a major cost factor in the BFI. Drawing on Earl's 
view, we define ITO as outsourcing hardware-oriented IT activities such as data center operations [Earl 1996].  

In BPO, the most recent trend in outsourcing, the responsibility for a business process is handed over to a ser-
vice provider [Weerakkody, Currie and Ekanayake 2003]. For the scope of this paper, we define BPO as "outsourc-
ing one or more specific business processes together with the IT that supports them" [Halvey and Melby 2000, p.1], 
while a business process is defined as a "set of logically related tasks performed to achieve a defined business out-
come" [Davenport and Short 1990, p.12]. 
2.2 The Literature on Business Process Outsourcing 

Current Information Systems (IS) research has not yet paid much attention to the specifics of BPO. Most studies 
rather emphasize the high growth potential of BPO. In their conceptual work, Tas and Sunder [2004] compare the 
financial services sector with the manufacturing industry and conclude that the financial services industry will fol-
low a trend towards vertical disintegration similar to that in the manufacturing industry and that the strategy of fo-
cusing on core competencies will be a major driver for the growth of BPO. Based on interviews with 70 board-level 
executives of 31 different European banks about their BPO practices, Lancellotti et al. [2003] find that all banks al-
ready outsource to some extent and that the majority intend to increase their level of outsourcing in the future – es-
pecially the level of BPO. However, they also show that only 42% of the outsourcing deals (ITO and BPO) deliv-
ered the expected value. 

In summary, there is minimal empirical evidence on the specifics of outsourcing business processes. In review-
ing the literature, Rouse and Corbitt [2004] came to the similar conclusion that "… despite the growth of BPO, an 
examination of the literature reveals a virtual absence of academic publications on the topic" [Rouse and Corbitt 
2004, p.2]. This motivates our research to add to the current knowledge on the specifics of BPO with a particular fo-
cus on the risks associated with BPO.  
2.3 Risks of Business Process Outsourcing 
The role of risk in ITO has been addressed by several authors, especially in the IS literature, as outsourcing of IT has 
the longest history of all types of outsourcing [Willcocks and Margetts 1994; Earl 1996; Aubert, Dussault, Patry and 
Rivard 1999; Willcocks, Lacity and Kern 1999; Aubert, Patry and Rivard 2002]. While practitioners and researchers 
alike agree on the importance of understanding the risks of BPO as well, this issue has so far only been addressed by 
a few authors [Currie, Desai, Khan, Wang and Weerakkody 2003; Gewald and Franke 2005], and there is a serious 
lack of theoretical and empirical knowledge on the impact of BPO risk in general and in the BFI in particular. One 
elementary question thus is whether the risks of ITO and BPO are basically the same, or if they differ in structure 
and magnitude and thus each justify a research domain on their own. The only available research on this issue is a 
paper by Gewald and Franke [2005], who assess the differences in the risks of outsourcing based on a series of in-
terviews in the German BFI. Based on an extensive literature review, the risks assessed are amongst the most com-
monly quoted in IS literature namely service debasement, hidden costs, inexperienced customer or vendor, customer 
using more resources than anticipated, loss of competence, failing interfaces, loss of cross-functional skills, not 
achieving anticipated benefits, default of vendor, communication mismatch, lock-in, loss of business flexibility, in-
capable vendor, wrong measurements, misuse of trust and security breaches. One finding is that ITO and BPO risks 
indeed differ, especially in magnitude. Of the initially investigated 15 risks, 11 are shown to be higher in BPO than 
in ITO, 2 are regarded as identical and 2 are considered lower in BPO than in ITO. One additional risk previously 
ignored, i.e., "misuse of trust," is identified as specific to BPO (see [Bryant and Colledge 2002] for the role of trust 
in Electronic Commerce Business Relationships). Here, the authors refer to a misuse of trust in a data privacy re-
spect, arguing that the external service provider needs access to non-encrypted sensitive data from the customers of 
the bank in order to process the outsourced transactions. The risk is that service provider employees may use this 
data in an unauthorized manner (e.g., fraud or sale to competitors). This risk was found to be primarily relevant for 
BPO and therefore much higher than in ITO. 

Building on the insights gained in this study, the risks mentioned above form the basis of our study as well and 
are used to form the risk indicators as described in section 4.2. 

3 Conceptualization of Research Model 
3.1 Research Object 

As the research object for our study we chose managers who are responsible for one of four designated business 
processes (see section 5) in Germany's 200 largest banks. We chose managers, as Power Theory [Pfeffer 1981] 
states that they are able to influence their environment to make their attitudes and intentions prevail. This intrinsic 
behavior typically contradicts a rational selection process and outweighs normative decision processes, which con-
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centrate on 'how decisions should be made'. Therefore, the object of analysis for research on outsourcing decision 
making needs to be the manager in charge of the business function which has to be decided upon. This is also ac-
knowledged by other researchers [Barthelemy and Geyer 2001; Kakabadse and Kakabadse 2002], who show that 
many organizational-level decisions are ultimately made or strongly influenced by single individuals. Additionally, 
Dibbern [2003] shows that outsourcing decisions – as a major management decision – are made by individuals 
rather than organizations.  
3.2 Conceptualization of Risk 

Throughout the outsourcing literature no consistent definition of the risks of outsourcing has yet emerged 
[Aubert et al. 2002; Quelin and Duhamel 2003]. In some cases, causes and effects are not separated or risks and 
problems are confused [Barki, Rivard and Talbot 1993]. To avoid this issue we first clarify the concept of risk appli-
cable to this study. Reviews of alternative risk definitions are available in [Baird and Thomas 1990; Barki et al. 
1993; Aubert et al. 2002]. For the purposes of this research we adopt a broad definition of risk, regarding it as the 
potential for an undesired outcome due to uncertainty about future developments. 

To realize how senior managers derive decisions for risky choices (i.e., decisions with a high degree of uncer-
tainty), it is important to understand how they cognitively form their perception. Therefore, we first discuss the often 
applied rational decision approach and argue why this framework is not applicable to our study. Instead, we use a 
magnitude of risk approach, which is more suitable to explain management's attitude towards major decisions. Fi-
nally we introduce perceived risk theory as our theoretical framework for the conceptualization of risk. 

In Rational Decision Theory, the concept of risk reflects the variation in the distribution of possible outcomes, 
their likelihood and their subjective values [Knight 1921]. This implies that alternatives are assessed on the basis of 
their expected probability distributions in conjunction with subjective values of the expected outcomes [March and 
Shapira 1987], which have to be precisely calculated [Kaplan and Garrick 1981]. Rational decision theory suggests 
that decision-makers deal with decisions under uncertainty in a rational way, i.e., by computing different alternatives 
and selecting the option that best suits their personal risk-return profile, which is generally risk-averse [Yates 1992]. 
However, empirical studies indicate that this theoretical view is not consistent with how managers deal with risky 
choices in reality: several studies have shown that managers follow a less precise calculus, not using accurate prob-
ability calculations [March and Shapira 1987; Boholm 1998]. Instead, they rather deploy a magnitude of undesired 
outcome concept [Bell 1985], showing a loss-averse manner rather than rational decision making [Lyytinen, Mathi-
assen and Ropponen 1998]. To account for this issue, we theoretically ground the focus of this study, the influence 
of perceived risks on a manager's intention to increase the level of BPO, in Perceived Risk Theory (PRT) [Bauer 
1967]. PRT analyzes the risk a person subjectively associates with the consequences of a decision and its impact on 
the intention to close a transaction, and thus is better able to capture management's attitude than a rational decision 
approach. PRT implies that, as long as the perceived benefits outweigh the perceived risks, the manager has a posi-
tive attitude towards the particular decision. Perceived risk has been described as comprising the subjective percep-
tion of two components: the amount at stake and the degree of certainty about possible negative consequences [Cox 
1967; Cunningham 1967]. The notion of perceived risk therefore combines both measures: the subjective probability 
of loss and the perceived severity of the negative impact. Essentially it measures the expected negative magnitude of 
an undesired outcome. The negative magnitude depends on the amount at stake, which Cox [1967] describes as hav-
ing three possible sources: 1) not gaining what one is trying to gain, 2) having to pay a penalty, or 3) losing the 
means by which the gain is expected to be made. The degree of subjective certainty is solely the certainty felt by the 
individual and does not necessarily have to be in line with any other possibly more objectively measured degree of 
certainty [Cunningham 1967].  

4 Theoretical Foundation and Research Hypotheses 
After explaining the concept of risk deployed in this study, we now describe the theoretical foundations of our 

model. Then, we elaborate the applied variables and introduce the research hypotheses and their theoretical and/or 
empirical grounding.  
4.1 Theoretical Foundation 
4.1.1 Perceived Risk Theory 

Our main hypothesis is that perceived risk has a negative impact on a manager's attitude towards BPO. As a fun-
damental theory enabling the analysis of the associated risks, we chose Perceived Risk Theory [Bauer 1967]. We ac-
cordingly define perceived risk as the potential loss in the pursuit of a desired outcome of outsourcing business proc-
esses (adopted from [Featherman and Pavlou 2003, p.454]). Cunningham [1967] segregates perceived risk into five 
risk facets: performance risk, financial risk, psychosocial risk, safety risk, and opportunity/time risk.  

In IS research, safety risk, the risk facet gauging possible harm of physical damage to the human being, is gen-
erally not applicable [Featherman and Pavlou 2003]. However, two objects of our study can potentially be harmed 
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by the actual decision to increase the level of BPO: the manager and the bank. The psychosocial risk facet captures 
the risk for the individual manager. It comprises two risks, psychological risk ("the risk that the selection or per-
formance of the producer [service provider] will have a negative effect on the consumer's [manager's] peace of mind 
or self-perception" [Mitchell 1992, p.27]) and social risk ("the risk of loss of status in one's social group as a result 
of adopting a service" [Featherman and Pavlou 2003, p.455]). Psychosocial risk therefore accounts for the fears of 
the managers that their social environment will not value their role in the decision to outsource a business process as 
well as the fear of actually making a decision which may produce unwanted outcomes. To account for the risk for 
the bank we introduce the strategic risk facet, which comprises the risks which are potentially harmful to the in-
tended long-term development of the bank, thus ultimately jeopardizing its existence in the market. The strategic 
risk facet includes elements of the safety and opportunity/time risk facets and replaces them in our research model.  
 
Table 1: Definitions of Risk Facets in a BPO Context (based on [Mitchell 1992; Featherman and Pavlou 2003]) 

Risk Facet Definition 

Financial Risk The risk that the actual costs may exceed the planned/budgeted costs of the outsourcing engage-
ment. 

Performance 
Risk 

The risk that the service provided by the outsourcing vendor will not be delivered as expected by 
the bank. 

Strategic Risk The risk that the bank will lose its ability to react flexibly and unconstrained to changing market 
conditions. 

Psychosocial 
Risk 

The risk that the decision to outsource a business process will have a negative effect on the re-
sponsible manager's peace of mind or self-perception (i.e., loss of status in one's social group). 

 
Each risk facet combines the perceptions regarding the underlying individual risks associated with this facet. For 

every risk facet the associated individual risks will be derived by applying theoretical knowledge and analyzing the 
literature on the risks of outsourcing, evaluating the information which has been gathered empirically by the aca-
demic community (see sections 4.2.4-4.2.7). The respective relevance of each risk facet will be assessed by analyz-
ing its individual components and by testing the impact on overall risk perception. This approach offers additional 
insights on risk formation and emphasizes the relative importance of the hypothesized risk facets. Therefore, we 
model the risk facets as directly influencing the overall risk, thus indirectly influencing the attitude towards BPO 
(see sections 4.2.1 and 4.2.2).  
4.1.2 Theory of Reasoned Action 

Our theoretical foundation for analyzing the influence of perceived risk on the intention to increase the level of 
BPO is based on the Theory of Reasoned Action (TRA) [Ajzen and Fishbein 1980]. Ajzen states that attitude "[...] 
refers to the degree to which a person has a favorable or unfavorable evaluation or appraisal of the behavior in ques-
tion" [Ajzen 1991, p.188] and argues for a strong relationship between attitude and the intention to perform an actual 
behavior (in this context the intention to adopt BPO). Therefore we decided to use "attitude" as the latent variable 
mediating the influence of perceived risk towards the intention to increase the level of BPO (i.e., to outsource busi-
ness processes). This has important implications for theorizing about the BPO decision: we analyze variations in the 
attitude towards BPO to predict the intention to increase the level of BPO. This approach is supported by two recent 
studies on IS outsourcing that adopted a similar approach to assess the IS sourcing decision [Benamati and Rajku-
mar 2003; Dibbern 2003]. 

The actual decision to outsource business processes is influenced by numerous factors which are not yet fully 
explored or framed in a single coherent model. Therefore we decided to add to knowledge by focusing this study on 
the in-depth examination of the influence of a single antecedent factor, the perceived risks of BPO. The resulting re-
search model is illustrated in Figure 1 (only constructs are depicted, indicators are not shown).  

The hypotheses underlying the model are explicated in the following sections. The respective indicators used to 
constitute the latent variables are given in Table 4 in the appendix. 
4.2 Research Hypotheses 
4.2.1 Perceived Risk 

Outsourcing has acquired the reputation of being risky business [Aubert et al. 2002] and there is empirical evi-
dence that numerous outsourcing engagements have failed to deliver their desired value [Lancellotti et al. 2003]. 
Some organizations have even decided to reintegrate the outsourced services into the internal organization because 
their expectations were not met [Lacity and Willcocks 2001]. But outsourcing is just as risky as many other uncer-
tain business ventures [Aubert et al. 2002]. It is therefore sensible to assume that decision makers carefully analyze 
the risks associated with alternative governance modes before deciding to outsource a business function.  
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Figure 1: Research Model 

 
This is particularly true of the banking industry in Germany. Regulations explicitly state that the responsibility 

for the execution of the outsourced processes remains with the bank [Bundesbank 2001]. This implies that the bank 
continues to be responsible for any errors of the service provider and cannot limit liability to clients, the regulator, or 
other third parties. This indirect responsibility is assumed to increase the awareness of BPO risks among senior man-
agers who are responsible for business processes. 

Therefore we assume that the level of perceived risk, the potential loss in the pursuit of a desired outcome of 
outsourcing business processes, negatively influences the attitude of senior management towards outsourcing a busi-
ness process. The negative relationship between perceived risk and attitude has been conceptually indicated by Ju-
rison [1995] and empirically tested in several environments (e.g., [Featherman and Pavlou 2003; Pavlou 2003; Ge-
fen and Pavlou 2004]). Benamati and Rajkumar [2003] confirmed this relationship in an empirical study of applica-
tion development outsourcing. 

Referring to TRA, the perception of risk is a behavioral belief and as such an important antecedent of the atti-
tude towards BPO. Therefore, we model perceived risk as directly impacting attitude, thus indirectly influencing the 
intention to increase the level of BPO through the effect of attitude on intention.  

Hypothesis 1:  The higher the perceived risk of BPO, the lower (more negative) senior management's attitude 
 towards BPO. 
4.2.2 Attitude towards BPO 

A positive attitude towards BPO is assumed to positively influence the intention to increase the level of BPO. 
Based on TRA, we define the attitude towards BPO as the overall evaluative appraisal, made by a manager who is 
responsible for a business process, of having that process outsourced to an external service provider. The relation-
ship between attitude and intention is based on TRA, which states that the beliefs about an outcome shape the atti-
tude towards performing a behavior. Attitude, in turn, influences the intention to perform the behavior and, ulti-
mately, influences the behavior itself [Wixom and Todd 2005]. Therefore, the more positive the attitude towards 
BPO, the greater the intention to increase the level of BPO will be. This relationship has been empirically tested in 
numerous studies, especially those focusing on the Technology Acceptance Model [Davis, Bagozzi and Warshaw 
1989; Adams, Nelson and Todd 1992; Taylor and Todd 1995].  

Hypothesis 2: The higher (more positive) senior management's attitude towards BPO, the higher the intention 
 to increase the level of BPO. 
4.2.3 Intention to Increase the Level of BPO 

The intention to increase the level of BPO is the ultimate dependent variable in our model. We regard it as the 
manager's expression of support for the outsourcing of the process she/he is responsible for, barring unforeseen 
events [Ajzen and Fishbein 1980]. We explicitly refer to an increase in the level of BPO instead of asking for overall 
outsourcing of the business process, as pre-tests showed that numerous managers have already outsourced smaller 
tasks of their processes.  

As laid out above, based on TRA, a positive attitude towards BPO is expected to positively influence the inten-
tion to increase the level of BPO. This relationship was successfully tested in the studies mentioned in section 4.2.2. 
We are aware of the difficulties that arise when predicting an actual outcome using the intended behavior, such as 
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possible changes in influential factors in the time between indicating an intention and performing a behavior [Ajzen 
and Fishbein 1980]. Therefore we regard intention predominantly as a control variable to assess whether our re-
search model accurately predicts changes in the intention to increase the level of BPO. As Ajzen and Fishbein 
[1980, p.5] put it: "[There will not] always be a perfect correspondence between intention and behavior." Intention is 
measured using the following (reflective) indicators: 
4.2.4 Financial Risk 

Financial risk is defined as the risk that the actual costs may exceed the planned/budgeted costs of the outsourc-
ing engagement. In other words: the fear of the manager that he will have to pay more for the service than originally 
anticipated. To analyze this, Transaction Cost Economics (TCE) was chosen, based on Coase [1937] and Commons 
[1934]. The analysis of transaction costs allows one to explore efficiencies in hybrid governance structures, such as 
joint ventures, strategic alliances or franchises [Williamson 1991]. Transactions are the transfer of goods or services 
between institutionally separable interfaces [Williamson 1985], which entails specific costs since TCE assumes lim-
ited rationality and opportunistic behavior [Dibbern et al. 2004]. In a BPO context, limited rationality refers to the 
limited capabilities of the outsourcer that render "complete" contracts impossible. Opportunistic behavior entails that 
this incapability could be exploited by the service provider. Various researchers have used TCE to analyze the out-
sourcing decision by exploring the existence and magnitude of transaction costs [Lacity and Hirschheim 1993; Ang 
and Straub 1998; Lammers 2004]. If transaction costs do not outweigh the production cost advantages of the service 
provider, the bank is likely to outsource. However, the question arises as to how this balance might change during 
the outsourcing venture. If actual transaction costs overrun planned transaction costs, the bank faces financial losses.  

From the BFI manager's perspective, risk mainly arises from unexpected transition costs and hidden costs dur-
ing service delivery. Unexpected transition costs include unforeseeable set-up costs, redeployment costs, relocation 
costs or parallel-running costs [Earl 1996]. These costs are particularly caused by the additional human resources 
needed to transfer the processes [Cross 1995; Earl 1996]. Hidden costs emerge if the manager assumes that certain 
activities are included within the outsourcing contract and they eventually turn out not to be, resulting in costly con-
tract amendments [Lacity and Hirschheim 1993; Lacity and Willcocks 1995]. Additionally, they refer to the threat of 
opportunistic behavior by the service provider as stated by TCE. Underestimated costs are caused by inexperience or 
the inability of the bank to calculate the business case correctly [Earl 1996].  

Severe unexpected switching costs emerge during the exit phase (when the contract ends and the process can be 
backsourced or transferred to another provider) if this issue was not included upfront in the outsourcing contract, 
and the service provider requires fees which are beyond what is economically feasible for his support in transferring 
the process. Aubert et al. [1998] used TCE to show that switching costs are particularly high if there is (1) high asset 
specificity, (2) a small number of service providers, and/or (3) great inexperience with contractual exit agreements.  

Hypothesis 3: The higher the perceived financial risk of BPO, the higher the overall perceived risk. 
4.2.5 Performance Risk 

Performance risk (the risk that the service provided by the outsourcing vendor will not be delivered as expected 
by the bank) can be analyzed using TCE and Agency Theory (AT). AT treats the difficulties that arise under condi-
tions of incomplete and asymmetric information when a principal (the bank) hires an agent (the service provider) 
[Eisenhardt 1989]. From the principal's perspective, these conditions entail continuous coordination and motivation 
issues. The general assumptions of agency theory are (1) the principal's inability to observe the agent's behavior and 
(2) opportunism of both the principal and the agent. Opportunism can be explained using two concepts: moral haz-
ard and adverse selection. Moral hazard emerges if the agent acts to the disadvantage of the principal. Adverse se-
lection is driven by the agent's allegation of superior capabilities and produces the problem of choosing the “wrong” 
agent. As outlined by Aubert et al. [1998], adverse selection emerges when the service provider does not have suffi-
cient outsourcing experience, and is thus unskilled in collaborating with the bank. Moral hazard induces the risk of 
service debasement [Aubert et al. 1998; Bahli and Rivard 2005]. The service provider might reduce his effort in col-
laborating with the bank and fail to improve the process if he can use his superior resources in other client engage-
ments instead.  

Additionally, there is also the risk of process complexity. As outlined by Aubert et al. [1998], this risk can be 
traced back to the concept of asset specificity as inherent in TCE. If the asset (process) is very specific and requires 
a deep understanding of process requirements, it is difficult for the service provider to sustain constantly high qual-
ity in process execution. Thus, the risk of declining process quality due to process complexities arises.  

The misinterpretation of a bank's wants and needs raises the issue of communication mismatches [Earl 1996; 
Aubert et al. 1998; Gartner 1999; Willcocks et al. 1999; Aubert, Patry, Rivard and Smith 2001]. What initially 
seems to be clear and unquestionable to one side might result in disputes and litigation due to contrary interpretation 
by the other partner. This problem becomes particularly evident if the bank requires services that have not been in-
cluded in the original contract.  
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A special issue in BPO is the risk of data privacy [Gewald and Franke 2005], as the service provider needs unre-
stricted access to the client's sensitive data to be able to process it [Khalfan 2004]. Contemporary incidents like the 
theft of 40 million sensitive data files from a service provider of Mastercard [Dash and Zeller 2005] illustrate the 
importance of this topic. As BFI institutions very much rely on their reputation for keeping client data confidential 
[Harris 2002; Nugent and Raisinghani 2002], the risk of security breaches is assumed to be of high importance for 
the overall performance risk.  

Hypothesis 4: The higher the perceived performance risk of BPO, the higher the overall perceived risk. 
4.2.6 Strategic Risk 

Strategic risks in BPO arise if the bank loses its ability to react flexibly and unconstrained to changing market 
conditions. Strategic risk replaces safety risk in the original PRT framework [Cunningham 1967] as in our research 
context there is no threat to the life and health of the manager involved, but rather its equivalent for the organiza-
tional unit the manager is responsible for.  

Managers considering outsourcing need to analyze its effects on strategic flexibility, which is particularly at risk 
if there is a dependency on the service provider. Resource Dependency Theory (RDT) [Thompson 1967; Aldrich 
1976; Pfeffer and Salancik 1978] was used to explore strategic risk. RDT expresses dependency as a result of the 
organizational necessity of adapting to environmental uncertainty, coping with problematic interdependence, and ac-
tively managing resource flows [Pfeffer and Salancik 1978]. In order to determine the dependency of a company on 
another company, three factors have to be analyzed: the importance of the resource, the company's discretion of re-
source utilization and the availability of alternative resources.  

Applying RDT to the concept of BPO, the degree of dependency is determined by (1) the importance of the out-
sourced resources, (2) the number of vendors able to provide the outsourced service alternatively, and (3) the antici-
pated costs of switching service providers [Cheon, Grover and Teng 1995].  

The analyzed business processes are without doubt critical banking processes which are specifically regulated 
by the German banking authority [Bundesbank 2001]. Therefore, banks depend on the proper execution of these ser-
vices regardless of whether they are produced internally or externally. However, as the data gathered in this study 
shows, 60% of the participants state that no specialized know-how is required to execute the processes. This com-
plements the statement by more than 85% of the responses that Germany has a mature BPO market with a wide 
range of alternative service providers. Therefore, the concern of dependency concentrates on the expected switching 
costs. The issues surrounding costs for backsourcing a service have been intensively discussed by [Cheon et al. 
1995; Earl 1996; Aubert et al. 1998]. Switching costs prevent one from changing service providers or backsourcing 
and have been operationalized as the risk of lock-in.  

As outlined above, AT predicts opportunistic behavior by both the bank and the service provider which is 
caused by contrary objectives. Contrary objectives may prevent the vendor from utilizing its best resources or capa-
bilities in service delivery. This issue has been operationalized as the strategic risk of contrary business objectives.  

Outsourcers might be reluctant to retain in-house capabilities [Aubert, Patry and Rivard 2003]. If the bank does 
not preserve internal process know-how, it can hardly identify new business opportunities in this area and might find 
it increasingly difficult to react to market changes. This may lead to a long-term loss of innovation capabilities. As 
outlined by Willcocks et al. [2004, p.10], the bank will spend "much time fire-fighting and experiences little value-
added or technical/ business innovation." 

The final risk assumed to form the strategic risk facet is the risk of loss of control. This risk arises from the con-
tractual ties of the bank with the service provider and hinders the bank from acting as unrestricted as it could with 
internal production of the process [Cullen and Willcocks 2003].  

Hypothesis 5: The higher the perceived strategic risk of BPO, the higher the overall perceived risk. 
4.2.7 Psychosocial Risk 

We define psychosocial risk as the risk that the decision to outsource a business process has a negative effect on 
the responsible manager's peace of mind or self-perception (i.e., loss of status in one's social group). This risk facet 
is generally seen as the most difficult facet of PRT to measure, due to its multiple sources of influence on the indi-
vidual's level [Mitchell 1999].  

The social risk within this facet is operationalized by a question relating to the consequences for the personal 
reputation of the manager amongst his internal (colleagues) and external (business partners) peers in the context of 
the outsourcing decision. The items relating to psychological risk aspects focus on issues which are assumed to cre-
ate the greatest pressure for the peace of mind of the manager in conjunction with the outsourcing decision. These 
are a possible lock-in situation with the vendor and the indisputable responsibility of the bank (towards its custom-
ers) for errors produced by the service provider. 

The issue relating to the risk of lock-in arises from the virtual irreversibility of the decision. This increases the 
pressure on the manager due to the difficulty of correcting or readjusting the decision once it is made. The other 
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main pressure arises from the responsibility for the errors of the service provider although the manager can only ex-
ert indirect control on the vendor's processes. As the bank remains fully and indisputably responsible for its opera-
tions (whether outsourced or not) towards the end client [Bundesbank 2001], all mistakes in the execution of the out-
sourced process can potentially damage the reputation of the bank. This direct responsibility of the manager for ac-
tions he can only control indirectly is assumed to put psychological pressure on him during the outsourcing decision 
process.  

Hypothesis 6: The higher the perceived psychosocial risk of BPO, the higher the overall perceived risk. 

5 Methodology and Data Collection 
5.1 Development of Questionnaire 

To test the causal model depicted in Figure 1, it had to be converted into a questionnaire. Each construct is rep-
resented by a set of indicators which form the questions in the survey. All questions were measured on a positive-to-
negative 7-point Likert scale. Questions regarding the perceived risk state a risk and ask how the manager rates the 
risk on the following scale: "Very high - high - rather high - neutral - rather low - low - very low." Questions on the 
benefits of attitude and intention give a statement and ask for the level of agreement on the following scale: 
"Strongly agree - predominantly agree - rather agree - neutral - rather disagree - predominantly disagree - strongly 
disagree." The questionnaire was discussed intensively within our research institute and pre-tested independently 
with three managers from banks which were not included in the sample. Based on the acquired insights the ques-
tionnaire was modified and finalized. 

In 2003, 2,226 banks were registered for conducting business in Germany, comprising 261 private banks, 504 
savings banks, 1,395 cooperative banks and 66 other banks (specialized credit institutions, state owned banks, etc.). 
For this research the 200 largest banks in Germany were chosen, based on their total assets as reported in the balance 
sheet of the year 2003 (latest available figures at the time of preparing the survey). The cumulated balance sheets of 
the 200 largest banks account for more than 90 per cent of the cumulated balance sheet of the whole German bank-
ing market (estimation based on [Bundesbank 2004] and [Karsch 2004]). 

To assess the risk perceptions of the managers in charge of business processes, four banking processes were se-
lected which are generally not regarded as areas of core competence for banks [Lamberti and Pöhler 2004]: back of-
fice/settlement processes for transactions in securities, consumer credits, domestic payments and foreign ex-
change/money market. All 200 top banks were contacted by phone to personally identify the managers responsible 
for the business processes mentioned above. Some banks do not offer all four products to their clients, therefore only 
593 questionnaires were sent out.  

The time period for sending back the questionnaires was six weeks, from May 15 to June 30, 2005. Managers 
who had not returned the questionnaire by June 1 received a phone call asking if they needed assistance. This action 
resulted in an increased quota of responses. Overall, 218 usable questionnaires from 126 banks were returned out of 
a total sample of 593 managers in Germany's 200 largest banks. This equals a response rate of 36.8% amongst man-
agers and 63% of the banks approached. The results of the survey and further sample information are presented in 
the next section. 
5.2 Descriptive Data Analysis 

The cumulated assets of the responses accounted for more than 90% of the total cumulated German banking bal-
ance sheet. This is only a rough estimate, as the questionnaire asked for the sum of assets on an interval scale to en-
sure anonymity. The response rate amongst large banks (assets > EUR 20bn) was exceptionally high (79.6%). The 
distribution of responses amongst the banking groups (private banks, savings banks, cooperative banks, other banks) 
matches the distribution in the sample, as does the size of the banks. The number of responses per process is shown 
in Table 2. The current state of BPO adoption within each bank was captured by asking the respondents to choose 
one of the six options in Table 3. 

 
Table 2: Responses per Process 

Process Number of Responses Relative Response Rate 
Securities 62 42.2% 
Consumer Credits 52 33.3% 
Domestic Payments 74 52.5% 
Foreign Exchange/Money Market 30 25.6% 
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Table 3: Current Status of BPO in Respondents' Banks 

Option Item Number of 
Responses 

Relative 
Response Rate 

1 The bank has already outsourced the process. 56 25.7% 
2 An outsourcing project is currently in progress. 9 4.1% 
3 The outsourcing option is currently under investigation. 22 10.1% 
4 The bank has not yet considered outsourcing the process. 58 26.6% 
5 The bank decided against outsourcing the process. 69 31.7% 
6 The bank decided to reintegrate the formerly outsourced process. 4 1.8% 

 
The respondents' statistical characteristics show a mean of 8.75 years of experience in the current position and 

an average of 71.3 employees managed. 85.9% of the respondents have a hierarchical position at the 2nd or 3rd level 
of the corporation. 

6 Model Validation  
6.1 Control Variables 

In order to control for the influence of distinctive characteristics of the individual banks, certain factors were 
analyzed to see whether they have a systematic influence: type of process, type of bank (the vast majority of German 
banks belong to one of three institutionalized groups: private banks, savings banks or cooperative banks [Hackethal 
2004]) and outsourcing adoption status. Multi-Group Analysis (as suggested by [Chin 2000]) was conducted and no 
statistically significant influence of the tested variables on the structural model was detected.  

Additionally the effect of firm size was measured through a one-indicator-construct (only firm size) loading on 
the intention to increase the level of BPO as suggested by Dibbern and Chin [2005]. The result shows weak loading 
(path coefficient 0.045) and is not significant (t-value 1.08), implying that in our sample firm size has no impact on 
the overall intention to increase the level of BPO. 
6.2 Partial Least Squares Model Validation  

This section presents the results of the model validation. This includes the test of the measurement model and 
the structural model. The measurement model consists of both reflective and formative measured indicators. The 
fundamental difference between these concepts is that formative indicators form or constitute the latent construct, 
while reflectively modeled constructs, in contrast, form their indicators [Chin 1998b]. Formative indicators require 
no specific correlation while reflective indicators are expected to correlate highly with each other [Gefen and Straub 
2005]. Two points are crucial about indicators in formative and reflective measurement models: (1) similar indica-
tors may be used for different constructs in formative measurement models while this is not permitted for reflec-
tively measured constructs [Rossiter 2002], and (2) in contrast to reflective indicators, leaving out a formative indi-
cator means omitting a part of the construct, i.e., changing the overall model.  
6.2.1 Measurement Model of Formative Indicators 

To evaluate the quality of the measurement model, the design of constructs [Diamantopoulos and Winklhofer 
2001] and the relevance of indicators [Chin 1998a] need to be analyzed. According to Diamantopoulos/Winklhofer 
and Chin, there are five critical issues determining the quality of the measurement model: (1) content specification, 
(2) indicator specification, (3) indicator reliability, (4) indicator collinearity, and (5) external validity.  

Content specification consists of defining the scope of the latent constructs to be measured. In particular, "the 
breadth of definition is extremely important to causal indicators" [Nunnally and Bernstein 1994, p.484]. The re-
search model presented in this research paper includes four latent constructs measured with formative indicators: fi-
nancial risk, performance risk, strategic risk and psychosocial risk. These constructs were precisely defined and their 
domain intensively discussed (see section 4.2), ensuring the proper specification of the applicable content of all the 
constructs deployed. Indicator specification comprises the identification and definition of indicators which consti-
tute the latent constructs. The aggregation of all formative indicators forms the specification of the formatively 
measured construct. Therefore, indicator specification is particularly important for models using formative indica-
tors. The indicators used in this model were identified by intensive literature review and have been validated through 
several pre-tests with senior bank managers who were knowledgeable about the topic of this research. The indicators 
were presented in section 4.2; all items were measured on a seven-point Likert scale. Indicator reliability analyzes 
the importance of each individual indicator that forms the relevant construct. Two quantitative arguments have to be 
accounted for: (1) the sign of the indicator needs to be correct as hypothesized, and (2) the weighting of the indicator 
should be at least 0.2 as proposed by Chin [1998b]. The model tested shows correct signs for all indicators used and 
all (except two) have a weight of at least 0.2 and are (with three exceptions) at least significant at the 0.05 level (the 
full figures are given in Appendix I). Because formative measurement models are based on linear equation systems, 
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substantial indicator collinearity would affect the stability of indicator coefficients. Neither the analysis of correla-
tions of indicators nor the calculation of variance inflation factors (all indicators fall far below the threshold of 10 as 
suggested by [Cohen 2003]) necessitated the rejection of any indicators used. Therefore, all indicators could be re-
tained as no redundancy was identified. External validity aims at ensuring that all indicators which form a construct 
are actually included in the model. Following Diamantopoulos and Winklhofer [2001], external validity can be ana-
lyzed by creating a phantom construct which is measured using reflective indicators. If the formatively measured 
construct strongly and significantly correlates with the reflective measured construct, external validity is given. The 
correlations of constructs within the tested model were all strong and significant at the 0.001 level. Thus, it is shown 
that the formative indicators used in this study actually form their respective constructs.  
6.2.2 Measurement Model of Reflective Indicators 

The quality of the measurement model is determined by (1) convergent validity, (2) construct reliability, and (3) 
discriminant validity [Bagozzi 1979; Churchill 1979; Peter 1981]. Convergent validity [Bagozzi and Phillips 1982] 
is analyzed by indicator reliability and construct reliability [Peter 1981]. Indicator reliability can be examined by 
looking at the construct loadings. In the model tested, all loadings are significant at the 0.001 level and above the 
recommended 0.7 parameter value (significance tests were conducted using the bootstrap routine with 500 resamples 
[Chin 1998b]). Construct reliability is tested using composite reliability (CR). The estimated indices were all 
above the threshold of 0.6 [Bagozzi and Yi 1988] as depicted in Table 4 in the appendix. Discriminant validity of 
the utilized indicators can be analyzed by looking at the average variance extracted (AVE). The calculated figures 
are all above the recommended threshold of 0.5 [Chin 1998b] (see Table 4 in the appendix). Discriminant validity 
can also be assessed by checking the cross-loadings. These are obtained by correlating the component score of each 
latent variable with both its respective block of indicators and all other items that are included in the model [Chin 
1998b]. As depicted in Table 5 in the appendix, the loading of each indicator is higher for its respective construct 
than for any other construct. In addition, it is confirmed that each construct loads highest with its own indicators. 
Therefore, the indicators of different constructs are not related to each other and discriminant validity is shown.  
6.2.3 Structural Model 

The adequacy of indicators in the measurement model enables one to evaluate the explanatory power of the en-
tire model as well as the predictive power of the independent variables. The explanatory power is examined by look-
ing at the squared multiple correlations (R2) of the dependent variables. As can be inferred from Figure 2, 46% 
(R2=0.46) of the variation in perceived risk is explained by performance, financial, strategic and psychosocial risk. 
Moreover, 37% of the variation in the attitude towards outsourcing is explained by perceived risk. The R2 value for 
the intention to increase the level of BPO (R2=0.56) is also encouragingly high.  

Predictive power is tested by examining the magnitude of the standardized parameter estimates between con-
structs together with the corresponding t-values that indicate the level of significance. All path coefficients exceed 
the 0.2 level except for psychosocial risk. In particular, bootstrapping revealed strong significance (at the 0.005 
level) of the dependent variables except for psychosocial risk (at the 0.1 level). Analysis of the overall effect size (f2) 
of the antecedents of perceived risk reveals that all risk facets have moderate effect except for psychosocial risk (low 
effect). However, small f2 scores do not necessarily imply an unimportant effect [Cohen 1988]. Thus, all hypotheses 
have been proven to be correct, including that regarding the effect of psychosocial risk on perceived risk. Figure 2 
depicts the findings graphically.  

 

 
Figure 2: Structural Model Findings 
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7 Analysis of Results 
7.1 Key Findings 
7.1.1 Overall Model 

This study is the first quantitative analysis of the perceived risks of BPO in the German BFI. The results are 
very encouraging, and the high response rate indicates the importance of the topic and the interest of practitioners in 
the results of this research. 

The data analysis reveals that all hypotheses hold as expected, showing significant loadings. The R2 values of 
the dependent variables are satisfactorily high, indicating the high degree of explanatory power of its predecessors  

The influence of perceived risk on attitude (hypothesis 1) shows a very high loading of -0.606, indicating that 
perceived risk has a strong (negative) influence on the attitude towards BPO. This finding is further supported by the 
R2 of the attitude construct (0.37). Hypothesis 2 was also fully supported. The high loading of 0.746 and an R2 of the 
dependent variable of 0.56 demonstrate that the managerial attitude towards BPO has a high explanatory power in 
terms of the intention to increase the level of BPO. 

Hypotheses 3-5 were also fully supported with loadings of 0.212 to 0.243. This indicates a satisfactory explana-
tory power and also shows that these three risk facets are valued almost equally by the respondents. Hypothesis 6 is 
an exception with a significant yet comparatively low loading, indicating that the psychosocial risk plays the least 
important role in the overall perceived risk. The (overall) perceived risk construct shows an R2 of 0.46, demonstrat-
ing the explanatory power of the risk facets applied. 
7.1.2 Risk Facets 

Financial Risk 
The perceived financial risk of BPO can reliably be predicted by unexpected transition costs, hidden service 

costs, and switching costs. These indicators had a significant effect on the financial risk facet. The high impact of 
hidden costs (0.537) and unexpected transition costs (0.411) indicates that the managers primarily blame the service 
provider for an overrun of planned costs. Switching costs are seen as a problem (0.302) but do not weigh as high as 
the other risks. Altogether, the chosen formative indicators give a good and reliable insight into the financial risk 
facet. Its loading towards the perceived risk facet (0.243) is the highest of all risk facets. This indicates the relative 
importance of financial risk perceptions for the overall perceived risk. This result is as expected, as managers are 
still mainly evaluated by quantitative figures. Therefore their main focus is naturally to avoid missing financial tar-
gets. 

Financial risks have been investigated in several previous studies (e.g., [Alexander and Young 1996; Aubert et 
al. 2002; Jurison 2002; Adeleye et al. 2004]). The insight gained in this study is thus the ranking of the different in-
dividual risks instead of merely naming them.  

Performance Risk 
The performance risk facet comprises the individual risks of communication mismatch (0.355), security 

breaches (0.284), inexperienced service provider (0.246), process complexity (0.226), and service debasement 
(0.195). These indicators have significant weights in terms of the risk facet, although those of service debasement 
and process complexity are only at the 0.1 level. The risk of communication mismatch between the bank and the 
service provider contributes most to performance risk as previously described by [Alexander and Young 1996]. In 
addition, managers perceive possible security breaches as a severe risk (compare [Jurison 1998; Khalfan 2004]), 
which is understandable considering the current press coverage (see, e.g., [Dash and Zeller 2005]). The third most 
important performance risk is to select an inexperienced vendor (see [Willcocks et al. 1999; Bahli and Rivard 
2003]). This is assumed to be due to the relatively young BPO market in Germany and indicates that banks do not 
assume that existing service providers offering new BPO services automatically execute these services at the same 
level as the other services in the portfolio. The findings indicating the relevance of the risk of service debasement 
and process complexity for an outsourcing venture are in line with previously conducted research by [Lacity and 
Willcocks 1995; Ang and Straub 1998; Aubert et al. 1998; Bahli and Rivard 2003] but rank lowest on the perform-
ance risk scale. 

Strategic Risk 
The strategic risk facet is formed by the individual risks of lock-in with the vendor (0.446), contrary objectives 

(0.338), loss of innovative capabilities (0.330), and loss of control (0.179). All of these individual risks had a sig-
nificant impact on the risk facet, although loss of control only at the 0.1 level. The dependency of the bank on the 
service provider had the highest effect on strategic risk, which complements the analogous discussion of the psycho-
social risk facet below and is in line with previous findings (e.g., [Barthelemy and Geyer 2001; Quelin and Duhamel 
2003]. In addition, managers perceive great risk from divergent objectives between the partners of the BPO en-
gagement and the possible loss of innovative ability. These risks have previously been identified by researchers 
[Earl 1996; Lacity 2002] and add to findings which focus on dependency and lock-in [Cheon et al. 1995; Aubert et 
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al. 1998; Bahli and Rivard 2005]. The loss of control loads comparatively low, which is surprising, as loss of control 
was formerly reported to be a major risk [Quinn and Hilmer 1994; Jurison 1998]. An explanation for the fact that the 
risk of losing control has declined in importance could be that the deployment of outsourcing governance mecha-
nisms has become more widespread in recent years [Gewald and Helbig 2006]. By establishing effective governance 
structures the collaboration at all levels of the involved corporations increases, thus decreasing the bank's risk of los-
ing control over vital decisions. 

Psychosocial Risk 
The psychosocial risk facet is constructed by one social and two psychological risks. As mentioned above it is 

very difficult to measure this facet, which has also turned out to be the case in this study, as the psychosocial risk 
facet has the lowest (yet still significant) loading of all risk facets in the perceived risk construct. Nevertheless, the 
three indicators tested offer interesting insights. As already shown in the strategic risk facet, the possible lock-in 
with the service provider causes a perception of high risk for the manager (0.502), due to the virtual irreversibility of 
the decision [Jurison 1998]. The loss of personal reputation amongst peers due to outsourcing the business process is 
also regarded as being a high risk (0.490). This is understandable, taking contemporary press coverage into account, 
which is overwhelmingly negative towards outsourcing due to the expected loss of jobs and wage cuts. The third 
most important psychosocial risk for the manager is the indirect responsibility for process execution (0.458). Even if 
the manager is no longer in charge of the operation, she (and the bank) will still get blamed for all errors that are 
made. This responsibility without direct control obviously causes a high risk perception. 
7.2 Limitations of the Study 

There are certain points to be kept in mind when interpreting the results of this research. This study has focused 
exclusively on the BFI in Germany. Therefore, the results may not be representative of other industries or across 
countries. This is of special importance if one takes the inherent reference framework of outsourcing and the associ-
ated risks and responsibilities into account, as required by tight national regulation. The national character may 
change in years to come, when the international supervisory body for the banking system (the Bank for International 
Settlements) finally releases its recommendations for outsourcing in financial services [BIS 2004b] to be incorpo-
rated into national regulations. Furthermore, the digital character of the banking and finance industry acts as a driver 
for outsourcing. Applying the findings of this study to other industries might introduce additional risks or change 
risk magnitudes due to increased staff operations. Thus, our findings are only directly applicable to the BFI in Ger-
many. 
7.3 Further Research 

After analyzing the perceived risk of BPO in greater detail a comparable approach to the perceived benefits of 
BPO seems promising. A combination of the findings of both measures and their influence on managers' attitudes 
might add to the understanding of the outsourcing decision. Furthermore, the development of innovative risk-sharing 
approaches seems to be a relevant area for additional research, especially taking into account the advances of the 
Bank for International Settlement regarding the sanctions for operational risk in the banking system [BIS 2004a]. 
The transfer of risk in accordance with the transfer of the risk-carrying business processes from bank to service pro-
vider is a major field for further research with great potential for the academic and practitioner community. 

8 Conclusion 
In this paper, our main overall hypothesis that perceived risk negatively influences managers' attitude towards 

BPO and that attitude strongly influences the outsourcing intention could be empirically supported. This was done 
by conducting a quantitative empirical study within the German BFI by questioning 593 senior bank managers. The 
high response rate of 36.8% provided significant high loadings and high R2 values on the applicable constructs. 

The research differs from previously conducted studies on risk in outsourcing by emphasizing how BFI manag-
ers actually deal with risky choices. It was shown that a BFI manager's attitude changes according to the perception 
of risk magnitude. The ranking of the individual risks per risk facet provides valuable insights into the causes and 
drivers of risks. In particular, the formation of strategic risk with its individual risks adds to the scarce knowledge of 
the possible outcomes of outsourcing on a bank's flexibility and innovativeness. Thus, BFI managers may use our 
formatively measured strategic risks to assess the impact of outsourcing on their institutional agility. The theoreti-
cally deduced and empirically tested indicators are not only useful for scholars calibrating future surveys, but also 
for risk managers trying to identify the causes and drivers of overall outsourcing risks. Managers in the BFI may use 
these results to construct risk assessment tools – such as cause-effect-models – which guide risk analysis within the 
outsourcing decision process. The findings of this study also offer insights to readers in charge of service provider 
operations into the 'gut feelings' of their clients. This may lead to a better understanding of the clients' needs and the 
issues which make them reluctant to accept BPO offers. Contributing to improving the mutual understanding of 
goals - and of fears - of both outsourcers and service providers also follows the recommendations of the recent out-

 Page 90



Journal of Electronic Commerce Research, VOL 7, NO.2, 2006 

sourcing literature and resembles the claim of Chua et al. for net-enabled organizations to consider a wider variety of 
stakeholders [Chua, Straub, Khoo, Kadiyala and Kuechler 2005]. We expect a better understanding of these issues to 
lead to a higher adoption rate of BPO in the German BFI. 
Furthermore, this research contributes to theory as perceived risk theory has not yet been successfully applied to the 
outsourcing decision process. The insights into the structure of the perceived risk of BPO segregating it into four 
risk facets have proven to be an especially valuable approach to explaining BPO in the BFI, adding arguments to the 
discussion on antecedents of the outsourcing decision. To our knowledge this is also the first quantitative empirical 
study which uses a SEM with formative indicators to analyze the perceived risks of outsourcing in a BPO context. 
Other scholars may benefit from our work by analyzing the indicators we have used and applying them to their own 
research. 
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APPENDIX I - Indicators and Measurements 
Table 4: Loadings, Weights and Significance Level of Deployed Indicators 

Construct Indicator Item Load. / 
Weight 

Sign. 
Level CR AVE 

Outsourcing of business processes is associated 
with a high level of risk. a31 0.9090 0.001 

There is a high level of risk that the expected 
benefits of outsourcing will not materialize. a32 0.8967 0.001 Perceived risks 

Overall, I consider the outsourcing of business 
processes to be risky. a33 0.9183 0.001 

0.934 0.825 

Overall, my attitude towards outsourcing of busi-
ness processes is positive. a50 0.8944 0.001 

The outsourcing of business processes is an attrac-
tive alternative to internal production. a51 0.9252 0.001 

I believe that the benefits of business process out-
sourcing outweigh the associated risks. a52 0.8986 0.001 

Attitude towards 
BPO 

Overall, the outsourcing of business processes 
provides our bank with added value. a53 0.8698 0.001 

0.943 0.805 

If there is a superior offer, the process I am in 
charge of should be outsourced.  a54 0.8417 0.001 

Our bank should increase the existing level of out-
sourcing. a55 0.8925 0.001 

Intention to in-
crease level of 
BPO I support further outsourcing of business proc-

esses. a56 0.9326 0.001 

0.919 0.792 

The service provider does not have sufficient out-
sourcing experience. a62 0.2456 0.05 

Throughout the period of validity of the contract 
the quality of service steadily declines.  a63 0.1953 0.1 

The process is too complex to be properly exe-
cuted by the service provider.  a65 0.2263 0.1 

Employees of the bank and the service provider 
do not properly collaborate.  a67 0.3547 0.001 

Performance risk 

The service provider will not be able to provide a 
level of security for confidential data that meets 
the standards of the bank.  

a26 0.2840 0.005 

The transition costs and duration exceed the cal-
culated budget and time frame. a78 0.4111 0.001 

The service provider tries to increase his profit 
through hidden or non-transparent costs. a69 0.5370 0.001 Financial risk 
The cost of switching service providers is so high 
that the bank faces a lock-in situation with the 
vendor. 

a71 0.3017 0.005 
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Construct Indicator Item Load. / 
Weight 

Sign. 
Level CR AVE 

By outsourcing business processes the bank becomes de-
pendent on the service provider. a58 0.4457 0.001 

The service provider and the bank pursue contrary objec-
tives.  a81 0.3376 0.005 

The bank loses its capability of long-term operational in-
novativeness.  a82 0.3299 0.005 

Strategic 
risk 

By outsourcing business processes the bank loses control 
over decision making processes. a59 0.1785 0.1 

Outsourcing the business process for which you are re-
sponsible will damage your standing among colleagues 
and business partners? 

a22 0.4901 0.001 

Outsourcing of the business process is de facto irreversi-
ble. a83 0.5023 0.001 

Psychoso-
cial risk 

Errors of the service provider damage the reputation of 
our bank. a73 0.4583 0.001 

  

 
APPENDIX II - Cross-loadings 

Table 5: Cross-loadings of Reflectively Measured Constructs 
Construct 

Item PercRisk Attitude Intention 
a31 0.9090 -0.4854 -0.3362 
a32 0.8967 -0.5559 -0.3703 
a33 0.9183 -0.6057 -0.4585 
a50 -0.4660 0.8944 0.7144 
a51 -0.4767 0.9252 0.7175 
a52 -0.6094 0.8698 0.5795 
a53 -0.6198 0.8986 0.6639 
a54 -0.3077 0.6474 0.8417 
a55 -0.3976 0.6361 0.8925 
a56 -0.4361 0.7045 0.9326 

N.B.: All items highlighted are significant at the 0.001 level 
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