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ABSTRACT

Today business state has become more dynamic and venturing into e-business is one of business requirements that
promote business efficiency and opportunities. This has also affected the SMEs which are known to have limitations in
terms of resources and skills to develop in-house IT applications. Information Technology Outsourcing (ITO) could be one
of the solutions to accelerate the adoption process among the SMEs. Thus, the aim of this research is to investigate the
factors affecting the decision to deploy ITO services among the Malaysian SMEs for e-Business implementation. A
qualitative approach is used to explore the level of awareness, potential and implication of implementing the ITO among
the SMEs. The focus of this study is companies that within Halal Industries. This paper discusses the comparative study on
existing e-business and ITO models and current practices to identify factors and research gaps in this area. Findings from
this comparative study are the reference model and the factors to being considered for this research. The considered factors
will be used to construct data instruments and as a basis for the proposed model for this research.

Keywords: e-business, IT outsourcing, SMEs

INTRODUCTION

The growth of Internet technology plays a vital
role in today’s economy. It influences changes to the
current business operations as well as the current IS/IT
applications. In Malaysia, SMEs play a very important
role and are considered to be the backbone of industrial
development in the country. Malaysian SMEs is still
lacking in manpower and capital to develop in-house IT
applications or build an end-to-end e-business
infrastructure. They are also reported to have limited
capabilities like lack of awareness, resources and skills to
develop IT applications that create barriers for SMEs to
transform into fully e-business. Due to this, many SMEs
are still unable to implement e-business (Siaw and Rani,
2012). A growing number of companies are already using
the Internet to reorganize their business processes via e-
business adoption. Although the benefits of e-business
systems are attractive, but developing and managing these
systems is not always easy. Thus, the involvement of the
third party becomes crucial to the organizations, especially
the SMEs (Hussin, Hasan, and Molok, 2010).

Business outsourcing that includes ITO services
are now becoming prevalent practices worldwide (Hussin
et al., 2010). The services covered software development,
maintenance and support (Hussin et al., 2010). The
approaches for SMEs are difference from large companies
due to their business nature, such as size, structure, styles,
strategies and type of challenges. In Malaysia, ITO has
been identified as a potential business service which could
benefit the SMEs in transforming themselves into e-
business companies (Hamzah et al., 2013). More
considerations are required to understand the outsourcing
approaches and practices specifically for SMEs. Thus, a
proper or suitable model is required to assist the SMEs for
their e-business adoption. This is for them to consider and

apply the proper strategies before making decisions to
acquire the suitable outsourcing approach for their
businesses (Hamzah et al., 2013).

The aim of this research is to identify factors
affecting ITO decisions among Malaysian SMEs for e-
Business implementation. A new model will be
constructed based on the identified factors to assist SMEs
moving towards e-Business via the ITO approach.

OVERVIEW OF E-BUSINESS

E-business was not only introduced a new way of
doing business, but has become increasingly recognized as
a main factor for the organizations’ performances and has
brought a significant impact on business practices such as
performance improvement, visibility and revenue
enhancement (Chen and Holsapple, 2013). E-business is
defined in many ways. The earliest definition was coined
by the IBM as “the transformation of key business
processes through the use of Internet technologies.”
(Chaffey, 2011). It can be understood that through e-
business implementation, it could enhance the quality of
business processes by promoting a new way of doing
businesses and easily connecting the stakeholders via
Internet-based technologies. E-business has become an
added value for the organizations in conducting business
processes via the Internet that includes buying and selling
products, managing business process, collaborating with
business partners and sharing information.

E-business adoption is rapidly growing among
business organization throughout the world and this
includes the SMEs. Although Malaysian SMEs constitute
99.2% of the total establishments in the country, the
survey findings from the Multimedia Development
Corporation (MDeC), showed that 65% of SMEs do not
use the Internet for e-business and 68% of them do not
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have a website (Acccim, 2012). The adoption of e-
business is comparatively slower compared to other
countries. Among the reasons, Malaysians tend to be more
cautions and conservative in adopting new technologies
(Ang and Husain, 2012). In this paper a few models were
reviewed to learn and evaluate the significant factors used
that later can be relate to the current research.

A. TECHNOLOGY-BASED MODELS

Two technology-based models were reviewed
that are Technology-Organization-Environment (TOE)
and Technology Acceptance Model (TAM). These two
models were reviewed due to two reasons; to give insights
on how people or organizations perceive new technology
into their current business environment and to see how
these models can reflect to the current research context.

The TOE model was introduced by Tornatzky
and Fleischer in 1990. This model provides essential
factors  like  technological,  organizational  and
environmental that a firm should consider when studying
components that influence the integration of technological
innovation (Sulaiman, 2011). The technological context
comprises of the internal and external technologies that
relate to the organization involved and includes both
equipment and processes. The organizational context
involves the characteristics and resources of the
organizations such as size, managerial structure, human
resources, the amount of slack resources and linkages
among employees. For the environmental context, it
includes the structure of the industry, the organization’s
competitors, the macroeconomic concept and the
regulatory environment (Sulaiman, 2011). Zhu et al.
(2006) has also applied this model in studying factors that
influence e-business implementation stages in both
developed and developing countries. Figure-1 shows the
revised version of the model that covers the e-business
context.
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Figure-1. E-Business innovation model (Zhu et al, 2006).

The second model is the TAM model which is an
information systems theory based model that describes
how users come to accept and use a new technology. This
model is an adaptation of the Theory of Reasoned Action
(TRA) to the field of Information Systems (IS). The TAM
model was based on the factors that relate to perceived
ease of use of a system, perceived usefulness, attitude
toward using, behavioral intention to use, and actual
system use (Wu et al., 2008). Two shared beliefs
(perceived ease of use of a system, perceived usefulness
(PU)) influence the intention of the users to use the
systems as well as the effect to the system usage. This
model indicates that these shared beliefs significantly
influence system usage either directly or indirectly. The
PU was found to have a significant effect on the e-
business usage (Zulkifli et al., 2012). PU is defined as the
degree to which a person believes that using a particular
system would enhance his or her job performance, while
perceived ease of use is defined as the degree to which a
person believes that using a particular system would be
free of effort. Perceived usefulness has a direct effect on
behavioral intention to use. However, perceived ease of
use describes the direct effect on PU and behavioral
intention to use the technology. Behavioral intention to use
is defined as the individual's interest in using the system
for future work (Wu et al., 2008). Nonetheless, the PU
was not supported by the direct effect on actual usage.
However, TAM on its theory has some limitations that
include its questionable heuristic value, limited
explanatory and lack of any practical value. In general,
TAM focuses on the individual 'user' of a computer. It
focuses on the concept of 'perceived usefulness’; with the
extension to cover more factors to explain how a user
'perceives' 'usefulness', and ignores the essentially social
processes of IS development and implementation. It does
not evaluate which technology is actually better, and what
the social consequences of the systems used (Bagozzi,
2007). Figure-2 shows the technology acceptance model.

Perceived
usefulness

Attitude 1o Behavioral Actual system
using intention 1o use use

Perceived

case of use

Figure-2. The technology acceptance model.

From the review, it can be found that the TOE
model is more suitable to be used as a reference as it
covers the e-business needs and is able to clarify the
factors need to be prepared before adopting a new
technology approach into the current business operation
particularly for SMEs. The implementation of e-Business
has shown that the required changes could be varied for
the organizations and business sectors. Other factors such
as size of organization, industry, type of product and
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services may also influence the level changes. According
to Zhu, et al., (2006), e-business adoption requires certain
factors that influence the propensity to adopt and use the
innovation, which is related closely to the specific
technological, organizational and environmental contexts
of an organization.

MALAYSIAN SME IN HALAL INDUSTRY

Halal in a Quranic word means a lawful or
permitted item to consume or activities undertaken that
must conform to the parameters set by the Quran and
Sunnah, and to avoid those which are haram or forbidden.
In this research context, the chosen companies are selected
within this Halal industry. This is to study their character,
behavior and awareness in accepting new technology or
business approaches. The halal industry does not restrict to
food sector but covers a wider scope that includes
production and services (Nawai et al., 2007).

The market for Halal products and services are
approximating at a global rate of 2 billion Muslim
consumers all over the world (Machfud and Dahlan,
2011). Based on this fact, the e-business strategic
approach could provide various opportunities for SMEs in
this particular industry. This is also to align with the
Malaysia’s plan to be a global hub for the Halal industry.
Thus, it is crucial to find out why and how the ICT can be
leveraged further to increase the competitiveness in the
current Halal market as well as to prepare the SMEs for
future needs. Companies in this industry are used as case
studies as this industry has become one of the growing
industries in Malaysia but yet lack of study can be found
on e-Business or IT outsourcing issues (Tan et al., 2012).

OVERVIEW OF IT OUTSOURCING

Outsourcing is defined as “a decision-making
process where the management of the organization has to
decide whether they should keep a specific activity in-
house or buy it from an external subcontractor” (Johnson
et al., 2008). This outsourcing term was commonly used
within a business environment. However, in certain
circumstances, the term does not provide a clear definition
and may consist of various business activities that
depending on business nature and type of operation
involved. In this research, it focuses on IT applications.
ITO is defined as “an effort that using third-party service
providers to effectively deliver IT enabled business
processes, application services and infrastructure solutions
for business outcomes” (Dibbern et al., 2004). It involves
various types of services for core processes such as
procurement, and support business processes such as
office automation, utility, service and cloud-enabled
outsourcing, and sourcing strategies (Gartner, 2014). It can
be understood that ITO is well defined as a top-down
approach. It involved a decision-making at the
management level to engage a third party to conduct
selected business processes based on their expertise and
also due to lack of internal capability to handle those

processes. This research defines ITO as “a process of
contracting out business activities to external party that
involving decision-making by the management in the
context of e-business needs”.

The rapid advances in the technology have
created a new brand of outsourcing, which shifted the
measure of success, driving companies to rethink on how
they could acquire and deliver the products and services
effectively and efficiently. These types of strategic
relationships with business partners, suppliers and
customers could leverage the most expertise required in
every area of the operation rather than depending on local
resources (IBM, 2008). Currently, the common practices
are to outsource non-core business functions (usually back
office functions) to help companies to cut costs and
improve quality of services (Pateli and Giaglis, 2004).
However, the complexity of IT projects is one of the main
factors that make IT among the most popular functions to
outsource. IT becomes much more complicated functions
due to system integration with other business functions in
the organization to fulfill e-business requirements
especially for SMEs. IT could also be even more difficult
to pin down as it is generally described by business
practices to involve development, installation,
implementation and maintenance of computer systems and
applications (Stresman and Lentine, 2011). As a result,
this approach has become well-known to the industries as
it helps to develop business focus and expertise for the
companies, the service providers and the companies
(Laplante et al., 2004). Now’s day, IS/IT outsourcing
businesses have become one of a well-established and fast
growing industries (IBM, 2008).

In Malaysia, ITO falls under business services
sector, which has been identified as a new potential
catalyst in the Malaysia’s transformation plan in becoming
into a knowledge economy country. However, for SMEs,
the ITO practices are still limited to general office
automation and non-core processes. Furthermore, lack of
studies can be found on ITO especially for SMEs and e-
business context (Siaw and Rani, 2012). It can be observed
that SMEs in Malaysia have similar practices of the larger
organizations in the same field, however, the scope of
practices are different especially in terms of type of
contract, penalty and termination clauses (Hamzah et al.,
2013). This could also become one of the reasons why
ITO was not considered by the SMEs as it may cause
some complexity in fulfilling the terms and conditions.

A. IT outsourcing practices for e-business
transformation

We also investigate how ITO could assist in e-business
adoption. ITO is one of the common solutions used in
most of the developed countries and in various industries
such as manufacturing and services to increase business
efficiency, services and product quality, and helps the
companies for e-business transformation. It is predicted
that both IT and business process outsourcing market will
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continue to grow in global markets. For example, in
China’s market, this sector grows up to 38% annually
(Kapurubandara and Lawson, 2007). In the era of e-
business, ITO has transformed into high demand that not
only involves basic IT but also the conception of
innovative ideas and the creative forging of critical and
limited resources (Ainin and Noorismawati, 2003; Hussin
et al., 2010). It is reported that the frequency used of ITO
involves a much greater range and depth of services than
in the past. The increasing number of IT functions being
transferred to IT service providers are among the
evidences (Hussin et al., 2010).

Many organizations are looking to ITO to get a
quality of information services that are important to the
future prosperity of an organization. ITO through external
service providers can be resulted less burden to the
organization due to in-house development (Hussin et al.,
2010). In e-business, ITO has become one of the essential
elements to be considered and implemented within or
together with new or existing business processes
(Hongxun et al., 2006). Findings from the previous study
on social and economic benefits showed that e-business is
expected to improve business processes and
communication efficiency within the organization and
stakeholder (Hamzah et al., 2013). It is also difficult for
the SMEs to decide on IT outsourcing approach due to
financial constraints and IT knowledge (Hussin et al.,
2010). Findings show that Malaysian SMEs E-business
lacks suitable IT outsourcing models for implementing the
transformation.

B. IT-outsourcing benefits and motivation
A number of ITO benefits from various
perspectives in previous studies have reported, particularly
in finance, resource, strategic, management and culture
concerns (Ang and Husain, 2012; Liao and Reategui,
2002; Djavanshir, 2005; Kremic et al., 2006; Vilvovsky,
2008). In this research, these benefits and motivation were
reviewed to see whether the similar factors could affect the
Malaysian SMEs in considering the ITO approach for their
e-business adoption. Summary of the previous studies is
provided below.
1. Financial Concerns include cost reduction, improve
reduce total assets and number of employee involve in
IT project. This can reduce cost of labor specialization
and also improve the financial performance index and
cash flow (Ang and Husain, 2012; Liao and Reategui,
2002; Djavanshir, 2005; Vilvovsky, 2008).

2. Resource Concerns include the access to external
expertise and technologies that have the skills needed
(Djavanshir, 2005; Kremic et al., 2006; Vilvovsky,
2008). This will help the companies to focus on their
core businesses than IT development (Ang and
Husain, 2012; Liao and Reategui, 2002; Djavanshir,
2005; Vilvovsky, 2008).

3. Strategic Concerns include the mergers and
acquisitions, and business transitions and reduction in
project delivery lead time. By having IT resources and
expertise will assist in shorten the delivery time and
allow companies to form a better strategic partnership
(Ang and Husain, 2012; Liao and Reategui, 2002;
Djavanshir, 2005). The company can focus on its core
businesses that increase effectiveness and business
performance and ease of global outsourcing that can
increase the firm’s strategic flexibility, such as by
having  standard operating  procedures and
documentation (Ang and Husain, 2012; Liao and
Reategui, 2002)

4. Management Concerns include legal contracts that
can achieve project goals and create positive
competition (Liao and Reategui, 2002; Djavanshir,
2005).

5. Cultural Concerns include better image and branding
to stakeholders by improving its operating efficiency
(Liao and Reategui, 2002).

From the review above, it showed that the
financial concerns were discussed and mostly highlighted
in the previous studies. Majority highlighted on the same
concerns, except Liao, who pointed to cultural concerns as
part of ITO benefits. Findings from this review help to
determine the most influential factors that had been
considered in the previous studies. The findings will also
be used as a basis to develop data collection tools for this
research.

C. IT-OUTSOURCING BARRIERS AND RISK

A few barriers were identified from this review
such as financial concerns, loss of control, selecting
outsourcing  provider, difficulty clearly  defined
specifications and failure to manage the existing team.
Among the issues arise from the financial concerns are
uncertainty budget for the contract; significant investments
require from both client and vendor in a certain period of
time; and uncertainty about the contract. (Liao and
Reategui, 2002; Kremic et al., 2006; Vilvovsky, 2008)

Secondly, the loss of control over the technology
and the current project status to the vendor or to a
consultant who manages the relationship will result to
overdependence on the outsourcing vendor which will
expose to any possible opportunism such as giving other
clients higher priority; failing to perform required tasks;
and loss of data and accessibility of data (Liao and
Reategui, 2002; Kremic et al., 2006; Vilvovsky, 2008).
Thirdly, it is difficult to find a good outsourcing provider
who can fulfill all the requirements in terms of expertise,
experience, and quality of services. On the managerial
side, it is difficult to get a clear defined specification,
requirements, and procedures in IT outsourcing contract.
The changes of procedures and needs are difficult to make
due to these constraints (Liao and Reategui, 2002).
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Another barrier is failure to manage the team.
This is likely to affect the company and the projects
involved. Based on the review above, it can be observed
that the ITO approach can be considered as a complicated
process that required an extensive strategic planning,
timely decision making and knowledge as well as
assistance to ensure the success of ITO projects (Liao and
Reategui, 2002). Thus, it is important for SMEs to realize
all the barriers and to have a proper guide to assist them in
considering the outsourcing services.

D. IT-OUTSOURCING MODELS

Four existing models were reviewed: i) model 1 -
IT Outsourcing by Hamzah et al., (2013), ii) model 2 -
Information Technology Outsourcing (ITO) by Arshad, et
al., (2010), iii) model 3 - IT Outsourcing Process by
Zhang et al., (2008) and iv) model 4 - Business
outsourcing process by Handley and Benton, (2009). This
comparison was conducted to review the existing models
and to rectify any components or variables that can be
learned and extended further to suit with the research
scope.

Results from this comparative study show that
model 1 focuses on three dimensions which are
relationship, contract and capability, and it used trust,
commitments and information sharing for measuring the
relationship dimension. This model also involves
appropriate number of factors to determine each
dimension. It also takes into account the capability
dimension within technical, cultural and flexibility
categories. But this model was not measured for financial
and strategic benefits of ITO success. This model was
designed based on SME environment and needs which
includes the decision-making process. E-business
requirements were also considered in this study but was
not included in the model (Hamzah et al., 2013).

Model 2 focuses a model based on the concepts
of dynamic capabilities and benefits of management for

evaluating and managing customers’ IT capabilities that
need to be applied to outsourcing relationships over time.
It was used to support decisions on the distribution of
limited human resources between IT capabilities of
contract monitoring and service delivery in ITO scenarios
of varying internal-external sourcing partitioning. But this
model was not measured for managing risk and benefit of
ITO process (Arshad, et al., 2010).

Model 3 focuses on ITO decision and it is
classify the decision process into four stages: pre-decision,
selection, implementation, and outcome. It combines two
theories, transaction cost theory (TCT) and resource-based
theory (RBT). This model highlighted certain factors such
as asset specificity that refers to the degree of uniqueness
of the assets of the software, hardware, or human skills
required by the company. A combination of both theories
can verify the outsourcing scope and degree. However,
this model was not measured in managing risk, cost in
term of money and benefit of ITO process (Zhang et al.,
2008).

Model 4 consists of strategic evaluation,
contractual completeness and relationship management. It
also includes capability evaluation, which the outsourcing
team will be evaluated based on the strategic value and
resources associated with the business activity and
strategic risk assessment. Contractual completeness is the
extent to which the outsourcing firm and chosen provider
develop a contract which effectively coordinates resources
and addresses identified inter-organizational risks. Lastly
relationship management represents the degree to which
the outsourcing firm has strived to establish and maintain a
mutually beneficial relationship with the supplier.
However, this model needs specific outsourcing
environments where the contract plays a significant role in
determining performance outcomes, risk and organization
issues (Handley and Benton, 2009). Table-1 shows the
summary of this review.
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Table-1. Comparison of existing models.

No Model Method Factors Strength Weakness
Use general terms to
Quantitative and Relationship, Consists of three dimensions measure IT outsourcing
IT e . . .
1 Outsourcin qualitative contract and of factors to provide a better success instead of using
& approaches capability solution for the SMEs specific determinant such
as financial
Dynamic Synthesis
Methodology (DSM) Financial
Information which combines demand ’ Provides detail factors in the Not measured for
2 Technology System Dynamics e relationship between the IT managing risk and benefit
. . . . capabilities, and .
Outsourcing Simulation Modeling contract Outsourcing and the company. of ITO process
(SDSM) and Case
Studies.
. Firm strategy, IT Provides detail in the deqspn Not measured in
IT Outsourcing =2, process from the pre-decision, o .
.. . assets specificity . . managing risk, cost in
3 Decision Theories selective decision,
and Internal IT . . . term of money and benefit
Process o implementation decision, and
capability .. of ITO process
outcome decision.
. N ific out i
Strategic eeq specific outsourcing
; environments where the
. Two-stage structural evaluation, . .
Business . . Provides detail factor for the contract plays a
. equation modeling contractual . S .
4 outsourcing management to consider for significant role in
(SEM) and completeness and .
process . . . . BPO. determining performance
questionnaire relationship .
outcomes, risk and
management .
organization issues.

Trust

Based on this study, it can be seen that the l
existing models are focusing on different needs such as IT
tools or one specific business process such as selecting [

Commitment

supplier or marketing. These models are still lacking in
guiding the companies to adopt ITO and e-Business
elements. Thus, it is significant to have a model that ‘
specifically assists Malaysian SMEs to use ITO approach
for e-business adoption. The outcomes of this review will
determine a suitable model to be used as a reference to
assist in constructing a new IT outsourcing model. [

Contract Completeness

L1

THE REFERENCE MODELS

For this research, two models were used as a
reference model, the first one is IT Outsourcing model by
Hamzah et al. (2013) and another model is the extended
TOE model by Zhu et al (2006).

Figure-3. IT outsourcing model (Hamzah et al., 2013).

The adapted model by Zhu et al. (2006) was
chosen because of a few reasons as below:

The IT Outsourcing model was chosen because of 4. It consists of three main factors; technological,

a few reasons as below: organizational and environmental that can ensure the

entire factors are considered. (Refer to Figure-1)

1. It consists of five factors; trust, commitment, contract
completeness, technological capabilities and culture
compatibility that can ensure the IT outsourcing
success (Refer to Figure-3).

5. This model was designed based on the organizational
needs with the consideration for the e-business
adoption factors.

Factors such as technological readiness, under the
technological context, and culture, under the
environmental context, are the most relevant factors in the
innovation assimilation process especially for developing
countries. It is related to the technological capabilities and
culture compatibility factors in determining the success of
IT Outsourcing process. The organizational context which
involves elements such as firm size and managerial

2. It also provides a detail ITO decision process with
factors that need to consider at each stage.

3. The factors in this model based on SME environment.
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obstacles has been verified through the model which
provides evidence of significant relationships of firm size
and firm scope to IS/IT adoption and usage (Zhu et al,
2006). Organization size is seen as an important
organizational attribute for innovation diffusion including
SMEs. The managerial barrier factors are including the
organization’s lack of managerial skills and efficiency in
handling change management and ineffectiveness in
managing technology adoption and adaptation. This then
requires firms to possess relevant managerial skills and
overcome barriers in adopting and assimilating new
technology by outsources the technology. It is related to
trust and commitment between management and IT
Outsourcing provider to produce a good contract and
success in IT Outsourcing process.

Therefore, in line with the research, a few factors
from the TOE model and the referred IT Outsourcing
model, such as firm size and managerial obstacles will be
used to measure the suitability and the success of e-
business adoption for the SMEs. Moreover, both models
can support the SMEs limitation in a various aspects for e-
business adoption via IT Outsourcing and formulation of
ITO new models that achieve research needs. Thus, it can
be summarized that most of the main factors presented
relationship and similar factors for both models for e-
business adoption in terms of technological, organizational
and environmental especially for SMEs scope. The
understanding that e-business adoption can be readily
developed or implemented with what is readily available,
and change as the IT Outsourcing approach becomes more
defined is what needs to be shown to SMEs.

METHODOLOGY

This comparative study was conducted on several
models within the area of outsourcing and e-Business. Out
of eight models of ITO, four were selected to be reviewed
further based on these criteria; the decision making
process for outsourcing and relevant factors or
components that suit the e-Business needs and Malaysian
SMEs. To meet these criteria, a model from Hamzah et al.
(2013) was chosen as a reference model. Another model is
from the technology-based model. As a result, relevant
factors that influence the decision making process,
acceptance levels and perception towards ITO approaches
for e-business implementation were identified. These
factors will be used as pre-considered factors for the
development of data collection tools to assess the e-
business adoption via ITO approach.

CONCLUSIONS

This paper presents a comparative study of
existing ITO models to review the considered factors and
components used in each of the models. This paper also
reviewed technology based models to study the influenced
factors with regard to technology acceptance by the
organizations. The finding of this research could help to
develop an understanding of ITO and e-business adoption

among Malaysian SMEs. Future works may introduce
more detailed information on the factors and the proposed
model. These factors will be investigated further using a
qualitative approach by conducting a series of interview
with respected SMEs in halal industry. In this research, the
SMEs in Halal industry is chosen as case studies as this
industry is relatively new but has high potential and huge
global market that it can offer.
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