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ABSTRACT
This paper aims to contribute to existing literature on the factors that
influence the choice of performance monitoring systems used in public
sector IT outsourcing contracts and to highlight the need for further
research in this area.  This is achieved by discussing prior research and
key factors identified and how they contribute to the development of a
conceptual model.  This model is reviewed against findings of a major
Australian government study and a programme of research to test, refine
and validate the model is proposed.

INTRODUCTION
The Information Technology (IT) outsourcing market continues

to experience substantial growth, with an estimated market value of over
US$ 120 billion in 2002 (Lacity and Willcocks 2001).  This increasing
focus on IT outsourcing has not only been restricted to the private
sector.  Increasingly public sector agencies are choosing to outsource
their IT needs in an attempt to improve the efficiency and effectiveness
of services delivered, to reduce costs and to enhance accountability.

To date, little research evidence has been accumulated on the
management of IT outsourcing contracts or on identifying the factors
that influence the choice of performance monitoring systems used in IT
outsourcing contracts.  A key issue in contract management is monitor-
ing of the contractor’s performance to ensure that all the agreed
objectives specified in the contract are achieved.  Outsourcing of
information technology services is not a simple process.  The high
number of organisations that fail to successfully achieve their objectives
highlights this fact (Greco 1997).  This paper outlines a conceptual
model based on factors that influence choice of performance monitoring
systems used in public sector IT outsourcing contracts.  This model and
its theoretical underpinnings is presented and a programme of research
to test, refine and validate the model is proposed.

PRIOR RESEARCH
IT Outsourcing Research

Over the past decade a considerable amount of research on IT
outsourcing has been conducted.  This research has focused on numerous
areas, including:

• types and extent of outsourcing;
• risks and benefits of outsourcing;
• strategic sourcing;
• identification of best practices that distinguish success from

failure.

Public Sector Outsourcing Research
Prior research in outsourcing services in the public sector has

mainly focussed on the extent of outsourcing and its impact on quality,
cost and accountability.  In terms of quality, various critics of public
sector outsourcing argue that competition often reduces prices at the
expense of quality.  The proposition that contractors have an oppor-
tunity to reduce costs in ways that may lead to a substantial deterioration

of quality has been demonstrated theoretically by various authors
(Domberger and Hall 1995).  In contrast, according to the Industry
Commission of Australia report (ICA 1996), outsourcing provides an
opportunity for agencies to improve their quality of service delivery
through a better understanding of specification requirements and greater
flexibility in choosing service providers.  Domberger (1998) claims that,
prior to outsourcing in the public sector; formal specification and
monitoring systems often did not exist making it difficult to draw
conclusions about changes in performance and or quality.

In terms of cost, many empirical research studies on cost savings
due to outsourcing have been conducted (Domberger 1998).  In summary,
the Industry Commission (ICA 1996) concluded that 75% of Australian
and Overseas empirical studies found that outsourcing reduced the
ongoing costs of service provision by approximately 10 to 30 percent
in over half of the services studied.  There is however, limited evidence
on the magnitude of transition and contract management costs. (ICA
1996) .

In terms of accountability, within the public sector it is suggested
that there are two dimensions of accountability against which perfor-
mance should be monitored.  Research in the area of accountability has
resulted in conflicting views as to the level of changes in accountability.
Some authors believe that accountability is reduced, whereas others state
it is increased (Mulgan 2000).

Critics of contracting are particularly concerned with issues of
accountability and a potential weakening of control and governance
structures (Domberger and Hall 1996; Mulgan 2000).  Mulgan (1997, p
115) claims that contracting out involves ‘some reduction in account-
ability through removal of direct departmental and ministerial control
over the day-to-day actions of contractors and their staff’.  The Industry
Commission of Australia (ICA 1996) has the opposite view and claims
that when agencies transfer responsibility for service provision to other
parties through legally enforceable contracts, it does not relinquish
accountability.  While the mode of service delivery changes, the agency
still remains accountable for the performance of the service functions
delegated to it.  Further, they claim that contracting has the potential
to enhance accountability by requiring the contracting agency to specify
clearly, not only the service to be delivered, but also the criteria on which
the contractor’s performance is to be measured and monitored.

Prior research into the performance monitoring methods used in
public sector outsourcing contracts is limited and mostly not specifically
related to IT outsourcing (e.g., Hall ad Rimmer, 1994).

Contract Management and Performance Monitoring Systems
A key issue in contract management is the monitoring of the

contractor’s performance to ensure that all the agreed outcomes
specified in the contract are met on time and within budget.  The precise
nature and extent of monitoring required will vary from contract to
contract and is dependent upon the nature of the work, the type of
contract, level of risk, and the relationship between the contractor and
the agency involved.  Monitoring can range from the most basic
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acceptance of a delivery and payment, to more complex situations that
require extensive involvement of both agency and contractor staff
throughout the contract term.  According to the JCPAA (2000), the
responsibility for monitoring performance can be either ‘direct’ or
‘devolved’, or a mix of both.  With direct monitoring, the agency
conducts most of the monitoring, whereas with devolution the contrac-
tor is largely responsible.

Research in the area of contract management indicates that there
are a number of approaches to performance monitoring of service
contracts, including the use of service level agreements, key perfor-
mance indicators, benchmarking, regular contractor reports on out-
comes, customer surveys, customer complaints, and direct inspections
(e.g., Halvey and Melby 2000).  For those services where it is particularly
difficult to monitor outcomes, a number of monitoring methods may be
combined.

The development of performance indicators and their incorpora-
tion into contracts is shown to be a valuable method of ensuring objective
assessment of contractor performance.  For example, Hall and Rimmer
(1994, p 456) define performance indicators as ‘quantitative and
qualitative statistical information, which is used to assist in determining
how successful an organisation is in achieving its objectives’.  Further,
they claim that three broad types of key performance indicators can be
used by public sector agencies in meeting different levels of accountabil-
ity: these include workload, efficiency and effectiveness indicators.

Ittner and Larcker (1998, p205) suggest that ‘the choice of
performance measures is one of the most critical challenges facing
organisations’.  Performance monitoring systems are important in an
IT outsourcing contract because they help organisations determine
whether they are achieving their objectives, access the quality of
services provided and identify problems that need corrective action.  In
recent years research on performance measurement systems has mainly
focused on the different types of performance measures currently used
in organisations.  These different types of measures include financial,
non-financial, qualitative and quantitative approaches. Ittner et al
(1997) suggest the most recent research has centred on the use of non-
financial measures for evaluating organisational performance, develop-
ing organisational strategy and choosing among improvement oppor-
tunities.

Very little research evidence has been accumulated on the factors
that influence the choice of performance monitoring systems used in
service contracts.  Specifically, which factors influence public sector
agency decisions to choose between different performance monitoring
systems?  Why do organisations choose service level agreements (SLA),
performance indicators (financial, non-financial, qualitative and quan-
titative), reporting, customer surveys and inspections when monitoring
contracts?

FACTORS INFLUENCING PERFORMANCE
MONITORING SYSTEMS CHOSEN

A number of factors influence the choice and level of performance
monitoring methods used in contracting.  This preliminary research
indicates that risk, relationships and the outsourcing contract are key
factors.

A preliminary model on the factors influencing the choice of
performance measures used in IT outsourcing service contracts has been
developed. (Figure 1 below).  This model is based on the literature
reviewed and in particular best practice contract models identified.  The
following is a summary of the four key independent variables in the
model.

Risk Management - The identification, assessment and monitoring
of risks associated with outsourcing services is an integral part of both
good business practice and sound contract management.

 Relationship Management - Successful management of the con-
tract depends to a large extent on the relationship built between the
agency and the organisation undertaking the outsourced activity.
According to Hurley and Costa (2001 p57), ‘managing the ongoing
relationship is the most important part of the outsourcing cycle’.

Contract Design / Specification / Service Level Agreement - ‘The
contract is the formal link between the contractor and the contracting

agency.  It is the legal structure through which the key elements of the
relationship are made clear’ (ICA 1996, p321).  A well-designed contract
specification or service level agreement is the primary source of
information for the contractor on the level of performance expected.

Government Rules and Policies - Each level of government is
regulated by legislation and acts of parliament, treasury regulations,
policies, procedures and professional accounting standards (i.e. AAS 27,
AAS29 and AAS 31).  Accountability in the public sector consists of
multiple levels.

The conceptual model outlined in this paper shows that institu-
tional pressures from both external  and internal stakeholders influence
the choice of performance monitoring systems used in public sector IT
outsourcing contracts.  For example, these include: resource providers,
users, customers and clients of the organisation.  Which of these
stakeholders has the greatest influence in the design of the performance
monitoring systems is an interesting question that will be addressed by
this research.  By gaining a better understanding of the competing
stakeholders’ interests will ultimately help in the design of more
efficient and effective performance monitoring systems.

CONSORTIUM IT CONTRACTING IN THE WA
PUBLIC SECTOR

This section details a performance audit report tabled in parliament
in December 2001 on the efficiency and effectiveness of Consortium IT
Contracting in the Western Australian Public Sector (AGWA 2001).
The key findings of this audit report reinforce the importance of sound
contract management and performance monitoring practices.  This
report also highlights the importance of the factors identified in this
paper and their relevance toward successfully managing and achieving
the objectives of an outsourcing contract.

According to the Auditor General of Western Australia (AGWA
2001), the findings of this performance audit are very important to the
future of IT Outsourcing in the Public Sector and agencies should learn
from the mistakes made in these two consortium contracts.  This
performance audit review examined the BDMW and BIPAC consortium
contracts established in July 96 and October 97 respectively.  The
approach used in this review to determine the success of the contracts
was to measure whether the objectives stated in the contracts had been
achieved.  The method followed in this review was to examine agency
records and conduct interviews with management, IT and end-user staff.
The following is a summary of the key findings and recommendations
detailed in this report:

Object ives
The key objectives in both contracts were similar, for example;

improve service levels, reduce costs, develop a competitive IT market
in WA, close Centralised Bureau Services and provide agencies with
greater flexibility in acquiring new technology and IT staff skills.  The

Figure 1: Initial performance monitoring systems factors model
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review found that some objectives were not capable of measurement and
those that were, have not been fully monitored by the agencies.  The
review concluded that agencies could not conclusively demonstrate that
the reduction in costs and improved service levels had been achieved.
The review recommended that in future contracts, agencies need to
establish clear measurable objectives that enable proper valuation of
contract outcomes.

Performance Monitoring System
According to the review, the Service Level Agreement (SLA)

specified each agency’s relationship (i.e. Partnering) with the contrac-
tor, the types of services required, and the performance measures
specified in the ‘scorecard system’.  The audit found that in general
agencies had not established the systems to monitor and actively manage
cost savings and service level performance.  Only two of the six agencies
examined collected independent data to monitor performance and only
one agency collected independent performance data before and after the
contract commenced.  They relied mainly on the monthly performance
reports produced by the contractors and did not undertake regular
independent audits of the charges.  They also found that the scorecard
performance monitoring system was limited due to their complexity,
the technical nature of the indicators and the focus on penalties rather
than incentives.

The audit review recommended that agencies need to establish
service level performance measures which measure user requirements
and either collect independent performance data or regularly check, or
audit data provided by the contractor.  They also recommended that the
contractor’s performance should be monitored by someone other than
the contract manager and regularly benchmarked against industry
standards.

Contract Management
The review found that the management of contracts subsequent to

the procurement and transition stages was less than effective. Agencies
could not demonstrate that they had actively managed the contracts.  In
general, they relied on the monthly performance reports produced by
the contractors and did not undertake regular independent audits of the
charges.  The review also found that the use of ‘management commit-
tees’ to review the effectiveness of performance measures and objec-
tives was not effective.  Measures were under review for long periods of
time and not all agencies attended committee meetings on a regular basis.
The audit review recommended that agencies should establish perfor-
mance monitoring systems that enable them to actively manage the
contracts and measure whether the objectives have been achieved and
should not rely solely on the contractor’s performance reports.

Risk Management
This report reinforced the importance of risk management as an

integral part of sound contract management.  The review found that the
assessment of risk had not been conducted in accordance with govern-
ment rules and regulations.  Further they found that effective ongoing
management of the contract and disaster recovery arrangements had not
been implemented.  The report stated that outsourcing provided agen-
cies with the ability to transfer the risks associated with IT asset
ownership and acquisition of IT skills to the contractor.  However, it
did not allow agencies to transfer their accountability for the service
performance or eliminate the management of risks entirely.  Agencies
needed to learn how to manage a new set of risks associated with the ‘loss
of control’ over staff, equipment, quality, security and timeliness of the
service.  The audit review recommended that agencies needed to ensure
that all future outsourcing decisions are undertaken in accordance with
State Supply Commission and Standards Australia guidelines.  Agencies
also need to implement an effective ongoing management structure and
disaster recovery arrangements.

Conclusions about the Proposed Model
The key findings and recommendations of this performance audit

report match the factors detailed in the proposed model and therefore
confirm its validity.  For example, based on the partnering relationship

and high level of risk identified in these contracts, agencies should have
established an appropriate performance monitoring system that they
could use to actively manage the contracts and was capable of identifying
whether the objectives had been achieved.  Also, given the open book
pricing and scorecard – incentive systems, agencies should have scruti-
nised the contract charges themselves and not relied solely on the
performance results supplied by the contractor.

In summary, the key findings and recommendations of this perfor-
mance audit highlight the importance of performance monitoring
systems, provides broad agreement for the conceptual model proposed
and points to a need for further research in this area.  The next section
summarises a programme of research to the proposed conceptual model.

PLANNED RESEARCH
The objective of this research is to contribute to the knowledge on

the factors that influence the choice of performance monitoring
systems used in public sector IT outsourcing contracts. Specifically, the
major outcomes to be addressed in this research are to:

• identify what factors influence the choice of performance moni-
toring systems used; and

• test, refine and validate the conceptual model presented in Figure
1

Minor outcomes are to:

• provide information on performance monitoring systems used
and whether a lack of these systems leads to poor contract
management and failure;

• identify the important issues that must be managed within an IT
outsourcing relationship; and

• provide information on the effectiveness of performance moni-
toring methods currently used.

In order to address the different research questions posed in this
study a combination of both quantitative and qualitative research
methodologies will be used. It is anticipated that by using a combination
of methods, a better understanding of the issues will result. Both
quantitative and qualitative data will be gathered using exploratory field
study and survey research methodologies. This will be conducted in three
phases.

In the first phase, already completed, the literature has been
examined and conceptual model has been proposed. The second phase
is to conduct a series of eight case studies in the public sector (Western
Australian state government and local government) which, via semi-
structured interviews and documentary evidence, will review the model.
The cases will cover small, medium and large government agencies.
While the elements of the model provide a boundary for the data
collection in this phase, the research approach will be utilising an
interpretive of qualitative data obtained from the case studies. The
outcome of this phase will be a revised conceptual model. The third phase
will be to test the revised model in an Australia-wide survey of all levels
of government (local, state, and federal).

CONCLUSION
This paper represents phase one of this research program.  The

initial conceptual model presented in this paper is based on the literature
reviewed and in particular best practice contract models identified.  This
preliminary research indicates that risk, relationships and the outsourcing
contract are key factors that influence the choice and success of
performance monitoring systems used.

With the move to greater outsourcing of programs and services,
public sector agencies now face a new challenge and must equip them-
selves with a range of new skills, knowledge and experience to ensure that
contract management is efficient and effective.  According to a recent
report by the Joint Committee of Public Accounts and Audit (JCPAA
2000, p 1), ‘the search for excellence in contract management is one
of the most pressing challenges for the Australian Public Service to
address’.  A key issue in this search for excellence in contract manage-
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ment is the monitoring of the contractor’s performance.  Without this
knowledge, agencies are unable to actively manage the contract, identify
problems and verify whether they have achieved their objectives.

Outsourcing of information technology services is not a simple
process.  The high number of organisations that fail to successfully
achieve their objectives highlights this fact (Greco 1997).  Further
research is needed in this important area. Information in this area will
allow practitioners to better understand the important factors that could
be used to assist in the successful management of contracts.
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