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Abstract: IT outsourcing has emerged as an important tool for enabling organizations to gain access to
specific skills and services, focus on their core competencies, and reduce the cost of  IT service provision.
With the increasing number of  IT outsourcing failures, it is timely to identify the determinants of  IT
outsourcing satisfaction. This study investigates the types of IT function outsourced and examines the
factors influencing customer satisfaction in IT outsourcing in Malaysian small- and medium-enterprises.
Using an email questionnaire survey, data are collected from 100 firms listed on the Directory of  Small
and Medium Enterprises in Malaysia. Drawing from Domberger’s Theory of  the Contracting Organiza-
tion, four hypotheses are developed and tested in this study. Using the PLS path modelling technique, the
findings show that focus on core competency, cost reduction, access to IT expertise and skills, and
flexibility are positively related to customer satisfaction in IT outsourcing. The paper includes implications
and recommendations for future studies.

Abstrak: IT outsourcing telah ada sebagai sarana penting untuk organisasi memungkinkan mendapatkan
akses ke pelayanan yang berkeahlian khusus, fokus pada kompetensi inti mereka, dan mengurangi biaya
penyediaan layanan TI. Dengan meningkatnya jumlah kegagalan IT outsourcing, inilah saatnya untuk
mengidentifikasi faktor-faktor penentu kepuasan outsourcing IT. Studi ini mengkaji jenis fungsi TI outsourcing
dan meneliti faktor yang mempengaruhi kepuasan pelanggan dalam outsourcing TI di perusahaan-perusahaan
menengah-kecil di Malaysia. Survei dilakukan dengan menggunakan kuesioner melalui email, dan data
dikumpulkan ada 100 dari perusahaan yang terdaftar di direktori perusahaan kecil dan menengah di
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Malaysia. Mengacu dari teori Domberger tentang kontrak organisasi, empat hipotesis yang dikembangkan
dan diuji dalam penelitian ini menggunakan teknik PLS path modeling. Temuan menunjukkan bahwa fokus
pada kompetensi inti, adalah pengurangan biaya, akses ke keahlian TI dan keterampilan, serta fleksibilitas
yang positif  yang berhubungan dengan kepuasan pelanggan dalam IT outsourcing. Dalam makalah ini
terdapat implikasi dan rekomendasi untuk studi masa depan.

Keywords: customer satisfaction; Domberger’s Theory; Malaysia; IT outsourcing; SMEs
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Introduction

Information technology (IT) out-
sourcing has emerged as an important tool
for enabling organizations across the globe
to gain access to specific IT skills and ser-
vices, focus on their core competencies, and
reduce the cost of  IT services (Seddon et al.
2007). Business organizations are greatly im-
pacted by the IT global sourcing phenomenon
that became highly visible after Kodak
outsourced its data center operations in 1989
and has since grown rapidly to encompass
offshoring and domestic outsourcing (King
2007). In order to meet rapidly changing tech-
nology trends with lower costs and higher
quality, business organizations tend to rely on
external vendors and contractors to manage
and maintain their IT functions.

More organizations in Malaysia choose
to outsource, a trend that see the Malaysian
outsourcing industry is expected to be worth
$1.9 billion by 2013 (Outsourcing Malaysia
2010). With over 130 shared services and
outsourcing (SSO) companies registered with
MSC Malaysia and 250 call centers, Malaysia
has been ranked third best location globally
for SSO services for the past seven years (The
2011 Global Services Location Index [GSLI
2011]) by A.T. Kearney. According to an IDC
report, the key growth areas for the Malay-
sian IT outsourcing industry are Business Pro-
cess Outsourcing (BPO), Systems Integration
(SI) and IT Consulting. In addition, out-
sourcing has been identified as the key ele-
ment in the Business Services Lab, one of
the 12 National Key Economic Areas
(NKEA) under the Economic Transforma-
tion Programme initiated by the Prime Min-
ister of Malaysia.

Types of  IT functions commonly
outsourced involves either technological re-
sources or the entire infrastructure. This in-

cludes hardware, software, communications
systems, and human resources with manag-
ers, programmers, systems administrators,
maintenance and related personnel involved
in the design, maintenance and operation of
the overall IT infrastructure (Loh and
Ventkatraman 1992). As the IT functions
may comprise many activities, from the
vendor’s perspective, it is important to mini-
mize complaints and dissatisfaction as well
as the cost of  a service recovery plan. It is
also important for vendors to track the direct
feedback from customers on their responses
to complaints and dissatisfaction (Abubakar
et al. 2001).

According to the survey conducted by
Kakabadse and Kakabadse (2002), satisfac-
tion over with outsourcing providers has de-
creased from 79 percent to 62 percent. The
growing dissatisfaction over the quality of
outsourced services has resulted in a record
number of renegotiations and number of
buyers prematurely terminating an out-
sourcing relationship (Frauenheim 2005).
Moreover, Knights (2007) found that 61 per-
cent of outsourcing buyers placed more em-
phasis on setting up their outsourcing con-
tract than on managing it, making it a major
factor leading to dissatisfaction. The areas of
complaint include the wrong provider is con-
tacted, the levels of  services provided, the
service guarantees and the relationship of
service purchaser/service provider.

Although IT outsourcing has become
one of the important research areas in busi-
ness, the studies on IT outsourcing have been
mainly focused on large firms (Collins and
Millen 1995; Fisher et al. 2008) or in western
countries (Al-Qirim 2003; Dibbern and
Heinzl 2009). Findings from these studies
may not be generalized across the smaller
firms in the emerging economies. On the
other hand, past studies on ICT outsourcing
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practices among smaller firms mainly focused
on determinants of  outsourcing strategy
(Rohde 2004); partnership quality (Ren et al.
2010); and outsourcing service provider se-
lection (Chang et al. 2012). The studies on
IT outsourcing satisfaction are limited. As
small and medium-sized enterprises (SMEs)
form the majority of  business entities, it is
therefore timely to study the customer satis-
faction with IT outsourcing among SMEs in
the emerging economy. This study aims to
identify the types of IT functions frequently
outsourced, to investigate the level of cus-
tomer satisfaction in IT outsourcing and to
examine the factors influencing the satisfac-
tion of IT outsourcing among SMEs in Ma-
laysia.

Literature Review

IT Outsourcing

Traditional information systems re-
quired a lot of resources for management,
development and maintenance. Companies
can grow by creating values using their core
competency. Therefore, they would rather
concentrate their resources on core competi-
tive power than IT maintenance and manage-
ment (Terdiman and Berg 2001). It is due to
these circumstances that IT outsourcing has
gained much popularity in various industries.
The fundamental principle of IT outsourcing
rests with the purchase of  services or prod-
ucts through continuous interactions between
parties (i.e. buyer and seller) to an agreement.
Such interactions can be temporary or desig-
nated within an agreed length of time (Kern
et al. 2002).

Malaysia is considered as one of the
attractive locations for offshore outsourcing
contracts due to its strong infrastructure and

multilingual skills (Bernama 2010). Accord-
ing to Kasim (2005), there is an increase in
popularity of IT outsourcing among govern-
ment agencies as well as the public in Malay-
sia. This is despite the fact that finances are
inadequate and skilled resources are limited.
Both public and private sectors in Malaysia
are witnessing an increasing trend in engag-
ing in IT outsourcing relationships particu-
larly in the amount of  deals. For instance, large
local IT outsourcing contracts include the
RM1.3 billion Maybank deal, the RM440
million Malaysian Airline System Bhd (MAS)
deal, and Permodalan Nasional Bhd’s (PNB)
RM32 million extension contract (Chong
2003).

Domberger’s Theory of
Contracting Organization (1998)

In 1998, Domberger wrote a book en-
titled “The Contracting Organization” which
is based on his 15 years of empirical studies
on the economic incentives gained by orga-
nizations that contracted out services. In his
repeated studies, he found that organizations
that contracted out service provision were
able to save about 20 percent of cost with-
out compromising service quality. The con-
tracting out service provision included refuse
collection, managing prisons and water treat-
ment. Seddon, Cullen, and Willcocks (2007)
linked the underlying benefits of contracting
out service provision in the context of  IT
outsourcing and the subsequent customer
satisfaction in purchasing organizations. The
benefit drivers include specialization, market
discipline, flexibility and cost savings.
Domberger (1998) found that when firms
contract out what they are not good at, they
can devote their energies to doing more of
what they are good at, which benefits both
parties. By contracting out services, the ser-
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vice provided benefits from specialization
and economies of scales, while purchasing
firms benefit from greater revenue and profit
by offering better quality and lower cost of
product and service in its own market place.
This was exemplified by the case of IBM and
AT&T. Purchasers have access to more ex-
pert knowledge and skills, specifically for the
smaller firms. Smaller firms would need to
spend less time and efforts on trying out
something they are not good at which results
in fewer pilot projects and less mistakes by
the firms (Seddon et al. 2007). Flexibility can
be achieved by dividing a big project into
many smaller contracts with different provid-
ers for shorter time periods, or moving from
a fixed to more variable cost of  services pro-
vision (Seddon et al. 2007). This was exem-
plified by the deal between American Express
and IBM in 2002. In the case of  smaller firms,
they may benefit from increased revenue and
profitability if they are able to concentrate
on their own core business and have access
to expert knowledge and skills. The smaller
firms may also find it easier to engage with
different vendors for different services than
building and maintaining services in-house.
This arrangement will also reduce the man-
agement of internal staff. A point to note is
that the explanation of  Domberger’s theory
is not specific to ICT outsourcing and the
benefit and cost measurements are different
from those of conventional financial analy-
sis.

Customer Satisfaction in IT
Outsourcing

Satisfaction is viewed as a possible an-
tecedent of customer behavior, while cus-
tomer profitability is viewed as a performance
outcome (from the supplier’s point of  view)
of customer behavior (Söderlund and Vilgon
1999). The most critical success factor for
an outsourcing relationship is that the pro-
vider should understand the client’s objec-
tives and goals (Claver et al. 2002). It is com-
monly found that customer satisfaction as an
important antecedent to customer retention
and thus long-term customer relationships
(Anderson et al. 1994; Buttle 1996; Rust et
al. 1995).

IT outsourcing customer satisfaction is
determined by the customer’s perceived
evaluation of  the IT services provided by IS
company (Kim et al. 2003). Yoon and Im
(2008) viewed customer satisfaction in a
broader sense encompassing a perceived
evaluation of  products and services. In IT
outsourcing environments, customers’ re-
quirements and feedback are essential to the
development of IS applications and the en-
hancement of  the service quality of  IT ser-
vice vendors or companies. They further clas-
sify IT outsourcing customer satisfaction as
having five evaluation factors: consulting ser-
vice quality, maintenance and repair, educa-
tion, Service Level Agreement (SLA) quality
and information quality.
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Figure 1. Conceptual Framework of IT Outsourcing Satisfaction

Cost Reduction
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Adapted from Seddon et al. (2007). Does Domberger’s Theory of  ‘The Contracting Organization’ explain why organi-
zations outsource IT and the levels of satisfaction achieved? European Journal of Information Systems 16: 234-253.
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As shown in Figure 1, the conceptual
framework of IT outsourcing satisfaction for
this study is developed from Domberger’s
Theory of Contracting Organization and
other IT outsourcing research.

Seddon et al. (2007) view focus on core
competencies as an important driver of sat-
isfaction. In order to focus on core compe-
tencies, firms outsource less critical activi-
ties on their value chains to outside vendors
or suppliers. Resources are typically redirected
to where they make the greatest positive im-
pact, namely the organization’s core functions
(Tukel et al. 2006). From the resource-based
view, the core competences approach pro-
vides a more complete model for explaining
outsourcing. According to the approach, a
company should pay attention to its core com-
petencies since it gives the company growth
and direction (Peteraf 1993), and at the same

time outsource other non core service activi-
ties (Prahalad and Hamel 1990). Therefore,
we hypothesize that:

H
1
: A positive relationship exists between focus on

core competencies and IT outsourcing customer
satisfaction.

Outsourcing IT functions to a more spe-
cialized subcontracted service provider who
deals with many different clients will reduce
cost significantly through economies of scale
(Huff 1991). This view is supported by many
prior studies that identify achieving greater
economies of scale as the main reason for
outsourcing (Kakabadse and Kakabadse
2002). Efficiency will be improved in terms
of hardware, software and staff for the cli-
ent company that outsource. Outsourcing will
reduce production costs as well as investment
cost in facilities and equipment (Due 1992).
Therefore, we hypothesize that:

H
2
: A positive relationship exists between cost re-

duction and IT outsourcing customer satisfac-
tion.
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Both in-house staff and outsourced staff
can retain and improve their technical skills
through outsourcing (Ahles 2003). Accord-
ing to Wang and Yang (2006), outsourcing
can facilitate immediate access to the latest
technologies with the lead time customary in
in-house development. This is because in-
house workers can attain the necessary knowl-
edge on new technology of  software man-
agement and development from the vendor.
Wang and Yang (2006) also asserted that
outsourcing is the fastest and most effective
means to get qualified IT workers. In addi-
tion, access to better IT expertise and skills
was found to be an important driver of IT
outsourcing satisfaction by Seddon et al.
(2007). Therefore, we hypothesize that:

H
3
: A positive relationship exists between access to

IT expertise and skills and IT outsourcing cus-
tomer satisfaction.

Conventionally, flexibility in out-
sourcing is managed mainly through careful
contracting. This is because management is
often advised to craft short-term, airtight con-
tracts to control for anticipated changes (Tan
and Sia 2006). Flexibility deems to be a criti-
cal reason not just from a scale point of view
but also the scope of  product or service.
Organizations need to provide a swift re-
sponse to customer requirements and
outsourcing is a means to go about it (Tukel
et al. 2006). To deal with the present dynamic
business environment, an outsourcing rela-
tionship should be able to handle such adap-
tation. Therefore, flexibility in outsourcing is
primarily concerned with the ability of an
outsourcing relationship to change the extent,
nature, or scope of  business services deliv-
ered (Tan and Sia 2006). Therefore, we hy-
pothesize that:

H
4
: A positive relationship exists between flexibil-

ity and IT outsourcing customer satisfaction.

Methods

Sample

The sample of this study consists of
SMEs who play an important role in the Ma-
laysian economy and are considered to be the
backbone of industrial development in the
country (Saleh and Ndubisi 2006). Accord-
ing to Census on Establishment and Enter-
prise (2005), 99.2 percent or 518,996 of the
enterprises in Malaysia are SMEs. However,
SMEs only contributes 24 percent of the gross
domestic product (GDP) when in countries
such as South Korea, Taiwan and Japan they
contribute up to 60 percent. The reason could
be partly attributed to many SMEs not mak-
ing use of ICT in the way they do in other
countries (Koh 2008).

The target population of the study is
all the SMEs from various industry catego-
ries located in the Klang Valley. The selec-
tion of  Klang Valley in this study is based on
the reason that 50 percent of the SMEs are
concentrated in this region. We first obtained
the list of  SMEs that operate in Klang Valley
from the SME Corporation Malaysia
(SMECORP) website (www.smecorp.
gov.my). Next, the SMEs listed on the website
must have an active e-mail address. Finally, a
total of 3,654 SMEs with active e-mail ad-
dresses are obtained. Email questionnaires
are used to collect primary data as it is a con-
venient and cost effective method. Of the
total number of emails sent out, 100 SMEs
returned usable responses, generating a re-
sponse rate of 2.7 percent. All of the respon-
dents are SMEs that had outsourced their IT
services. As shown in Table 1, nearly half
(49%) of  the SMEs are service firms, while
slightly over a quarter (28%) of them are
manufacturing and manufacturing-related
firms. The remaining respondents consist of
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Table 1. Demographic Variables (N=100)

Variable Frequency Percentage

Industry Sector
Primary Agricultural 3 3
Manufacturing Related Services 25 25
Manufacturing (including Agro-based) 3 3
Construction 11 11
Services 40 40
Others 9 9

Duration of Operation
10 years and below 60 60
11-20 years 27 27
21-30 years 8 8
Above 30 years 5 5

Position
Director 53 53
Manager 33 33
Others 14 14

Type of IT Outsourcing
ERP 8 8
CRM 11 11
BPR 22 22
PC Management 44 44
Network and communications services 48 48
IT infrastructure 48 48
IT security services 18 18
Help desk support 21 21
Website hosting 41 41
Data centre operation 14 14
Others 6 6

those from construction (11%), primary ag-
riculture (3%) and other sectors (9%). More
than half (60%) of the SMEs have been in
operations for less than or equal to 10 years,
27 percent are between 11 to 20 years, 8 per-
cent is are between 21 to 30 years and 5 per-
cent is are above 30 years. Slightly over half
(53%) of the respondents hold the position
of director while one-third are managers
(33%).

Variables and Measurement

The questionnaire is divided into three
sections. Section A consists of  15 items to
gather data pertaining to factors that drive
IT outsourcing satisfaction. Section B con-
sists of 23 items to collect data about satis-
faction towards IT outsourcing services. Sec-
tion C is information on the demographic
variables of SMEs and the type of IT func-
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tion outsourced. All items are adapted from
pre-validated instruments of  prior related
research. The four factors that drive the SMEs
to outsource are focus on core competencies,
cost reduction, access to expertise and skills,
and flexibility. Focus on core competencies
is operationalized as having 3 items adapted
from Torkkeli and Tuominen (2002). Cost
reduction is measured using 4 items adapted
from Beaumont and Sohal (2004), Gonzalez,
Gasco and Llopis (2005), and Wang and Yang
(2006). Access to IT expertise and skills con-
sists of  4 items adapted from Wang and Yang
(2006), and Gonzales, Gasco, and Llopis
(2005). To evaluate the flexibility factor, this
study uses 4 items adapted from Graham and
Scarborough (1997), and Tan and Sia (2006).
In section B, the 23 items for assessing the
IT outsourcing satisfaction are adapted from
Yoon and Im (2008). The IT outsourcing sat-
isfaction construct consists of  four dimen-
sions, which are consulting service quality,
maintenance and repairing services, service
level agreement quality, education service,
and information service. Respondents are
asked to assess a total of 38 items by indi-
cating their agreement with statements using
a five-point Likert scale, ranging from 1 -
strongly disagree to 5 - strongly agree. In ad-
dition, based of prior related studies, 10 types
of IT function ranging from IT security ser-
vices, hardware infrastructure, web hosting,
to call centre operation are listed for respon-
dents to check the IT functions they
outsource.

Results

Generally, the respondents perceived
the items asked in the questionnaire posi-
tively. Based on the descriptive analysis, the
mean values of all factors show that respon-

dents tend to agree with the statements in
the questionnaire. As for the IT outsourcing
satisfaction construct, the mean value of  3.57
indicates a moderate level of satisfaction for
their IT outsourcing solution. As shown in
Table 2, the reliability test shows that all five
constructs achieve the Cronbach’s alpha score
of more than 0.60, indicating an acceptable
level of  internal consistency. The correlation
coefficients between the independent vari-
ables are significant, ranging from 0.24 to
0.60. Further collinearity diagnostic analysis
did not find any potential multicollinearity
problem among the independent variables.
The top three IT functions outsourced by the
SMEs are network and communications ser-
vices, IT infrastructure, and PC management.
A majority of the respondent (92%)
outsourced less than five IT services listed
in the questionnaire and only two respondents
outsourced all the IT services. The average
number of  IT services outsourced stands at
three.

The data are analyzed using PLS path
modeling (Smart PLS 2.0 M3) which involves
the assessment of measurement model and
structural model. The assessment of  the mea-
surement model includes reliability, conver-
gent validity and discriminant validity tests
(Fornell and Bookstein 1982). Reliability is
assessed using Cronbach’s alpha and compos-
ite reliability scores, and both require a mini-
mum score of  0.70 as satisfactory. Conver-
gent validity is assessed using factor loadings
with a minimum value of 0.50. While dis-
criminant validity at the item level is assessed
by comparing the own factor loadings with
cross factor loadings. The own factor loading
is expected to be higher than its cross-load-
ing in order to achieve discriminant validity.
At the construct level, discriminant validity
is assessed by comparing the square roots of
AVE of  each construct and its correlation
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Table 3. Factor Loadings and Cross Loadings

  CORE COST SKILL FLEX

Core1 0.85 0.29 0.36 0.35

Core2 0.78 0.33 0.35 0.35

Core3 0.85 0.33 0.29 0.36

Cost1 0.31 0.71 0.46 0.15

Cost2 0.18 0.74 0.50 0.16

Cost3 0.31 0.79 0.38 0.29

Cost4 0.34 0.82 0.62 0.29

Skill1 0.30 0.56 0.76 0.27

Skill2 0.11 0.34 0.54 0.09

Skill3 0.16 0.27 0.53 0.14

Skill4 0.40 0.49 0.80 0.22

Flex1 0.19 0.17 0.08 0.57

Flex2 0.38 0.21 0.15 0.60

Flex3 0.27 0.12 0.23 0.64

Flex4 0.32 0.27 0.29 0.85

with other constructs. To indicate adequate
discriminant validity, the latter should be
larger than the former. As shown in Table 2,
all composite reliability scores are higher than
0.7, signifying adequate reliability. Factor
loadings and cross loadings are shown in
Table 3, where all loadings are above 0.50
and loaded higher within the own factor and
loaded lower on other factors, signifying ad-
equate convergent and discriminant validity
at the item level. All squared roots of  AVE
are larger than the correlations between con-
structs, also signifying adequate discriminant
validity at the construct level. These tests
suggest that all items have sufficient reliabil-
ity, convergent validity and discriminant va-
lidity.

Assessment of  the structural model in-
volves testing of  hypotheses in terms of  ef-
fect size, direction and significance. All four
factors are found to be significantly related
to IT outsourcing satisfaction as shown in
Table 3. For H

1, 
focus on core competencies

is positively related to IT outsourcing satis-
faction ( = 0.183; p < 0.05). Information
technology function in an SME may be per-
ceived as less critical activities, thus firms
outsource less critical activities on their value
chains to outside providers or suppliers
(Prahalad and Hamel 1990). By outsourcing
these less critical activities, SMEs are able to
focus on their core functions which they know
best and have higher satisfaction toward IT
outsourcing. The finding is consistent with
that of  Torkkeli and Tuominen (2002), and
Seddon et al. (2007).
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For H
2
, cost reduction has a positive

relationship with IT outsourcing satisfaction
( = 0.307; p < 0.05). As the SMEs may not
have the available resources to operate the
IT functions in their firms, they will have to
incur more cost to get the necessary infra-
structure to support the IT functions (Due
1992). Therefore, the SMEs may outsource
the IT functions to IT providers that have
the resources to manage the IT functions of
the SMEs. Besides, outsourcing to these IT
providers will help SMEs reduce cost signifi-
cantly through economies of scale. By hav-
ing a pool of clients, IT providers can per-
form a significant amount of  tasks at a lower
price (Huff 1991). When SMEs perceived that
the IT outsourcing could reduce cost, their
satisfaction for IT outsourcing increases. The
finding is parallel to that of Lacity and
Willcocks (1998), and Kakabadse and
Kakabadse (2002).

For H
3
, access to IT expertise and skills

is positively related to IT outsourcing satis-
faction ( = 0.244; p < 0.05). This result indi-
cates that the SMEs may not have the IT spe-
cialists to run their IT functions as their busi-
ness is operated at a small and medium scale
and might not have sufficient budget alloca-
tion on IT. Therefore, SMEs might outsource
their IT function to gain access to a pool of
specialists with expertise and skills in man-
aging IT functions. Through outsourcing,
SMEs do not have to pay for the IT
specialist’s salary thus it may reduce overhead

costs to the firm (Yang and Huang 2000). As
such, as the ability to access expertise and
skills increases, the level of IT outsourcing
satisfaction also increases. The finding is con-
sistent with the study of Seddon et al. (2007).

For H
4
, the analysis shows a positive

relationship between flexibility and IT
outsourcing satisfaction (= 0.248; p < 0.05).
Flexibility in terms of  the ability to shift to
other IT providers when the need arises to
protect them from further risk of outsourcing
to the same vendor, may help SMEs in re-
ducing their budget on the IT services (Gra-
ham and Scarborough 1997). This could be
due to SMEs’ ability to segregate their IT
functions into different parts and outsource
those to different vendors that are able to
provide these functions at the best price. As
such, the more flexible the IT outsourcing
agreement, the more satisfied the SMEs are.
The finding is consistent with the study of
Tukel, Kremic, and Rom (2006).

In summary, the analysis shows that the
data support all the hypotheses tested in the
study. Collectively, the four factors contrib-
ute 54.6 percent of the total variance ex-
plained for IT outsourcing satisfaction in the
model. Cost reduction is the most important
driver of IT outsourcing satisfaction, followed
by flexibility, access to IT expertise and skills,
and focus on core competencies albeit only a
marginal difference exists between the four
drivers.
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Conclusion

The findings of this research are two
folds. Firstly, the findings show that all the
factors tested in the hypotheses –focus on
core competencies, cost reduction, access to
expertise and skills, and flexibility– have a
positive relationship with IT outsourcing sat-
isfaction. Contrary to the findings of Seddon
et al. (2007), cost reduction and flexibility are
found in this study to be the significant de-
terminants of  IT outsourcing satisfaction
among SMEs in Malaysia. The findings pro-
vide support for Domberger’s theory in the
context of IT outsourcing satisfaction. It can
be argued that cost reduction is of utmost
importance among SMEs as far as an IT
outsourcing decision is concerned, as other
determinants such as focus on core compe-
tencies and flexibility will ultimately lead to
cost benefits. Secondly, IT outsourcing ser-
vice providers in Malaysia should focus on
cost benefits when providing the IT services
to SMEs. The four factors have almost equal
importance in determining the IT outsourcing
satisfaction.

The study suffers from small sample size
when trying to make generalization across the
population. As such, the results of this study
serve as the basis for preliminary findings
about the drivers of IT outsourcing satisfac-
tion among the Malaysian SMEs. Apart from
this, the conceptualization of  the determi-
nants is mainly based on Domberger’s four
benefits of  contracting. If  other conceptuali-
zations of  constructs were used, the study
could suggest different results. Therefore, it
is recommended to future researchers that a
larger sample size be included in order to make
statistical inferences across the population.
In addition, more drivers are to be tested to
make meaningful comparisons on the relative
importance of these drivers and potential
moderators, mediators and competing mod-
els for IT outsourcing satisfaction in the
SMEs context.

In conclusion, this study seeks to ex-
amine the relationship between factors that
drive IT outsourcing and IT outsourcing sat-
isfaction. With regard to this, the research
findings are expected to provide more infor-
mation about how customer satisfaction in

Table 4. Summary of  Hypothesis Testing

Hypothesized Relationship Beta t-value Result

H
1

Focus on Core Competencies  IT 0.183 2.596 Supported
Outsourcing Customer Satisfaction

H
2

Cost Reduction    IT 0.307 3.086 Supported
Outsourcing Customer Satisfaction

H
3

Access to IT Expertise and Skills  IT
Outsourcing Customer Satisfaction 0.244 2.394 Supported

H
4

Flexibility  IT
Outsourcing Customer Satisfaction 0.248 3.213 Supported
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