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Abstract
This paper theoretically argues and empirically
evaluates how a firm’s internal alignment and
governance processes impact the service quality
received from an external IT outsourcing provider.
Using data from 154 firms, it is shown that good
internal business/IT alignment leads to better and more
accurate provider control processes which in turn
improve service level agreements. The paper
contributes to the literature in linking internal
governance with external IT service quality, and by
disclosing a largely neglected influence of alignment
on governance and control processes.

1. Introduction
Business/IT alignment has been shown to be a
crucial predictor of superior business process
performance, IT success, and competitive advantage
[1, 20, 28, 42, 50]. Also and in particular in the context
of IT governance, business/IT alignment is mentioned
as one important aspect of IT governance when it
comes to implementing IT and business strategy so that
both work together in a value creating manner [15].
Previous work on IT governance also suggests that IT
governance influences business/IT alignment [48]
referring to the goal of IT governance to improve
alignment [27]. On the other hand, many studies are
engaged in identifying and evaluating the effects of
alignment. While there are studies indicating a direct
effect of business/IT alignment on business or firm
performance [5, 47], several others have revealed a
rather indirect impact, incorporating e.g. IS usage and
IT flexibility as mediators [4, 50]. Business/IT
alignment is also important in inter-firm relationships
by influencing outsourcing governance. This is due to
the IT unit which is engaged in alignment activities
towards business units but also towards external

providers and thus plays a mediating role.
Additionally, the role of a ‘good’ contract becomes
even more distinctive when at least parts of the focal
firm’s IT are outsourced to an external vendor.
However, research that investigates the effect of
business/IT alignment on performance in an
outsourcing context while considering IT governance
not as an antecedent but as a mediator and moderator is
rare. A prevalent and widely accepted perspective on
the relationship between IT governance, business/IT
alignment, and business performance or business value
postulates IT governance as an enabler of alignment
and alignment as an enabler of IT-generated business
value [49].
Our research tries to extend this view and to
contribute to the understanding of how IT governance
and business/IT alignment are interrelated in regard to
explaining superior service quality (SQ) in IT
outsourcing relationships. Therefore, we examine the
role of various formal control processes, which
represent one aspect of IT governance, between vendor
and client for enhancing the effect of business/IT
alignment on success. We choose control processes,
because the controlling of service providers is an
important core element in outsourcing relationships
that almost always encompasses formal and written
descriptions of procedures, is always contractually
agreed on, and is implemented in every relationship. In
addition, we suggest including the quality of service
level agreements (SLAs) when looking at the
interrelationship between business/IT alignment and
outsourcing success, to which we refer in terms of
service quality delivered by the service provider.
Finally, we aim at a more granular picture of IT
governance considering its various facets, showing that
there are some parts of IT governance which moderate
and/or mediate the effect of alignment on performance,
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while others, as shown in prior literature, improve
alignment [48].
Our underlying research question is:
How does IT governance and client-internal
business/IT alignment affect service quality in IT
outsourcing relationships?
To answer this question, we build on data from an
empirical survey among the 1,000 largest German
banks in 2008. Precisely, the main focus of this survey
was on the relationship between the bank and its
respective IT service provider.
The remainder of the paper is structured as follows:
First, a brief literature review is given reflecting
business/IT alignment and IT governance. Then, the
research model is developed and statistically tested,
and the results are described. Finally, we discuss the
results and present our limitations and conclusions.

2. Theoretical foundation
2.1. Business/IT alignment
There is a quite mature strand of literature on
business/IT alignment in general, and regarding
strategic alignment in particular [9]. The main focus of
strategic alignment lies in assuring congruence of IT
and business plans and goals over time, and
furthermore to make them support each other. Previous
literature has investigated alignment as a construct
covering different facets on both a strategic and a
structural level within a firm [25]. While the facets of
strategic alignment and the ways of how to implement
actions to improve these facets in practice are widely
understood, there is no consistent model that explains
the concrete implementations of these strategies into
daily business processes or projects. But “strategies are
only effective when they are translated into actions
readily” [20, p. 23], leading to the assumption that
more research into alignment on tactical or operational
level is needed.
This issue is addressed by recent studies which
have suggested looking especially on a social
dimension of alignment [41, 42]. Based on [21, 36, 41,
42, 52], [50] has proposed and empirically tested a
three-dimensional operational alignment construct
(interaction, shared domain knowledge, cognitive
linkage) to cover the key areas that should be
incorporated in research as well as in practice.
First, interaction refers to both the extent and the
quality of interaction taking place between business
and IT personnel. Hence, it involves e.g. how often
distinct employees meet and talk to each other, whether

these conversations are more formal or informal in
nature, and if meetings and other interaction patterns
are of high quality, thus leading to an acceptable result.
Second, shared domain knowledge is concerned
with the IT and business units´ knowledge about the
respective other unit´s domain. Consequently, this is
also a bidirectional issue. On the one hand, in order to
being able to support the business with adequate
services and fulfill the demands, the IT unit should
have considerable knowledge about the business
processes and activities [47]. On the other hand, the
business should have basic IT knowledge as well as
knowledge about IT processes, so that e.g. the potential
provided by the IT can be leveraged and requirements
are communicated correctly.
Third, cognitive linkages address mainly soft
factors like mutual trust, commitment, and respect
between business units and IT. Besides the fact that
these three dimensions are highly interrelated, the latter
one has already been shown to be very important for
developing and maintaining strong relationships
between different people and work groups.

2.2. IT governance
In 2007, Luftman and Kempaiah [34] provided an
update on the status of business/IT alignment in
practice. They provide a maturity assessment with five
important elements of which governance is one
element. Governance deals with the distribution of
decision authority [44, 45] and with processes at
different levels “to set priorities and to allocate IT
resources” [34, p. 166], and “also involves managing
external partners and ensuring regulatory compliance”
[34, p. 171]. More recently, van Grembergen and De
Haes have provided an updated definition of IT
governance by stating that “enterprise governance of
IT addresses the definition and implementation of
processes, structures and relational mechanism[s] that
enable both business and IT people to execute their
responsibilities in support of business/IT alignment and
the creation of value from IT-enabled business
investments” [49, p. 1]. This definition reflects a shift
from viewing IT governance as an end to itself to a
more business-centered point of view with a clear
focus on the interests of the whole company regarding
the governance of IT.
In practice, several frameworks exist to guide
managerial action. Maybe, the most prominent
guidelines for IT governance are provided by the IT
Governance Institute (ITGI - http://www.itgi.org).
ITGI, founded in 1998, provides resources for
managers such as case studies and best practices.
Among those is an IT governance framework
exhibiting a feedback between five elements: (1) set
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objectives; (2) provide direction; (3) IT activities; (4)
measure performance; and (5) compare intention and
result of actions. IT activities are actions to actually
“exercise the IT governance responsibilities and the
subjects comprise those items that typically get onto an
IT governance agenda (objectives, opportunities, risks,
key processes and core competencies)” [27, p. 34]. IT
processes are directed by strategy, use resources such
as information systems and IT skills and report e.g. on
outcomes and risks.
Among those processes are IT governance
processes such as IT performance measurement, SLAs,
and benefits management and reporting [16]. In an
outsourcing context, formal agreements and contracts
with the provider along with more or less sophisticated
outcome-oriented and/or behavior-oriented control
mechanisms are quite common and are investigated
from different perspectives in many studies (e.g. [8, 11,
17, 19, 33]). Therefore, for our purpose we focus on IT
governance processes in terms of formal control
processes in the following paragraphs.
In general, control processes are recognized to help
organizations to achieve their goals [30]; thus, control
can be broadly viewed as an attempt by an individual
or a group of individuals to influence people to take

actions and make decisions which are consistent with
the goals and objectives of the organization [13, 18,
38]. There exist two categories of control: formal and
informal control. Formal control can be distinguished
into behavioral or process control (dealing with the
control of process execution and employee behavior),
and result or outcome control (reflecting traditional
comparisons of to-be and as-is) [14]. Informal control
is considered in terms of social control, meaning the
check for compliance of codes and values [38]. In this
part of our research, with respect to IT control
processes, we focus on the formal modes of control,
because those modes are well documented in contracts
and procedures and, to the best of our knowledge, are
implemented in all outsourcing relationships.

3. Research Model
In this section we develop our research model
which then will be statistically tested. First, the
different constructs are described, and then the
hypotheses are developed. The overall model is shown
in figure 1.

Interaction
Alignment
(secondorder
construct)

Cognition

H6+

Knowledge

Client
Importance
(Control)

H1+

H2+

H7+

Control
Processes

H3+

H4+

Service
Quality

H5+

SLA Quality

Figure 1. Research model.

Our final dependent variable representing the
outsourcing success measure is the service quality
delivered by the outsourcing provider. While
performance or success could also be assessed by
looking at the overall satisfaction and degree of
achieving outsourcing goals (e.g. cost reduction) [32],
we think that a perspective focused on service quality
is appropriate since the goal is to better understand the
influence of alignment on an operational level, not a
strategic one.
Achieving a sufficiently high level of IT service
quality not merely depends on the ability of the service
provider (firm-internal IT unit or external IT vendor) to
perform the requested services reliably and

dependably. In order to enable the vendor to deliver
high service quality, client firm-internal business/IT
alignment (in terms of the three social dimensions
defined above) is important as argued in the following.
Actually, an outsourcing relationship involves three
different parties, being the client’s business units as
service users, the client’s IT unit, as retained IT
organization and intermediary to the third party, which
is the service provider.
First, looking at the interaction dimension of
alignment, it is necessary that service users (i.e. the
client´s business units) and the client´s IT unit interact
in an effective and efficient way in order to clearly
articulate and discuss e.g. actual demands and
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problems so that each party is accurately informed.
Close interaction ensures that channels are available
that enable and ensure timely and accurate transfer of
knowledge between service user and the client’s IT
unit, which then can in turn inform the service provider
in a timely and accurate manner. This enables faster
and more solution-oriented reactions of the IT service
provider as well as services that better fit the needs of
the client.
Second, the cognitive dimension of business/IT
alignment is expected to facilitate service quality, too.
When people trust and rely on each other, they will
likely be more responsive and perform in a better way,
because they do not want to disappoint the other part in
such well-established relationships [51]. Furthermore,
the flow of knowledge is facilitated by trusting
relationships [21].
Third, knowledge sharing is important for high
service quality. The reason lies, among others, in the
fact that if the retained IT unit has considerable
knowledge about the client´s processes it will most
likely be able to request better solutions customized to
the requirements from the provider. Considering an
outsourcing context, shared domain knowledge has
already proven to be of high relevance for success [31,
32]. In this research, the focus is on the internal IT
unit´s knowledge about the firm´s business, which is
particularly important since the retained IT unit acts (at
least partly) as gateway to the external IT service
provider. Thus the IT unit’s knowledge about the
client`s business is enhanced by business/IT alignment
as well as the responsiveness to requirements of the
business unit. This in turn increases the ability and
willingness of the client’s IT unit to equip the service
provider with accurate and relevant knowledge about
the business unit’s needs and to force the service
provider to provide responsive services that match with
business needs.
As already noted in the theory section, the three
dimensions of business/IT alignment are highly
interrelated. Thus, we model alignment as a secondorder construct.
Based on these considerations, we propose the
following hypothesis:
Hypothesis 1 (H1+): Business/IT alignment within
the client firm positively affects service quality of the
vendor.
Considering the control processes as part of IT
governance processes business/IT alignment can also
be argued to lead to a better implementation of such
control mechanisms both regarding client-internal
control (like user satisfaction surveys) and other
mechanisms
with
vendor
involvement
(e.g.

performance reports by the vendor which show the true
service level, and the client´s possibility to directly
assess the provider’s performance measurement tools).
When there is a high level of knowledge and a good
relationship between business units and internal IT
unit, the retained IT may support this by implementing
formal control processes to improve or maintain a good
relationship to the external IT provider. So it can
ensure high responsiveness and proof to the business
unit that it is truly engaged in guaranteeing high
service quality. Thus, we state the following
hypothesis:
Hypothesis 2 (H2+): Business/IT
positively affects control processes.

alignment

Furthermore, it is important that the contents of the
outsourcing contract including the service level
agreements (SLAs) are designed accurately. However,
there are several crucial issues like e.g. the level of
detail, the definition of tasks and responsibilities, and
the granularity of performance reports that need to be
respected. These aspects, building another construct in
our model, are hard to address in a sufficient way in
situations where IT and business do not work together
very closely. The reason is that only when alignment is
good in terms of the three dimensions described in
section 2.1, all involved persons will know what really
needs to be controlled, which data have to be collected
and shared, and which tasks have to be conducted by
whom. This leads to our third general hypothesis:
Hypothesis 3
positively affects
agreements.

(H3+): Business/IT alignment
the quality of service level

Furthermore, firms that have implemented
appropriate formal control processes might be able to
improve service levels or to increase the probability
that agreed upon SLAs are fulfilled, respectively.
SLAs, among others, define the requested services
and at least the desired minimum quality levels.
Additionally, an SLA might comprise descriptions how
monitoring will be applied and by whom. Furthermore,
it can be agreed on what is to be monitored besides the
pure outcomes of a service, i.e. controls of process
inputs and the service process itself. Those measures
render possible to detect probable issues in advance,
before service outcomes might be affected.
Whenever clear monitoring rules are set up, the
controlled party (which is the IT provider in our case)
will be likely to show reduced opportunistic behavior,
since including wrong or too weak service levels into
an SLA, or potential problems with the provided
service causing outages and violations of the SLA later
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on, will be noticed quite early by the client. Therefore
corrective actions can take place at an early stage. The
same holds for deviations from negotiated service
levels which will be noticed very fast and
corresponding corrective actions can be carried out.
Consequently, our next hypothesis is as follows:
Hypothesis 4 (H4+): Control processes positively
affect the quality of service level agreements.
A rather intuitive assumption is the one that high
quality SLAs will cause higher service quality [22].
When it is clearly defined and contractually agreed
upon what the client firm needs and expects from its
provider, this provider is able to create and maintain
precisely those services. This leads to our next
hypothesis:
Hypothesis 5 (H5+): The quality of service level
agreements positively affects service quality.
As already described at the beginning of this paper,
there are different findings concerning the way
business/IT alignment influences success. In general, it
can be said that good alignment not necessarily leads to
a superior performance in a direct way. The underlying
rationale is that alignment manifests to a considerable
extent in more or less soft factors which depend on and
influence other aspects, resulting in a rather complex
system of factors that are interrelated and influence
each other [50]. Although we model a direct
relationship between client-internal business/IT
alignment and service quality received from an outsourcing provider, our main contribution is including
contractual issues like e.g. service level agreements as
one possible issue influencing the impact of alignment
on service quality. While items fixed in an SLA of
course serve as a mean to improve controllability,
reliability, and certainty in a vendor/client collaboration, we argue that they can also affect the interrelationship between alignment and service quality.
When clear guidelines and commitments are set,
soft factors in the partnership like trust and respect are
supported in a way that e.g. the effort that is put into
providing good services can also (at least partly) be
quantified. Furthermore, if interaction between IT and
business is good, its positive impact on service quality
will become even better when concrete commitments
direct the communication towards higher service
quality.
Considering these points in addition to the other
hypotheses, we propose the following hypothesis:
Hypothesis 6 (H6+): The quality of service level
agreements moderates the relationship between

business/IT alignment of the client and service quality
of the vendor.
In addition to these constructs, we also have
included one indicator reflecting the client´s
importance for the vendor in order to control for
external effects. The rationale is that the more
important the respective client is for the vendor, the
better the control mechanisms will be implemented.
Hypothesis 7 (H7+): The level of the client´s
importance to the IT provider positively affects the
implementation of governance processes in terms of
control mechanisms.

4. Data and methodology
In this section, we first describe the collection of
data used for this analysis, and then present the
measurements and the applied methodology.
This analysis is part of an empirical survey
conducted among the 1,000 largest German banks
(according to total assets in 2007) that have outsourced
the operation and maintenance of the IS for granting
and managing private construction loans and
mortgages to an IT service provider. Consequently, the
study is not concerned with the outsourcing of the
business process itself rather than with the software
system which supports that process. Data collection
took place from April till October 2008. We contacted
the Chief Information Officer (CIO) or other IT
manager responsible for managing the relationship to
the respective IT provider in each bank by phone to ask
for participation. When the IS was provided
completely by the internal IT unit (52 out of the 1,000
initial banks), we excluded the bank from our list and
replaced it by another one (next largest). Those
managers who agreed to fill the questionnaire, received
it by the channel preferred by them (e-mail, fax, mail).
Finally, we received 171 completed and analyzable
questionnaires, indicating a response rate of 17.1%.
Within this sample, the smallest bank exhibited total
assets of 358 million Euro, the largest one 434 billion
Euro (mean=8.6 billion Euro). After deleting those data
sets containing missing values with regard to the
indicators incorporated in our research model, 154 data
sets remained for testing the model.
While using service quality to measure
performance is widely accepted, this analysis
concentrates on a selection of distinct measures to
accurately address service quality in an information
systems (IS) context. Nevertheless, all indicators used
are to be categorized into measures of perceived
service quality. As mentioned in the previous section,
we investigate SQ from an IS point of view and
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therefore adopt items from the IS-SERVQUAL tool as
introduced by Kettinger and Lee [29]. This instrument
has already been used in an IT/IS outsourcing context,
indicating sufficient applicability in this area [23].
Overall, most of the used indicators in the
questionnaire were derived from prior literature and,
where necessary, adapted to our application domain.

Only a few measurements come from own case studies
which have been executed prior to the quantitative
survey. Table 1 shows the operationalization of the
constructs (please be aware that the indicators in our
questionnaire are in German and are translated here).
All items were measured on a five-point-Likert scale
ranging from 1 (fully disagree) to 5 (fully agree).

Table 1. Indicator table

Construct
Alignment
(interaction)
Int
Alignment
(cognition)
Cog
Alignment
(shared
knowledge)
Sha

ID
IB1
IB2
IB3
IB4
IB5
IB6
IB7
IB8

Control
processes
CP

CP1
CP2

SLA quality

CP3
SLA1

IB9

SLA2
Service
quality
SQ
Client
importance

SLA3
SQ1
SQ2
SQ3
SQ4
CI1

Item
There are meetings on a regular basis between IT unit and business unit.
IT and business units effectively exchange information.
Communication between IT and business units in our bank is very good.
There is a high level of mutual trust between IT unit and business unit.
There is a high level of mutual respect between IT unit and business unit.
The business unit views our IT unit as an important consultant.
The employees of the IT unit know the credit process.
The employees of the IT unit are able to interpret business-related
problems and to develop solutions.
Our IT staff has a sufficient banking know how to understand business
problems and find solutions.
The provider’s service reports offer an accurate picture of the provider’s
services.
We can directly access service evaluation measurements to avoid
sugarcoated reports.
We regularly conduct service satisfaction surveys among users.
The outsourcing contract (including SLAs) meets all our requirements and
expectations.
The outsourcing contract (including SLAs) completely controls tasks and
responsibilities of the partners.
The granularity of the service reports meets our demands.
Problems are resolved reliably.
The service provider reacts quickly if there are problems.
The service provider shows adequate readiness to respond to our requests.
Provider staff has a service-oriented attitude.
We are an important customer for the service provider.

For testing the proposed research model we used
SmartPLS (Version 2.0.M3) [43]. In order to being
able to identify mediating and/or moderating effects, a
multi-step approach has to be conducted. First, only the
direct effects were calculated. Second, the mediating
role of formal control processes for the impact of
alignment on the quality of SLAs was assessed. Third,
the moderating role of SLA quality on the effect of
alignment on service quality was examined.

5. Results
Before calculating the PLS algorithm, we evaluated
our measurement model. The analysis of the
measurement model was carried out with respect to
content validity, indicator reliability, and construct

References
[7, 12, 41]

[6, 12, 40,
41]
[2, 41, 46]

Own case
studies [3]

[23,
39]

29,

validity. To ensure stability and statistical significance
of the constructs we conducted a bootstrapping with
500 random samples.
Table 2 shows the factor loadings and T-values of
the indicators used in the model. While the literature
suggests that all loadings should be above .707 and
must not be below .5 [26], only one indicator (CP3) is
between these thresholds and slightly below .707.
Overall, indicator reliability can be assumed.
Convergent validity can be assumed when the
AVEs are above .5 [10] and composite reliability is
above 0.7 [37]. Table 3 shows that these requirements
are fulfilled by our data.
The correlations between the different constructs
are smaller than the square root of the average variance
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extracted (shaded cells in table 4), which demonstrates
sufficient discriminant validity.

Table 3. Quality measures for constructs.

Table 2. Measurement model parameters.

Construct
Alignment
(interaction)
Alignment
(cognition)
Alignment
(shared
knowledge)
Control
processes
SLA quality

Service
quality

Ind. ID
IB1
IB2
IB3
IB4
IB5
IB6
IB7
IB8
IB9

Loading
0.776
0.900
0.838
0.884
0.896
0.826
0.893
0.921
0.849

T-Value
21.959
51.210
30.266
43.858
54.422
25.312
46.634
76.692
31.166

CP1
CP2
CP3
SLA1
SLA2
SLA3
SQ1
SQ2
SQ3
SQ4

0.810
0.780
0.681
0.829
0.793
0.818
0.763
0.757
0.801
0.778

23.165
16.648
10.179
19.280
19.520
30.838
12.311
13.387
14.176
16.373

Int
Cog
Sha
CP
SLA
SQ

Composite
Reliability
0.877
0.902
0.918
0.802
0.854
0.857

AVE
0.705
0.755
0.789
0.576
0.662
0.600

Cronbach’s
Alpha
0.791
0.837
0.866
0.640
0.748
0.782

R2

0.136
0.399
0.166

Table 4. Correlations of latent variables and AVE
square roots (shaded cells)
Int
Cog
Sha
CP
SLA
SQ
Int
0.840
Cog
0.601 0.870
Sha
0.350 0.352 0.888
CP
0.304 0.121 0.183 0.759
SLA
0.336 0.149 0.100 0.624 0.814
SQ
0.164 0.132 0.271 0.354 0.368 0.775

Next, we present the results of testing the structural
model. An overview of the final test including all
mediating and moderating effects is given by figure 2.

Interaction
Alignment
(secondorder
construct)

Cognition

Knowledge

Client
Importance
(Control)

H2+: .211***
T = 2.549
H7+: .265***
T = 3.258

H1: .098 n.s.
T = 0.826
H3: .098 n.s.
T = 1.439

H6: .154 n.s.
T = 1.093

Service
Quality
R2 = 16.6%

H5+: .229**
T = 1.940

Control
Processes
R2 = 13.6%

SLA Quality
R2 = 39.8%
H4+: .599***
T = 10.943

Figure 2. PLS results (overall model)

Looking at the results, we can accept our
hypotheses H2, H4, H5, and H7, while rejecting H1,
H3. H6 shows a considerable path coefficient.
However, it turns out to be insignificant. In addition,
comparing the R2 of service quality in the model with
moderator (.1659) and the one without (.1594)
indicates no considerable effect size (f2=.0078) to
assume a moderating effect. Support for H2 indicates
a positive impact of client-internal business/IT

alignment on the implementation of formal control
processes for controlling the IT service provider.
However, these control processes are also dependent
on the client´s importance for the IT service provider
(H7). Moreover, there is a strong positive effect of
such control processes on the quality of service level
agreements (H4). The quality of SLAs in turn has a
significant positive effect on service quality (H5).
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Although we had to reject H1 representing the
direct link between alignment and service quality in
the final model, we could uncover a mediating effect
here, since H1 was significant in the model that only
consisted of the direct paths.

6. Limitations
Before discussing the findings, we like to discuss
some limitations to critically reflect the results.
Besides the general shortcomings of quantitative
studies such as potential limitation of generalizability
(we only investigated IT outsourcing relationships in
the German banking industry), subjectivity of answer
(questionnaire was sent to only one person in each
bank), and absent longitudinal data (data collection
took place at only one point in time), there are a
number of more specific limitations that need to be
addressed here. First, we investigated only clientinternal business/IT alignment, omitting the
alignment between the client (bank) and the vendor
(IT service provider) – often defined as relational
governance [22] – , which could also significantly
influence the choice, implementation and extent of
formal control processes and furthermore the level of
SLA quality. Second, some of the indicators used
have been derived from case studies instead of
adopting them from prior literature. Third, we
included only one contingency variable (importance
of client to the vendor). However, there might be
several other factors affecting the results such as e.g.
firm size. Finally, looking at the control processes,
we only included formal modes of control
(behavioral and outcome control), while not taking
informal control into account. Fourth, we measured
control processes with only three indicators which
might not comprehend the diversity of control
processes.

7. Discussion and Outlook
The goal of this work was to look at the
relationship between business/IT alignment and IT
governance processes from another perspective than
previous literature has done. So far and to the best of
our knowledge, IT governance processes have
predominantly been considered as antecedents of
alignment [27, 48]. This paper tries to extend this
view by proposing formal control processes and
qualitative issues in SLAs as aspects that arise from
superior business/IT alignment, and influence the
effect of alignment on service quality within an IT
outsourcing relationship. We found some interesting
results by applying the PLS analysis. Essentially, we

have found that the effect of alignment on SLA
quality and service quality is mediated by formal
control processes. Control processes directly and
positively impact SLA quality that in turn drives SQ.
There is an indication that client-internal
business/IT alignment has no direct effect on the
service quality within an IT outsourcing relationship.
In particular, we could show that there is quite a
strong correlation between business/IT alignment and
formal control processes in an IT governance context.
This may indicate an attempt of the retained IT
organization to implement better or more accurate
processes to control the external IT service provider
when the relationship to the business departments is
good. One reason might be to demonstrate great
efforts in order to continuously satisfy and improve
the collaboration with the business units.
Furthermore, such formal control processes can serve
as a way to show high sensibility and responsiveness
to business needs and demands.
Formal control processes showed a highly
significant relationship to the quality of service level
agreements. Thus, implementing control processes in
an appropriate manner can help to more accurately
specify contractual issues in terms of SLAs. Only
when the client-firm itself knows about problems
identified by the IS users, how good or bad the
services provided by the vendor really are, the client
has the chance to adjust SLAs so that they best fit the
current and future business needs. A retained IT that
is highly knowledgeable of its company’s business
requirements can negotiate tight SLAs and challenge
the respective IT provider instead of maybe accepting
poor SLAs due to insufficient knowledge, opening
the door to the vendor for behaving opportunistically.
This would be the case when the provider is in a
position to dictate SLAs easily to fulfill while not
completely satisfying the client´s needs. In this
context, another aspect has to be discussed. Although
only considering contractual issues as a means to
achieve a successful outsourcing arrangement is not
sufficient [24, 35], good and flexible contracts play
an important role, especially in rather intensely
regulated industries like the financial services
industry where information security and system
reliability are crucial success factors. Consequently,
being able to identify problems and deviations from
plans very fast by having dependable control
processes and thus determining reasonable SLAs can
be seen as one way to leverage business performance.
Precise and business-oriented rather than too
technical service level agreements can then result in
high service quality. The significant path between
these two constructs in our model can be explained
by a retained IT organization who knows about the
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business needs, how these needs can be addressed by
IT services and how this knowledge can be made
explicit in form of SLAs. This, in turn, increases the
probability of a well-performing provider. Also, the
provider’s willingness to perform well may be
higher, since there is a higher probability that the
services implemented will fit the needs of the client,
thus avoiding complaints and penalties.
A bit surprising is the insignificance of the direct
link between business/IT alignment and SLA quality.
The rationale might be that e.g. a high level of shared
knowledge and mutual understanding between
business and IT combined with regular and effective
communication would lead to more precise SLAs.
One possible explanation to be further elaborated
would be that alignment itself is not sufficient as long
as it is not accompanied by concrete IT governance
processes making the services measurable, thus
forming a starting point to (re)negotiate SLAs. One
step further, one could say that ‘only’ knowing what
business needs is not enough when clear
measurements are missing. Turning it the other way
round, this would also indicate at least weak support
for a moderating effect of SLA quality on the link
between firm-internal alignment and service quality,
which could not be revealed in a more significant
way in our model, but with a considerable path
coefficient of .154. Alignment can lead to better
service quality, and even better when a good
business/IT relationship is manifested in formal
SLAs. We suggest further investigating this
interrelationship to come to a more complete model
for explaining these first insights.
Finally, we think it would be worth further
examining the interrelationship between IT
governance processes and business/IT alignment,
since our findings indicate that this relation is not
unidirectional. Consequently, the next steps are to
look at the mediating and moderating effects in more
detail, and to extend the model by also incorporating
antecedents of business/IT alignment as well as
additional or other types of control processes. This
could lead to a better understanding of how the
implementation of distinct IT governance processes
in connection with business/IT alignment can
ultimately facilitate the level of IT services.
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