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Abstract: Malaysia IT outsourcing (ITO) practices have been around after the Kodak effect but was not widely publicized 

until massive public sector computerization projects and automation of financial systems after Asian financial crisis in 

1997. Thus, many service providers, including world-class firms, providing ITO business models can be found in 

operating in Malaysia. ITO models evolve from traditional to innovation phase in 2010 onwards. One of the innovative 

models in Malaysia is the global offshore service delivery model which is based on four pillars, namely: Experienced 

Leadership; Global Best Practice; Human Capital; Domain Knowledge. To be able to compete globally, Malaysia has 

equipped its companies with higher capabilities and competencies via international certifications and continuous skills 

developments. Several advantages proposed by Malaysia include: economic stability, political stability, multi-lingual, 

world-class infrastructure, affordable lifestyle, value propositions and many others. In this paper, we present the detailed 

views of a senior executive management on two open-ended in-depth interviews and one CEO roundtable discussion. 
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1. Introduction 
The IT/IS outsourcing has advanced practically which 

can be seen from the innovative business models 

developed in each service provider firms. In order to 

convince their world-class high capabilities and 

competencies
1
 to the clients, they acquired international 

standards such as Capability Maturity Model and 

Integration (CMM or CMMI), International Organisation 

for Standardisation (ISO), United Kingdom 

Accreditation Service (UKAS), local supervision  bodies 

such as MSC-status (Multimedia Super Corridor 

managed by Multimedia Development Corporation) and 

Standard and Industrial Research Institute of Malaysia 

(SIRIM) in Malaysia and others [4]. In Malaysia, 

Outsourcing Malaysia and MDec work closely and in 

concert to raise the standards of shared services and 

outsourcing (SSO) providers generally and IT 

outsourcing providers particularly with the international 

capability and competency models and certifications. 

Malaysian institutes of higher learnings (IHLs), 

 

providing ICT courses, also incorporate the industry 

requirements and expectations of the graduates in their 

curriculum or courses in order to continuously supply 

capable and competent knowledge workers [1][2]. 

 

2. Literature review 
2.1. Global IT outsourcing practices and models 

Currie [5] identified six typology of outsourcing models 

in US companies which include (1) consultancies/service 

providers; (2) hardware vendors; (3) system houses; (4) 

generic outsourcers; (5) niche player consultancies; and 

(6) niche player IT suppliers. In parallel to the trends of 

ITO markets and in looking out for lucrative outsourcing 

contracts, service providers are attempting to enhance 

their products and services portfolio to include newer 

models like demand utilities, application service 

providers (ASP), business process outsourcing (BPO), 

customer relationship management (CRM), knowledge 

process outsourcing (KPO) and knowledge management 

(KM) among others [1][2][3][4]. 

2.2. IT outsourcing in Malaysia 

Ever since the Kodak Effect, outsourcing has an impact 

in Malaysian public sector mass-modernization and 

automation projects. The move was initiated by the then 

fourth Prime Minister to upgrade the Prime Ministerial 

Office (PMO) and all the ministries especially MAMPU, 

a government IT agency, in order to improve the service 

delivery of public services [7]. Following the 1997 Asia 

economic crisis, Bank Negara Malaysia urged all 
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financial institutions to merge and improve their 

businesses via adoption of information and 

communication technology, reduce costs and improve 

services and governance. Private sectors which were 

quick to world business issues especially on cost factor 

and technology advantage also began to adopt IT 

outsourcing.   

 

3. Theoretical Foundations 
3.1. Resource-based views 

The resource-based view (RBV) argues that firms 

possess resources, a subset of which enables them to 

achieve competitive advantage, and a subset of those that 

lead to superior long-term performance. Resources that 

are valuable and rare can lead to the creation of 

competitive advantage. That advantage can be sustained 

over longer time periods to the extent that the firm is 

able to prevent against resource imitation, transfer, or 

substitution
2
 (Figure 1). 

 
Source: Wade and Hulland (2004) [9] 

 

3.2. Strategy and Diffusion of Innovation theories 

a) Theory of competitive strategy 

Michael Porter's 1979 (Porter) framework uses concepts 

developed in micro-economics to derive five forces that 

determine the attractiveness of a market. They consist of 

those forces close to a company that affect its ability to 

serve its customers and make a profit. A change in any 

of the forces requires a company to re-assess its 

marketplace. According to Porter, the five forces model 

should be used at the industry level; it is not designed to 

be used at the industry group or industry sector level. It 

uses concepts developed in Industrial Organization (IO) 

economics to derive five forces which determine the 

competitive intensity and therefore attractiveness of a 

market.  

 
Figure 2: Porter‟s five forces of strategic system 

 

b) Diffusion of innovation theory (DOI) 

Moore and Benbasat (1991), working in an IS context, 

expanded upon the five factors impacting the adoption of 

innovations presented by Rogers, generating eight 

factors (voluntariness, relative advantage, compatibility, 

image, ease of use, result demonstrability, visibility, and 

trialability) that impact the adoption of IT. Scales used to 

operationalize these factors were also validated in the 

study.  

 
Figure 3: IS diffusion variance model 

Since the early applications of DOI to IS research the 

theory has been applied and adapted in numerous ways. 

Research has, however, consistently found that technical 
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compatibility, technical complexity, and relative 

advantage (perceived need) are important antecedents to 

the adoption of innovations leading to the generalized 

model in figure 3 above. 

 

4. Methodology 
The actual research involves in-depth interviews on 

seven informants who are senior executive management 

in service provider firms in the Klang Valley, Malaysia. 

In addition a survey on 330 respondents was also carried 

out as part of the actual data collection method done by 

the research team. A critical literature and document 

reviews enrich the writing of the paper. The research 

team also decided to choose participant who has 

obtained Carnegie Mellon capability maturity model and 

integration (CMMI) level 5 certification, ISO, UKAS, 

Sirim and MSC-Status companies. Such informant 

definitely has a lot of experience and much more 

information to share for this in-depth insight. The case 

study was conducted over a few meetings and exchange 

of calls and emails for a few months with the subjects. 

The interviews, which were open-ended type, were 

audio-recorded and transcribed and then the transcripts 

were reviewed by a second researcher for further 

analysis before the data was used. The purpose of the 

case study is to gain as much information as possible 

about the participants‟ experiences in IT outsourcing 

practices, models, trends and challenges in Malaysia 

settings [6][8].  

 

4. Results and Discussions 
4.1 Background of participant and firm 

The participant firm has been in the industry for about 

seventeen years. The headquarters is based in Malaysia 

but basically it serves the customers in the United States 

and Canada. The respondent is a certified outsourcing 

professional (COP) with more than fifteen years 

experience in the field of global IT outsourcing. The 

firm helps customers manage their mission critical 

applications so that they can focus on their core 

business, improve their efficiencies on non-core 

activities, reduce costs and speed up time-to-market. By 

leveraging on its significant presence in the U.S., the 

firm has built an impressive customer base ranging from 

the Fortune 1000 companies and the public sector 

entities in the North America market. 

The firm is an MSC-status and ISO 9001-2000 certified 

company, providing comprehensive suite of services, 

spanning from enterprise applications to infrastructure 

management services. It also holds CMMI Level 5. 

What differentiate the firm from its counterparts are their 

capabilities through rational deployment of solutions that 

are backed by their proven global delivery model. Their 

emphatic endeavor to develop and enhance customer-

centric processes ensures complete customer 

satisfaction. The firm engages with corporations looking 

to leverage offshore outsourcing, by deploying a proven 

global delivery model that provides a framework for 

reducing IT cost and time to market. The primary focus 

of the model is in creating value relationships and 

effective engagement management such that 

corporations realize benefits beyond cost arbitrage. 

 

4.2 IT outsourcing practices and models 

The outsourcing model that the firm operates is known 

as offshore delivery centre whereby the firm deploys 

standard global delivery model that most large 

companies deployed. Customers are in one country but 

delivery is from offshore, using telecommunication 

network offshore services. It is a very comprehensive 

delivery model. As explained by the informant, “It is 

based on four different components and essentially, the 

delivery model is based on four pillars, namely 

leadership, best practice, experience and human capital 

development.”  

The firm global delivery model is designed to fulfill the 

high requirements and ensure the firm to stay focused on 

maintaining its service receivers‟ projects on time and 

budget,  meeting all their service level commitments, 

improving business and service delivery level as well as 

to motivate the offshore or/and onshore team. At the 

core of governance framework, the model is based on 

four important criteria of IT services delivery, namely: 

(i) Experienced Leadership; (ii) Global Best Practice; 

(iii) Human Capital; and (iv) Domain Knowledge. 

1. Experienced Leadership 

Consultants are essentially people who have worked in 

multiple jobs industry such as they have been in the 

buyer-side, supplier-side and some of them have been in 

the consultant-side. These type of multilevel experience 

in IT will actually bring comprehensive type of 

leadership at all levels of perspectives (whether 

customers, suppliers, technologies or users). 

2. Best Practice 

To ensure global standards of delivery, benchmarking to 

the international standards are necessary. The firm 

establishes its delivery model and discipline which is 

complemented by certification such as capability 

maturity model and integration and ISO. “With these 

certifications, the firm could be compared equally with 

some of the large companies like IBM, Infosys, 
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Accenture and others which have proper capabilities 

and competencies”. 

3. Experience 

Industry domain knowledge is a key to service delivery. 

This means that for instance, a service company, either 

IT company or other services, as long as the firm 

understands that the customer industry is important, and 

always keep abreast to the issues and development of the 

industry then  the firm is intact. “In ITO, a firm is not 

offering a technology service but a customer service. 

Therefore, the firm must understand the country it is 

serving and its industry such as Oil and Gas for 

example. The firm needs to understand not only about 

outsourcing but also what goes on in that industry”.  

4. Human Capital development 

The last component of the “pillars” is to have the right 

people and to grow them continuously. “To develop an 

expert takes time. In fast-moving IT field and ITO 

industry, the environment changes rapidly and hence 

human capital also need to continuously upgrade 

themselves along with the changes”.  

 
Figure 4: The firm comprehensive global delivery model 

 

The Firm Global Delivery Frameworks 

The model is based on four critical components that 

make up the delivery framework (Figure 4 above). Each 

component will be briefly elaborated accordingly. 

1. Governance Framework 

This is the essence of relationship management. 

Governance is one of those areas of global 

onshore/offshore and outsourcing that can make or break 

a project. It focuses on proactive and collaborative 

management of relationship, the evolution of services 

provided, ongoing communication processes, 

performance review standards and overall project 

management. Generally, the model‟s core governance 

tools involve: (i) Program Management; (ii) Quality 

Management; (iii) Performance Management; (iv) 

Relationship Management; (v) Escalation Management; 

(vi) Reporting Management; and (viii) Change 

Management. 

2. Service Delivery 

For high quality service delivery to cater for each unique 

project, right process and practices have to be followed. 

It needs to be well developed to have a clear 

understanding of client‟s requirements, expectations and 

changes. Service receivers‟ participations and 

commitments in the programs planning, development 

and operation are essentials to ongoing communications 

and review for business continuity, improvement, and 

service delivery level to identify and accomplish 

common goals. These include using: (i) Assessment; (ii) 

Work Requests; (iii) Documentation; (iv) Business 

Continuity; (v) Quality Control; (vi) Data Privacy; (vii) 

Continuous Improvement; (viii) Service Acceptance; 

and (ix) Subject Matter Expert (SME). 

3. Infrastructure Management 

To deliver proven global model, it is important to have 

acceptable infrastructure management. Infrastructure 

management is essential to constantly improve business 

continuous process and lifecycle that helps to increase 

productivity, significant cost reduction and higher 

service level. The infrastructure management framework 

includes these components: (i) Multiple Facilities; (ii) 

Disaster Recovery; (iii) Network Security; (iv) Onsite 

Facilities; (v) Document Repository; (vi) Physical 

Security; and (vii) Audit & Compliance. 

4. Human Resources 

Human capital competencies are important to 

complement technology capabilities. Human capital 

strategy must be designed carefully to ensure the human 

capital is strategically used in achieving a shared vision, 

integrated with the service receivers‟ strategic and 

program planning efforts, human capital needs including 

the size of the workforce, its deployment, the 

competencies needed. Then, in delivering service, the 

firm leverages on the human capital competencies to 

share the best practices and knowledge in supports and 

to fulfill mission accomplishment. The human resource 

framework includes: (i) Recruitment; (ii) Resource 

Management; (iii) Technical Training; (iv) Skills 

Assessment; (v) Resource Loading; (vi) Rewards; (vii) 

Soft Skills Training; (viii) Performance Management; 

and (ix) Cross Training. 

4.3 Global IT outsourcing arrangement trends 
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Currie [5] distinguishes four types of IT outsourcing 

decisions: (i) Insourcing (in-house sourcing); (ii) 

Multiple selective sourcing; (iii) Total outsourcing; and  

(iv) Strategic alliance/joint venture. When asked about 

the Malaysia IT outsourcing arrangement practices, the 

informant elaborated “That‟s taking two layers of 

consulting, one is what is known as „Globalization 

Advisory Services‟ where it talks about companies have 

been traditional for years … That was the first step the 

localization trend external focus will come when you 

start looking at which area I‟m not good at and it is 

important for my company”. The researchers note that 

the firm provides global service delivery model which 

differs from traditional ITO. What the informant says 

relates to the innovation phase
3
 whereby a strategic 

alliance/joint venture between both parties becomes 

predominant contractual agreements.   

The informant went on to say: “The other perspective 

that is coming nowadays is entry of the new markets; 

everybody is talking about entry of the two big markets 

in the world that‟s India and china, due to their 

population… What people are saying is that instead of 

going there directly through foreign direct investment 

(FDI), I will rather go and establish a joint venture with 

local company or outsourcing model”. Thus, the 

sophisticated clients will prefer new ITO models 

compared to traditional full or selective outsourcing. In 

addition, a “modular corporation” (also referred to 

boundaryless, network organization or virtual 

organization
4
) model whereby it is not defined by, or 

limited to, the boundaries imposed by a predefined 

structure. The boundaryless organization breaks down 

the artificial boundaries created by a design such as 

departmentalization and hierarchies, and the external 

boundaries separating the organization from its 

suppliers, customers, and other stakeholders.     

 

4.4. IT outsourcing challenges to Malaysian 

companies 

4.4.1 Competition with India and China? 

a) Cost and population vs. value propositions 

“The entry of the new two big markets in the world that 

is India and china, due to their population size has 

automatically, in one shot, created 2.5 billion ready 

consumers. There are also local companies whereby 

local interest is so huge that large companies need to 

compete with them and might take three to five years 

before foreign brand get accepted. This is due to 

barriers to entry, local culture and protection and 

economic conditions”. Because of that, India and China 

are among the top offshore ITO providers but in a recent 

survey it shows that their salary and other costs are 

rising which Malaysian companies can compete and take 

advantage. 

Malaysia can provide low to high cost services with high 

capabilities and competencies [4]. Malaysia emphasizes 

on “value propositions” rather than total low-cost 

services depending on clients‟ needs. As explained by 

the informant, “Malaysia is one of the cheap nations; 

this is one of the best most appropriate country with the 

best quality of life in this part of the world and only 

country with the huge service potentials”. 

b) Competencies and capabilities 

Many literature, either academically or not, recognizes 

India as the world number one offshore providers with 

competencies and capabilities originated from the U.S., 

as the informant puts it “India has smart middle 

managers from the box, only the first five to eight years 

of India outsourcing industry, not a single non-American 

or British were there on top … Indian learnt it from 

American and British and now they are good at it”.    In 

Malaysia, there are sixty seven (67) International World 

Class MSC Malaysia Status Companies as of May 24th, 

2005
5
. Recently, MDec has launched Capability and 

Capacity Development Program (CDP) for MSC-status 

companies which plan for expansion and growth. MSC 

Malaysia provides various development programmes 

and facilities to encourage growth and to maximize the 

companies‟ potentials by adopting global good practices 

and process improvements
6
. Among the programs are: 

(i) CDP Capability Maturity Model Integration (CDP 

CMMI); (ii) CDP Project Management; (iii) CDP 

Software Testing; (iv) CDP Six Sigma; (v) CDP 

Information Security Management System (CDP ISMS); 

(vi) CDP Information Technology Service Management 

(CDP ITSM); (vii) CDP Quality Management System 

(CDP QMS); (viii) CDP Showcase; and (ix) CDP 

Professional Development (CDP PD). Through the 

programs, MDec honoured fourty seven (47) companies 
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in total with certifications in December 2008
7
. The 

second author is conducting a doctoral research on 

resources capabilities and relationship in Malaysia 

context using mixed-method approach. 

c) Multi-languages, political and economic stability 

The informant added “use Malaysia as a base because:  

i) it has a very multi racial environment; ii) Economic 

stability; and iii) Political stability”. The entry point for 

Malaysia is much easier plus it has been part of the 

global organizations such as the UN, OIC, Asean+3, 

NAM, Unesco and many more. Ahlan et al. [1][2] 

conducted researches on IT education and skill-sets 

impact from outsourcing in Malaysia. The study shows 

that Malaysian institutes of higher learnings (IHLs) 

churn enough relevant k-workers who are competent to 

support IT outsourcing or SSO services in Malaysia. The 

graduates are continuously developed with skills and 

certifications jointly organized by employers and MDec. 

All tertiary graduates are English conversant and most 

Malaysians are able to speak at least two to three 

languages. In addition, Malaysia is recognized by the 

world which has high and stable gross domestic product 

(GDP) growth and good financial institutions and 

corporate governance supervised by Central Bank of 

Malaysia.  As the informant puts it, “Malaysia is one of 

the cheap nations. This is one of the best most 

appropriate country with the best quality of life in this 

part of the world and the only country with huge service 

potentials”. This is the result of good political and 

economic management. 

 

5. Conclusion  
The paper discusses soundly on the global service 

delivery model, global ITO arrangement trends and 

challenges to Malaysian ITO industry. Malaysia is a 

near-developed country with world-class infrastructure 

and education. Majority of Malaysians speak at least two 

languages with English is a second language. Many 

world-class ITO and SSO companies have established 

their bases or subsidiaries in Malaysia due to several 

advantages offered by unique Malaysia positioning. 

MDec also has certified many its MSC-status companies 

with the certification programs like CMMI, ISO and 

others.  
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