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Abstract: The enterprise resource planning system (ERP) is a new class of packaged
application software that has been appeared through the past decade, seemingly merging
under a same banner with several of the largest software firms. These packaged software
solutions tries to complete the range of a business’s functions and process to be able to
present a whole view of the business from singular information technology (IT)architecture.
The small and medium size enterprise (SME) does not possess sufficient financial and human
recourse, in comparison to the large size organizations; hence, it will not allow them to have
a sufficient chance to compete with powerful competitors, in a business environment.
However, the adoption rate of ERP in Iran is still in the beginning stage with not many
adopters. As a result, this study focuses on the adoption of ERP among Iran companies.
Seven factors were identified as determinants of ERP adoption by combining the two widely
applied IT theories i.e.Diffusion on Innovation (DOI) and Technology-Organization-
Environment (TOE) framework. In the future with eight factors we will conduct survey, factor
analysis and logistic regression to determine factors affecting ERP adoption.
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1. INTRODUCTION

Globalization, internationalization of markets, the knowledge economy and e-commerce are
just some of the challenges facing all firms, regardless of size[1]. If organizations are to
survive and become more competitive in their new environment, they must make massive
use of information technologies and information systems (IT/IS). This massive use of IT/IS
has transformed the ERP systems market into the industry’s fastest-growing sector[2].An
ERP-system is an integrated, module-based, of the shelf software package aiming to control
functional areas within the enterprise such as supply chain management, accounting and
finance, material management, inventory control, and human resources[3-7].These systems
provide an enticing solution to practicing industry executives to remove incompatible
systems and inconsistent policies. Also, using these systems can bring enormous benefits
such as easier information access in a fixed time interval, reduction in inventory levels and
cycle times, shortening business process lengths and time, improvement in quality, supply
chain management, high efficiency and low costs leading ultimately to competitiveness of
the organisation[8-10].An ERP system enables an organisation to integrate all its primary
business processes in order to enhance efficiency and maintain a competitive position
without successful implementation of the ERP system, the projected benefits of improved
productivity and competitive advantage would not be forthcoming[11l, 12]. Literature
suggests that adoption depends upon various factors during the course of initiation to
benefits realization. These factors are influential and hence their understanding is critical to
success[13].Investigators have generally given less concentration towards the adoption of IT
by SME, this is especially correct of ERP adoption by SME. Most investigative discoveries
cannot be simply incorporated into SME because of their specific features, ERP systems
have focused on the big business sector until now [2, 14-16]. SME has restricted resources,
budgets, and great sensitivity to costs. Risk and cost can be huge for SME enormous of
hidden costs that impact on project success during the ERP life cycle [17, 18].

Hence, the purpose of this research is to study the factors that affect the adoption of ERP in
companies. To obtain the data we observe companies in Iran. To find determinant factors,
we studied a lot of literature. Among them, based on the previous studies devoted to
adoption of IT in organization, by using the DOI theory and technology, organization, and

TOE framework, we can have a view on the factors that can affect on the ERP adoption.
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With these selected factors we will conduct survey in companies in Iran, factor analysis and

logistic regression to prove that the seven factors really determine the ERP adoption.
2. DOl THEORY

DOl is a theory of how, why, and at what rate new ideas and technology spread through
cultures, operating at the individual and firm level. DOI theory sees innovations as being
communicated through certain channels over time and within a particular social system[19].
Individuals are seen as possessing different degrees of willingness to adopt innovations, and
thus it is generally observed that the portion of the population adopting an innovation is
approximately normally distributed over time. Breaking this normal distribution into
segments leads to the segregation of individuals into the following five categories of
individual innovativeness (from earliest to latest adopters): innovators, early adopters, early
majority, late majority, and laggards. The innovation process in organizations is much more
complex. It generally involves a number of individuals, perhaps including both supporters
and opponents of the new idea, each of whom plays a role in the innovation-decision.Based
on DOI theory at firm level[19], innovativeness is related to such independent variables as
individual (leader) characteristics, internal organizational structural characteristics, and
external characteristics of the organization[20].Individual characteristics describe the leader
attitude toward change. Internal characteristics of organizational structure include

observations. External characteristics of organizational refer to system openness[20].
3. TOE FRAMEWORK

TOE framework - it identifies three aspects of an enterprise's context that influence the
process by which it adopts and implements a technological innovation: technological
context, organizational context, and environmental context[21].Technological context
describes both the internal and external technologies relevant to the firm. This includes
current practices and equipment internal to the firm as well as the set of available
technologies external to the firm. Organizational context refers to descriptive measures
about the organization such as scope, size, and managerial structure. Environmental context
is the arena in which a firm conducts its business, its industry, competitors, and dealings
with the government[20].Implementing a new IT successfully depends for a large part on
the organization’s capacity to conduct the implementation project and integrate the

changes brought about by the new system, that is, on the “organizational readiness” of
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service firms for IT adoption and assimilation. It thus becomes important to identify the
factors that determine this capacity. While many success factors have been identified, all
can be put into one of the three categories of the TOE framework; hence the process by
which a firm adopts and implements technological innovations is influenced by the
technological, organizational, and environmental contexts[5].

4. RESEARCH MODEL

The review from the literature helped us understand the adoption of IT and the factors that
determine the adoption. In this section, we combine used IT adoption models: DOI theory
[19] and the TOE framework [21] to identify the determining factors of ERP adoption. The
figure 1 below shows that seven factors are considered as the most determinants of ERP by

combining both DOI theory and TOE framework.

DOI Theory TOE Framework

Tnnovation Characteristics Technology Context

Technology
Readiness

Organizational Context

T“"x Top Manager
Support
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Environmental Context
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Figurel. Proposed Theatrical Model

H1 (+):Relative advantage will be positively related with ERP adoption for SME.

H2 (--):Complexity will be negatively related with ERP adoption for SME.

H3 (+):Compatibilitywill be positively related with ERP adoption for SME.

H4 (+): Trialability will be positively related with ERP adoption for SME.

H5 (+): Technology Readiness will be positively related with ERP adoption for SME.
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H6 (+):Top Manager Support will be positively related with ERP adoption for SME.

H7 (+):Competitive Pressure will be positively related with ERP adoption for SME.

We will use the logistic regression to test the degree of correlation of the variables with the
ERP adoption. To measure the factors that affect on adoption of ERP in SMEs we use the
following number of observed variables in the Table 1.

Tablel. Number of Observed Variables for Each Factor

Name of Factor Number of Observed Variables
Relative advantage 4
Complexity 4
Compatibility 5
Trialability 3
Technology readiness 4
Top manager support 5
Competitive pressure 4

To prove these hypotheses we will conduct survey in companies in Iran, factor analysis and
logistic regression[22]. The logistic regression will have the following form.
9g) = Bo + B1RA+ B2CX + B3C + 4T + BsTR + B TMS + ,CP

Where:

» g(y) : The dependent variable, which is natural logarithm of the odds ratio.

» [o: The constant and f3; ....f;are coefficients of the independent variables.

» RA (Relative advantage), CX (Complexity), C (Compatibility), T (Trialability), TR

(Technology readiness), TMS (Top manager support) and CP (Competitive pressure),

are the dependent variable.

5. CONCLUSIONS

Investment systems are obviously phenomenal aspect of IT marketplace and their important
capacity for companies who work with computers is undeniable[23]. According to
considerable benefits such as job opportunity creation, making an impressive contribution
to gross domestic product, promotion of entrepreneurship and innovation growth, Small
and SME are in significant importance to economy. Former researches have demonstrated

that SME is able to adopt enterprise systems successfully due to their specific
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characteristics[24]. Although most of ERP system suppliers have concentrated their
attention on SMEs recently, there is a limited contribution for SME[25]. In Iran, ERP is a new
IT who have already adopted and implemented it to their business operations. The purpose
of this study is to identify factors that affect the adoption of ERP in Iran. According to
literature in prior studies on IT adoption we determined seven factors. These factors were
the following: relative advantage, complexity, compatibility, Trialability, technology
readiness, top manager support and competitive pressure.

In future we will use a questionnaire-based survey to collect the necessary data from SMEs.
Factor analysis will be used to test the validity and reliability of the items constructed to
measure the identified seven factors and proposed model. Finally, we will use factor

analysis and logistic regression to test and prove the hypotheses of this study.
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