
Abstract—Implementing  management  support  information
systems with the use of outsourcing is the prevalent method of
completing this type of project in Poland. Agency theory is one
of the significant categories of theories used in the analysis of IT
outsourcing. Literature studies indicate a research gap concern-
ing the phenomenon of moral hazard in IT projects consisting in
the  implementation  of  management  support  information  sys-
tems. The scope of this article is to present research results on
the  phenomenon  of  moral  hazard  based  on  the  case  study
method. The research results  may be interesting for theoreti-
cians of business informatics and for practitioners completing
IT projects both in enterprises and government agencies.

I. INTRODUCTION

CCORDING to J. Lee [1], IT outsourcing means man-

aging a company’s IT infrastructure through adminis-

tration mechanisms exercised  in  cooperation  with external

organizations. A particularly interesting area of IT outsourc-

ing is the purchase of implementation services as part of the

completion of IT projects consisting in management informa-

tion system implementation. The author’s research has shown

that IT outsourcing linked directly to the implementation of

management  support  information  systems,  i.e.  ERP,  BI,

CRM and  DMS,  was  used  in  78%  of  Polish  enterprises,

while  the  remaining  22%  completed  this  type  of  project

themselves.1 Consequently, the issue of outsourcing in this

type  of  project  is  clearly visible in the majority of  Polish

companies and it requires further research by theoreticians of

business informatics in Poland. Internationally, issues linked

to IT outsourcing have been the subject of research by busi-

ness informatics theoreticians for many years. J. Dibbern [2]

analyzed  84  articles  on  IT  outsourcing published  between

1992 and 2000. 10 categories of theories used to analyze the

question of IT outsourcing were identified, which were then

divided into three groups: strategies, economy and social-or-

ganizational groups. Agency theory was ranked third in terms

A

1 The research was carried out  between 2012  and 2014  amongst  300
companies based in Mazovia, Greater and Lesser Poland, as well as Upper
and  Lower  Silesia,  which  completed  370  projects  consisting  in
management  support  information  system  implementation.  The  selected
enterprises met the following criteria: number of employees between 80 and
1000, own IT department, minimal income: 40mln PLN.

of the number of publications,2 which shows that it  is fre-

quently used in research on IT outsourcing. Agency theory

stems from the need to explain the behavior of participants in

relations client-contractor, where both parties have different

goals. The risk is known as agency problem, relations – as

contract,  and the parties of the relation – as principal  and

agent. Agency theory addresses the phenomenon of depen-

dency,  where  the  principal  delegates  tasks  to  the  agent.

Agency problem is considered in two aspects [3].  First,  it

refers to the contradictory goals of both parties, which result

in  different  expectations  dependent  on  classifying the  risk

priority differently – the so-called risk preferences, linked to

the agent’s activities  carried  out  on the principals’ orders.

Both sides of the relation try to minimize the risk. Different

goals may result from opportunism, where both sides enforce

the realization of their own goals over common goals. The

second problem refers  to  the mechanism which influences

specific behaviors of the agent, according to the principal’s

expectations [4]. The unit which constitutes the basis of the-

ory analysis is the contract defining the rules of cooperation

between the principal and the agent. Important concepts in-

troduced by the theory are: moral hazard, adverse selection

and programmability. According to the research carried out

by Dembe and Boden  [5],  the term “moral  hazard”  dates

back to the 18th century and was widely used by British in-

surance  companies  until  the  end  of  the  19th century. The

early usage of the term has negative connotations, linked to

fraud or other immoral behavior – usually on the insuree’s

part. Renewed scientific interest in the phenomenon of moral

hazard  appeared  amongst  economists  in the 1960s,  and  it

was not applied to instances of fraud or immoral behavior.

The term would be used to describe ineffectiveness, which

could 

2 The ranking of theories applied to research of IT outsourcing with the
use of 84 articles conducted by J. Dibbern, T. Goles, R. Hirscheim and B.
Jayatilaka  [2].  Theory  of  transaction  costs—16,  Strategic  management
theory—14, Agency theory—10, Group of resource allocation theories—9,
Group of social exchange theories—7, Game theory—4, Theory of power
group—2,  Diffusion  of  innovations  theory—2,  Other  theories,  e.g.  of
knowledge management, risk management, psychological contract —13.
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appear in case of bad risk management, rather than in the 

context of ethics.   

We need to stress here that the agency theory, alongside 

institutionalism, the theory of contracts and the theory of 

transaction costs, constitutes a component of the new 

institutional economy [6], which is based on the idea of 

institution understood in three categories: A. social, defin-

ing the norms of human relations, B. legal, regulating the 

creation, duration and termination of legal relationship 

between legal entities and C. organizational, regulating 

the functioning of formal organizations, safeguarding 

certain norms. 

J. M. Buchanan [7] confirmed that a new contractarian 

paradigm of a new institutional economy is forming, 

which he described by saying that “economics comes 
closer to being a ‘science of contract’ than a ‘science of 
choice’ [...] The maximizer must be replaced by the arbi-

trator, the outsider who tries to work out compromises 

among conflicting claims.” This statement, as well as the 
concept of treating an enterprise as a cluster of contracts 

and making the project’s success dependent upon the 
quality of contracts, fully confirm the rationale of a new 

institutional economy as a central element creating a 

model of IT services in the form of outsourcing. 

The scope of the article is to present research results 

concerning the incidence of moral hazard in IT project 

completion as part of outsourcing. In the article, I focus 

on projects consisting in the implementation of manage-

ment support information systems, i.e. ERP, BI, CRM and 

DMS. The article stems from an attempt to identify the 

conditions influencing the effectiveness of completing a 

given group of IT projects based on outsourcing. In my 

opinion, the factors influencing the effectiveness of IT 

project completion have been changing over the years and 

their character has become increasingly nuanced. This 

results from many factors, i.e. the rapidly changing tech-

nology, the evolution of project completion methods, the 

fast-growing saturation of IT system markets, the hyper-

competition amongst suppliers, the behaviors and practic-

es of suppliers during the process of sale or project com-

pletion. This is why I believe that researching the prob-

lem of outsourcing in IT projects is important, where the 

results will be beneficial both for theoreticians of busi-

ness informatics and practitioners working in companies 

and government agendas. The article belongs to a cycle of 

over a dozen articles that I wrote to present the results of 

my research on IT project completion as part of outsourc-

ing. 

II. MORAL HAZARD IN IT PROJECT COMPLETION 

According to Y. Lichtenstein [8], agency theory de-

scribes the methods of completing IT projects during the 

whole life cycle of a project, i.e. as part of the following 

three stages: 

Stage 1—Organization and completion of a tender 

aimed at selecting a management support information 

system and a company to implement it. 

Stage 2—IT project completion. 

Stage 3—Information system operation on the basis of 

an SLA contract. 

Agency theory presents the contract for the service of 

implementation of a management support information 

system between the supplier and the customer as a rela-

tion between an agent and a principal. During the first 

stage of a project’s life, an outsourcing agreement for the 
provision of IT system implementation services is estab-

lished, and later on a Service Level Agreement is negoti-

ated. Y. Lichtenstein [8] indicates that in case of negotiat-

ing IT project agreements, and later their implementation, 

an incompatibility of both parties’ interests occurs. The 
client’s goal and interest is the completion of an IT pro-

ject within the planned time frame and budget, consider-

ing the Total Cost of Ownership (TCO) and meeting all 

the organizational and technological requirements de-

signed for the project. The supplier’s goal and interest lies 
in achieving a planned income in the whole life cycle of 

the project, meeting the planned quality of completed 

work. Table I (Source: Own Study) presents the contra-

dictions between the client’s and supplier’s interest in 
case of completing an IT project consisting in the imple-

mentation of a management support information system. 

Y. Lichtenstein [8] points out that a high level of in-

formation asymmetry between the supplier-agent and the 

client-principal means that at every stage of the project’s 
life cycle, the supplier-agent may be prone to the abuse of 

trust: moral hazard, which results directly from the high 

level of information asymmetry concerning both the ERP, 

CRM, DMS and BI-class software as such, and the meth-

od of implementing the project. Especially in the case of 

projects completed on the basis of a fixed budget, the 

supplier-agent may have a strong motivation to push the 

cost below the planned budget, which can have an influ-

ence on the quality of services.
3
 

                                                 
3 The research was carried out in 2013. It covered 500 enterprises where 

895 IT projects consisting in the implementation of ERP, CRM, BI, DMS, 

BI and E-learning-class management support information systems were 

completed. The chosen enterprises were based in Mazovia and Lesser 

Poland and the research was conducted among enterprises employing less 

than 400 people. Research results showed that in the management support 

information system market in Poland, the structure of agreement types is as 

follows: 68%—fixed price contract, 27%—time and material contract, 

5%—cost-reimbursable contracts. 
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The supplier-agent possesses all the information about 

their current activities and all their plans linked to project 

completion, while the client-principal has only a limited 

knowledge in this area. Knowledge concerning the com-

pletion of IT projects consisting in the implementation of 

management support information systems is increasingly 

robust and dynamically changing, which means that the 

client-principal is not able to effectively negotiate a fa-

vorable contract, and then supervise this type of project 

on their own. Due to the fact that both parties’ interests 
are not equal, the supplier-agent may be prompted to take 

inappropriate action, i.e. abuse trust (moral hazard), in a 

situation where they are not controlled because the 

knowledge and experience of the client-principal limit the 

possibilities of effective control. The potential action of 

the supplier-agent aimed at securing the realization of 

their particular interests may result from their opportun-

ism. Inappropriate behavior of the supplier-agent mani-

festing itself in trust abuse in the second stage, which is 

completed on the basis of a fixed budget, and in the third 

stage of a project’s life cycle may lead to: 
A. Guaranteeing full project profitability for the suppli-

er-agent when it turns out that, already after signing the 

implementation agreement, the scope of the project is 

larger than originally foreseen at the bidding stage. This 

situation may occur when the client-principal was only 

guided by the price in their choices, while the competition 

amongst the suppliers was high. In the current situation of 

hypercompetition on the market, it may happen that this 

type of projects may be offered at a lowered price. In this 

situation, paradoxically, it is the client-principal who 

should make sure that the project price is not too low, 

with the assumption that they have given the supplier-

agent all the requirements for the implemented IT system. 

B. Increasing project profitability for the supplier-agent 

compared to the earlier plan of completing the project at a 

lower cost. 

The result of the supplier-agent’s trust abuse in the pro-

ject’s whole life cycle may be the occurrence of one, or a 

combination of several organizational complications im-

pacting the effectiveness of an IT project, i.e.:   

1. Lack of complete or partial fulfillment of project 

goals. 

2. Unjustified exceeding of the budget in the comple-

tion of the second stage, as well as the third stage, the so-

called Total Cost of Ownership. 

3. Unjustified exceeding of the planned time frame for 

the completion of the second stage.    

An important organizational aspect of the contract be-

tween the supplier-agent and the client-principal is an 

attempt to construct a mechanism which would effective-

ly eliminate the possibility of trust abuse in the second 

and third stage of the project life cycle. Designing such a 

mechanism may turn out to be costly and difficult to 

complete [4]. My research results will allow us to indicate 

and describe selected attempts to abuse trust by the sup-

plier-agent in IT projects consisting in the implementation 

of management support information projects, i.e. ERP, 

CRM, BI, and DMS. 

III.  RESEARCH METHODOLOGY 

In my research, I have used the multiple case study 

method. Four enterprises which implemented and are 

currently using management support information systems, 

i.e. ERP, CRM and DMS, constituted the subject of re-

search. The goal of the case study is developing the agen-

cy theory, and especially a better understanding of the 

notion of moral hazard in management support infor-

mation systems. 

I analyze the case study, as it allows us to develop the 

existing theory and provide explanations of phenomena 

unrecognized before, such as moral hazard in IT projects. 

I focus on the client’s perspective during the whole life 
cycle of an IT project in an enterprise, i.e. from the bid-

ding stage to the operation of management support infor-

mation systems. My choice of research method – case 

study, is motivated chiefly by two circumstances [9]:   

1. The early stage of knowledge development in the 

given research area, i.e. agency theory in a specific group 

of IT projects. 

2. Lack of recognition of moral hazard in real condi-

tions. 

As part of the multiple case study analysis, I would like 

to pose the following research question:   

TABLE I. 

GOALS AND INTERESTS OF BOTH TRANSACTION PARTIES 

Client’s goals and interests Supplier’s goals and interests 

Fulfilling business goals 

Fulfilling technological goals 

Completing the project within the time frame 

Completing the project within the maximum planned budget 

Minimizing the total cost of software ownership (TCO) 

Achieving functional and technological solutions creating a 

temporary competitive edge 

Completing the project according to the planned quality 

Maximizing the project’s profitability in its entire life cycle, i.e. 
implementation and usage 

Obtaining reference information after the completion of the project, 

which will allow the supplier to sell services to other projects 
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In what behaviors does moral hazard in the relation be-

tween the principal (client) and the agent (supplier) mani-

fest itself in case of IT projects consisting in the imple-

mentation of management support information systems 

based on outsourcing? 

The choice of studied cases was carried out through 

purposive sampling. According to B. Flyvbjerg [10], there 

are five main criteria of case selection. Table II  (Source: 

[10]) presents the criteria along with their characteristics 

in the context of conducted research. 

 

 

RESEARCH RESULTS AND THEIR INTERPRETATION 

Table III (Source: Own Study) presents the results of 

multiple case study research. 

I analyzed the implementation of ERP, CRM, BI and 

DMS-class management support information systems 

completed as part of a contract based on a fixed budget. 

All the analyzed implementation projects ended in partial 

failure, although their implementation was not interrupt-

ed. I diagnosed three major types of supplier’s behavior, 
through which moral hazard, resulting from the opportun-

ism
4
 of the supplier-agent and a high level of information 

asymmetry between the client (principal) and the supplier 

(agent) in IT projects, manifested itself. 

Behavior 1. An attempt to minimize the supplier’s cost 
of completing stage 2 and 3 of the project by: 

• Engaging specialists with low competences and little 

experience, which is linked to their low salary. 

• Lowering the actual workload of consultants work-

ing on specific tasks in the project in comparison to the 

workload declared in the agreement regulating the out-

sourcing of implementation services. 

Behavior 2. An attempt to sell implementation services 

concerning stage 2 at a lowered price, which will allow 

them to win the tender in the conditions of hypercompeti-

tion in the market. The supplier’s intention is to compen-

sate for the possible losses in stage 2 with profits in stage 

3. 

Behavior 3. An attempt to intentionally complete cho-

sen types of project tasks in stage 2 poorly, e.g. ac-

ceptance tests, training and project documentation in 

order to create a competence gap concerning system con-

figuration amongst client’s application users and make it 
impossible for them to introduce changes to the configu-

ration independently, e.g. in stage 3, which will increase 

the number of client’s orders from the supplier. 
To sum up, in their entire life cycles, the analyzed pro-

jects did not end in full project success, however we need 

to stress that the projects were not interrupted and aban-

doned. Two main results of project complications were 

observed, i.e. exceeding the budget both in stage 2 and 3, 

and exceeding the time frame without justification while 

completing stage 2. In each case, the clients engaged 

external consultants, who in the first two stages of the 

project played the part of the “client’s advocate”, indicat-

ing the dangers linked to the supplier’s behavior and the 
possible consequences of their materialization. Another 

role of the external consultants was suggesting counter-

actions to the client, in order to minimize the danger of 

the project ending in a total failure. Most probably, it was 

the engagement of external consultants that led to the 

projects’ partial success and prevented them from failing 
completely. In spite of this, the respondents from the 

client's side clearly indicated that the supplier’s behavior, 
through which the moral hazard manifested itself, was the 

source of project complications. Amongst the researched 

IT projects, there were three types of behavior that 

demonstrated moral hazard on the supplier-agent’s side. 
In-depth analytical workshops with the representatives of 

the client-principal showed that the members of client’s 
project group diagnosed the described behavior already 

                                                 
4 Polish Language Dictionary (Warszawa: PWN, 1996), defines 

opportunism as concentrating on one's personal interest while ignoring 

common goals and generally assumed codes of behavior. 

Criterium Information on the fulfillment of the 

criteria 

Data availability Guaranteed 

Distinctiveness of the 

case, clearly illustrating 

studied patterns 

Projects that ended in partial failure, but 

not interrupted during the implementation 

Variation in the 

analyzed cases 

Variation in the analyzed cases is 

expressed in the selection of: 

- IT projects consisting in the 

implementation of four management 

support information systems, i.e. ERP, 

CRM, DMS 

- Client profile 

- The results of project implementation 

Critical character of the 

phenomenon allowing 

to formulate a general 

statement 

The incidence of moral hazard between 

the agent (supplier) and the principal 

(client) during the whole life cycle of 

project implementation influences the 

results of project implementation from the 

client’s perspective. 

Metaphor allowing to 

point the researcher’s 
attention towards a 

specific course of the 

studied phenomenon 

Aiming to analyze the phenomenon of 

moral hazard in the entire project life 

cycle, I selected cases that could be 

studied at the stages of: bidding, contract 

negotiations, implementation and 

information system operation. 

TABLE II. 

FIVE MAIN CRITERIA OF CASE SELECTION 
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during stage 2 of the project. Moral hazard at this stage of 

the IT project leads to a deep crisis of trust and decreases 

the chances of a successful project completion. The mu-

tual loss of trust influences the increase of transaction 

costs [11], especially the cost of monitoring the agree-

ment implementation, the adjustment cost and the cost of 

terminating the agreement by the client, which can on its 

own lead to a complete failure of the project. In analyzed 

cases, increasing client’s transaction costs was visible 
mostly in the increasing workload of the tasks. During in-

depth workshops, the respondents on the client’s side 
made suggestions that they would like to pass on to the 

future client’s project managers, who will be responsible 
for the implementation of stages 1 and 2 of the IT pro-

jects: 

• Engaging external consultants as client’s “advocates” 
with the aim to support the completion of stages 1 and 2. 

• Professional preparation for project implementation 

by the workers from client’s project group: 
o Specifying precisely (ex ante) the functional re-

quirements of the system. 

o Specifying precisely (ex ante) the direct and indirect 

benefits of the project. 

o Specifying precisely (ex ante) the requirements for 

the supplier. 

o Specifying precisely (ex ante) the requirements for 

the IT system. 

• Designing an implementation agreement, which 

could eliminate the morally hazardous behavior of the 

supplier. 

We need to stress here that the presented types of sup-

plier’s behavior are universal and they concern all the 
relations between the supplier and the client, also in case 

of contracts signed in public administration. 

IV. CONCLUSIONS 

The respondents stressed that the agreements of soft-

ware licensing purchase, service purchase and Service 

Level Agreement are not simple and even in the current 

economic structure there are very few specialized lawyers 

who, linking their legal and MIS knowledge, could secure 

the company’s interests. During in-depth analytical work-

shops, the respondents indicated that many lawyers de-

TABLE III. 

THE RESULTS OF MULTIPLE CASE STUDY RESEARCH 

 Company X 

 

Company Y Company Z Company A 

Client’s (principal’s) 
profile 

Bank    Manufacturing company Service company Legal firm 

Type of purchased IT 

system 

BI ERP CRM DMS 

Supplier’s (agent’s) 
profile 

Reseller of software 

designed by the 

market leader 

Reseller of software 

designed by the market 

leader 

Reseller of software 

designed by the market 

leader 

Reseller of software 

designed by the market 

leader 

System operation period 5 years 4 years 7 years 7 years 

Implementation results 

Project not completed 

on time without 

justification, stage 2  

completed within the 

budget, operational 

costs increased 

significantly in stage 3 

compared to the 

original estimate, not 

all the business goals 

completed. 

Project not completed on 

time without justification, 

stage 2 not completed 

within the budget, 

operational costs increased 

significantly in stage 3, not 

all the business goals 

completed. 

Project not completed 

on time without 

justification, stage 2 not 

completed within the 

budget, operational 

costs in stage 3 

according to the plan, all 

the business goals 

completed. 

Project not completed 

on time without 

justification, completed 

within the budget, not 

all the business goals 

completed. 

Type of implementation 

services 

Fixed budget Fixed budget Fixed budget Fixed budget 

How does the moral 

hazard in the principal 

(client) – agent (supplier) 

relation manifest? 

The budget for the 

completion of stage 2 

was calculated by the 

supplier on the basis 

of a lower hourly 

wage for the 

consultant than 

stipulated by the 

maintenance service 

budget in the SLA 

agreement regulating 

the system 

maintenance services 

in stage 3, i.e. the 

operation stage. The 

change of rates took 

place directly after the 

completion of stage 2. 

Thus, the total system 

maintenance cost 

(TCO) increased in 

relation to the 

estimates completed 

in stage 1. 

Engaging people with low 

qualifications and little 

professional experience in 

the area of a specific ERP 

system in the given 

manufacturing company. 

Thus, the client does not 

obtain the benefits resulting 

from the knowledge transfer 

and good practice. 

Decreasing the engagement 

of supplier’s consultants in 

some implementation tasks, 

e.g. completing acceptance 

testing with system 

calibration in comparison to 

the obligations included in 

the agreement concerning 

the workload of this task. 

The low quality of 

knowledge transfer 

carried out by the 

supplier, both regarding 

the configuration and 

operation of the system 

by its end users, with the 

aim of creating the 

client’s  competence 
gap. 

The supplier’s 
consultant-programmer 

programs the system to 

limit the workload 

during the completion of 

stage 2, e.g. by 

introducing constants 

instead of variables in 

the code, which results 

in eliminating the 

possibility of 

configuring a given 

function simply and 

without an excessive 

workload in stage 3.   

Engaging people with 

low qualifications and 

little professional 

experience in the area 

of a specific CRM 

system implementation. 

The people engaged by 

the supplier as key 

consultants had only 

graduated from 

university 2-3 years 

beforehand. Decreasing 

the engagement of the 

supplier’s consultant in 
certain implementation 

tasks (e.g. ensuring the 

quality of data migrated 

from the old system to 

the new system, 

training key system 

users) in comparison to 

the obligations included 

in the agreement 

regarding the workload 

of the task. 
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signed the agreements trying to eliminate the moral hazard,

struggling between two extreme approaches,  i.e.  case-spe-

cific agreement, which was supposed to foresee and elimi-

nate the majority of dangers resulting from cooperation in

stage 2 and 3, and a simplified agreement regulating only the

basic  aspects  of  the  cooperation.  In  case  of  case-specific

agreements,  transaction  costs  increase  dramatically5.  The

presented research results point towards three basic behav-

iors  of  the  supplier  where  moral  hazard  occurred  in  IT

projects,  resulting  from  the  opportunism  of  the  supplier-

agent and a high level of information asymmetry between the

client (principal) and the supplier (agent). All the three types

of behaviors increased the risk of an unsuccessful IT project

implementation  and  influenced  the  transaction  costs,  also

through the loss of mutual trust. Identifying the unwanted be-

havior of the supplier allowed the client’s project group to

react and to minimize the risk of the project’s failure.

New institutional economy treats enterprises as a cluster

of contracts and it makes the success of the projects depen-

dent on the quality of agreements. We need to underline that

institutional  economy  focuses  not  only  on  analyzing  the

available choices and making those choices, but also on solv-

ing conflicts as part of the enterprise’s stream of contracts.

Considering the current and projected saturation of the mar-

ket with management support information systems, we need

to stress that a cluster of contracts regulating IT outsourcing

constitutes one of the most important agreement groups in a

large group of enterprises. Until now, IT projects were rarely

analyzed from the perspective of institutional economy by

Polish theoreticians of business informatics, thus creating a

research gap.  Special  attention in this area is owed to the

5 In one of the analyzed cases, the case-specific implementation services
agreement for stage 2 was over 300  pages long,  it  was negotiated for 4
months,  while  the  implementation  project  lasted  3  months  and  did  not
exceed 50 000 PLN.

work by J. Auksztol [3]. I believe that tightening the knowl-

edge gap and promoting the knowledge, as well as practical

skills in this area, may increase the effectiveness of imple-

menting IT projects based on outsourcing, both in enterprises

and government agencies.
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