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ABSTRACT

Various studies have been undertaken on factotsnbéivate companies to outsource but
the challenges remain inherent of such strategutsibms. Increased expenditures and the
growing number of players in the telecommunicatmadustry have created many challenges
to the telecommunication companies. In order tadstaut from the competition and to have
higher earned average revenue per user (ARPUgomamunications operators are looking
for all possible ways to cost-cut and pass on thmeebts to end customer through better
services at lower prices. The study noted thatesjr@ outsourcing as much as the process
had a number of whip hands as there were seveoal sbmings that should be taken into
consideration. The shortcomings that were analyaetthis research were loss of control,
operational risks, business disruption and laciwel-defined responsibilities. It was noted
that strategic outsourcing led to loss of contn@rohow certain services are delivered; this
was noted to raise the company’s liability exposu¥eom the findings the researcher
recommends the firms to carefully consider the wen partner with as well as the
dynamics inside your own organization, and how youtsourcing strategy impacts your
own people. Human capital goals must be aligneti wittsourcing goals. You'll want to
optimize headcount while retaining key talent te@xe the business. Careful planning and
consideration helps to ensure your outsourcingegiyais successful. An area of further
research is outsourcing to related partners. Fumdsearch should be considered on the
challenges facing mobile telecommunications orgations that outsource their activities to
related parties or parties with similar parent argations.
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CHAPTER ONE : INTRODUCTION

1.1 Background of the Study

This study focuses on the Strategic Outsourcingnbpile telecommunications companies
in Kenya and the challenges faced while undertakiuginess. Telecommunications
organization are increasingly focusing on theirecoompetencies and outsourcing most of
non-key functions; allows businesses to achievatgreefficiency without having to invest
in people and technology (Brown & Wilson, 2005).ridas studies have been undertaken
on factors that motivate companies to outsourcehmitchallenges remain inherent of such
strategic decisions. Increased expenditures andgtbeiing number of players in the
telecommunication industry have created many chgde to the telecommunication
companies. The need for faster internet speeds,ilitpond increased telecommuting
(working outside ones workstation) by senior bussnexecutives has led to companies

adopting faster communication models triggeringeased costs of roaming.

Aggressive drive to increase revenues has led ngpaaies facing all kinds of internal &

external forces such as increased expenditure ghradvertising and marketing, increased
employee salary and stiffer competition for subisari market share. This has been
witnessed with threats such as lower switchingsctmt the subscriber from one operator to
another, costs due to increased regulation amdreg @ctors. In order to stand out from the
competition and to have higher earned average uvevemer user (ARPU),

telecommunications operators are looking for abgdole ways to cost-cut and pass on the

benefits to end customer through better servicésnadr prices.



Studies have indicated that one of the biggestscfst mobile operators is the mobile
network expense such as maintenance and transmisssts that typically make up 15% to
20% of operators' total operating expenses in d@eel markets (Jethro and Gustav, 2009).
Sales and marketing costs on the other hand acéou@8% to 32% (Delloite Consulting
2011). Jethro and Gustav (2009) further adds #nangs in these costs could translate into
a one-to-three percentage-point improvement in #anings before interest, tax,
depreciation and amortization, or EBITDA for operat In the best tradition of the value
chain, any pain felt by the operators will undoualbteget passed down the line to the
consumer. Government policies on tariffs and mot@lenination rates (MTR) have seen
dominant Kenyan players earn lower revenues onteattination (Kenya Information and

Communications Regulation on Interconnection anuf§&2010).

Various strategies including infrastructure sharang amongst the few examples practiced
in Kenya aimed at reducing these expenses and nmmaxgrevenues for existing CAPEX
investments. The most common one is outsourcingpté&Gand Gupta (1992) define
outsourcing, as the practice of hiring outside gssfonal services to meet in-house needs of
an organization. Brown and Wilson (2005) furthextestthat powerful trends in the global
business environment have made outsourcing a ggophienomenon. Some of these global
trends include: the shift from domestic to globabmomy; the shift from manpower to
techno- power; the shift from company-led to consuariven market forces and the shift
from industrial economies to knowledge-based ecoe®nThe global nature of business
encourages outsourcing because global firms aumg the lowest cost source on a global
scale making firms with a global footprint more quetitive than their locally counterpart as

they can source labor from the cheapest sourcdkeinvorld such as India, China and



Indonesia. In pursuit of efficiency businesses iareasingly relying on technology as
opposed to manpower. Telecoms firms being heawlyeddent on continuously changing
technology outsource in order to mitigate the rdktechnology obsolescence. This also
enables lead firms to access new technologies ancehone of the main drivers of decision
to outsource. For most businesses, consumers amnbey more demanding of superior
services. Firms therefore will tend to outsourgeeass of their business to experts who are
able to customize products more efficiently thae firm can achieve. This controls
headcount and allows for better flexibility at tekeme time enabling acquisition of new

capabilities at reduced costs.

1.1.1 Strategic Outsourcing

Strategy sets the direction in which a firm wamtsgd. (Johnson Scholes & Whittington,
2008) argues that strategy is the direction anges@d an organization over the long term,
which achieves advantage in a changing environttieatigh its configuration of resources

and competences with the aim of fulfilling staketeslexpectation.

Andrews (1980) argues that strategy refers to patté decisions in a company that
determines and reveals its objectives, purposg®als, produces the principal policies and
plans for achieving those goals, and defines tmgeaaof businesses the company is to
pursue, the kind of economic and human organizatisnor intends to be, and the nature of
the economic and non-economic contribution it idgerto make to its stakeholders.
Mintzberg (1994) declares that strategy has sevaesnings, all of which are useful. He
says that strategy is a plan, a pattern, a posiéind a perspective and, can also be a ploy; a

maneuver intended to outwit a competitor.



Companies therefore need to prioritize and makevagit decisions on which strategic
direction to take so as to achieve competitivenesst effectiveness and customer focus.
This calls for strategic management. This involthesrelated concepts of strategic planning
and strategic thinking which entails strategy folation and strategy implementation.
Whereas planning is analytical in nature and reef®rmalized procedures to produce the
data and analyses for strategic thinking, formafatn the other hand involves carrying out
analysis in the external environment in which thigaoization operates with a view of
making strategic decisions about how the orgammatwill compete. According to
Mintzberg et al (1996) strategy implementation iwes decisions regarding how
organization’s resources) people, processes argydiems) will be aligned and mobilized
towards the objectives. For telecommunications diqpart of the strategic implementation

process targeted to achieve such goals involvesoorging.

The concept of outsourcing refers to the contrgctint of a business process or scope to a
third party. The term outsourcing became populgheUnited States (US) near the turn of
the 21st century. Outsourcing is also used to destie practice of handing over control of

public services to for-profit corporations (JamiesbDave, 2013).

Outsourcing includes both foreign and domestic ramting and sometimes includes
offshoring or relocating a business function to taeo country usually with a view of
achieving financial savings from lower internatibfaor rates. Outsourcing by a firm has
two variables. It may be either tactical or strateBrown and Wilson, 2005). It is
considered tactical when it is implemented in ortiersolve specific problems being

experienced by the firm.



Other situations under which a firm may engageastital outsourcing are where the firm
wishes to generate immediate cost savings. Thesfottactical outsourcing is the contract
and the relationship between the firm and the vemddhe services or goods. Strategic
outsourcing on the other hand is concerned withdimg long-term value for the firm
through long-term relationships with partners. licls cases the firm seeking to outsource
works with best in class service providers withteys and processes that can easily

integrate into its operations.

The outsourcing firm considers the suppliers offgrservices as business partners and the
emphasis is on mutual benefit in the long run.t8gia outsourcing in itself is a strategic
business response to the external environmentaodnpetitive forces within the industry.
According to Taylor and McAdam (2004) firms leamorh the environment and adopt
innovations to respond to environmental changthdfexternal environment is perceived to
be highly dynamic and complex, then the level akourcing activities is likely to be high.
This is because firms in such an environment viillase to transfer the risks inherent in that

industry to the outsourcing supplier (Gilley, McGaad Rasheed, 2004).

Other firms are driven to strategic outsourcingtbhg need for more profits and survival
(Brown and Wilson, 2005). Some firms engage thevises of a provider to manage
essential tasks that would otherwise be managea-byguse personnel. This is often done to
allow a business to arrange the use of its assdtedt advantage, and allow the company to
move closer to the achievement of its goals. Arsaufcing strategy of this type may be
employed by businesses and other organizationsytae, and normally helps to reduce
the cost of operations as well as allow availaldsources to be allocated to the other

necessary functions that are still managed withendrganization. Usually the main goal of
5



strategic outsourcing is to achieve long-term cditipe advantage.

Many people tend to associate outsourcing with soaashpanies that operate with relatively
limited budgets. This is often true, since smabesiness enterprises are likely to have
limited resources. In such a case, for exampldradegic outsourcing effort may involve
contracting with a provider to manage the procesgemerating invoices to customers,
receiving those payments, and paying any outstgndéits using the proceeds from those
payments. Such outsourcing allows the small compangivert resources that would
normally go to supporting an accounting departmetd other important areas, such as

product development, marketing, or sales.

Larger businesses can also make use of stratetgowcing as a means of utilizing their

resources to better advantage. For example, admsssimay choose not to maintain an in-
house sales force, but contract out the salestéffamthers who generate sales on behalf of
the company. With this model, the business doesawot to be concerned with the expense
of salaries and benefit packages for salespeamdéedd, the business only has to provide the
agreed-upon commissions for sales generated busi@ess partner and any monthly fee

charged as part of the contractual agreement batthegwo entities.

Following the increase in strategic outsourcingassult of the glaring global competition
the scope of outsourcing has changed from thetiwadi concept to strategy, (Quinn &
Hilmer 1994). According to Mazzawi (2002), Strategiutsourcing is concerned with
creating value to align with the business procesbat are changed to be in line with
strategic goals. Consequently, management are gmglahe abilities of a team of

combined local and foreign expertise in additionh® use of new technologies to improved



service delivery to customers with the belief thatsourcing can result in cost saving and
provide the much needed competitive edge. Furthesmarganizations are focusing on
creating values by demanding particular competsngiendividuals and outsourcing every
business function that will enable them gain thepetitive advantage with the exception of
specialized functions (Quinn & Hilmer, 1994). Theaim propelling element for this
decision is basically centered on organizationsirueturing and cost reduction. Further to
note is that powerful trends in the global businesgironment have made outsourcing a
growing phenomenon. Some of these global trendfudecthe globalization of the
economy, shift from manpower to technology drivenver, the shift from company-led to
consumer driven market forces and lastly shift framdustrial to knowledge based

economies.

Although the results of most early outsourcing €rsy were unsatisfying, recent
investigation shows that organizations are betgefieir potentials with respect to managing
outsourcing relationships, (Lacity et al., 1998)sPpite the difficulties constantly being
reported by organizations with regards to theilsoutcing arrangements, Ross et al. (2003)
agrees that outsourcing has developed as a ctoolah business management with its own
set of peculiar management practices and challer@eganizations therefore need to be
fully aware of their potential and core competescie order to successfully tap their
resources (Prahalad and Hamel, 1990). Porter M1B85) argues that sustainable
competitive advantage comes about by performindemiht activities from rivals or
performing similar activities in different ways. [Eeommunications thus outsource to

achieve and sustain competitive advantage ovelsriva



However, despite such immense benefits that cortte autsourcing social challenges such
as labor related issues have risen in recent pask of control as well has been noticed by
operators practicing outsourcing with increasekisrisf lack of business continuity. Loyalty
amongst outsourced employees has equally beenssédecalling for further research on
inherent challenges that telecommunications congsafiaices once they outsource their non-

core activities.

1.1.2 Telecommunications Sector in Kenya

Kenya's earliest telecommunications connectionthéooutside world were the submarine
cables linking Zanzibar, Mombasa, and Dares Salaainby the Eastern & South African

Telegraph Company in 1888. Internally, the constoncof a telegraph network began with
a 200-mile coastal line linking the port city of Mbasa with Lamu. Extension into the
interior of the country began in 1896 in conjunatisith the building of the railway system,

forming a dual "backbone" for Kenya's communicagianfrastructure. The extension of the
telegraph line even overtook railway constructimgching Nairobi in 1898 and Kampala

and Entebbe in Uganda in 1900.

In 1908, the public telephone network began servit Nairobi, the capital, and in
Mombasa. In Nairobi that year, eighteen telephamesaibers were connected. In 1968,
Kenya became a member of the Intelsat global gatelbmmunications consortium, with
EXTELCOMS (and subsequently KENEXTEL and ultimatéf?&TC) responsible for
operating earth stations to access Intelsat'slisggelKenya's first major earth station came
into operation at Longonot northwest of Nairobil®70. There are now two such stations at
Longonot, each accessing Intelsat satellites inAtthentic Ocean and Indian Ocean, with a

third earth station in Nairobi and a fourth in kao.
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By 1980, there were 73,932 direct exchange linedSLE) in use in the public telephone
network; just over 84% were connected to automstridching equipment and 75% had
direct long-distance dialing (STD or subscribentrulialing) capability. There were 1,228
telex lines in use and 50 leased data transmissienits in use. The network of 1980
represented a solid foundation for future expanseven though it had significant
shortcomings: 33% of long-distance call attempiiedadue to congestion, and at any given
time 15% of exchange lines were not in working or@€P&TC Annual Reports; Tyler and

Jonscher, 1982)

In the 1980s, growth of Kenya's network occurredaotarger scale. KP&TC undertook
three telecommunications development programsFits¢ Program ran from 1979 to 1983;
the Second Program began in 1984 and was compleféi88; and World Bank funding for

the Third Program was negotiated in 1985-86, widbursements beginning in 1987 and

completion achieved in 1992.

The First Program called for the addition of 58,&3@hange lines of capacity. The Second
stressed the expansion of service in Kenya's ram@hs, and the Third Program largely
continued the approach established by the firsthutancluded two significant innovations:
extensive replacement of small manual exchangesural areas with digital switching
equipment and the introduction of optical fiber ngmission. However Kenya's
telecommunications and broadband market underweev@ution following the arrival of
four fiber-optic international submarine cablesdiag its dependency on limited and

expensive satellite bandwidth.



With the liberalization of the telecommunicationsc®r in 1998, from the incumbent
government owned monopoly KP &TC (Kenya Post & Telamunication Corporation)
was split into various entities to foster competitiin the sector. With liberalization of
international gateway and national backbone, the@ntg's international bandwidth
requirements increased more than fifty-fold andcesi fell significantly. Currently the
industry has witnessed bandwidth price reductiomentban 90%, enabling cheaper tariffs
for telephone calls and broadband Internet servidesvever, ISPs have reluctantly passed
on the cost savings to end-customers, which haveamied the industry regulator, the then
Communications Commission of Kenya (now Communicathuthority of Kenya- CAK)

to consider price caps. By the year 2010, the redbiephony sector had 6 players offering
mobile telephony services, namely Safaricom, Aikehya, Essar Telecom (also known as
Yu Mobile) Telkom Kenya (also known as Orange MepiFlashcom and Popote Wireless.
Telkom Kenya, Flashcom and Popote wireless operate@DMA frequency (800 MHZ-
Telkom and 1900MHZ —Flashcom & Popote). Flashcoih Ropote operated as local loop

operators with operations in Nairobi and Mombasa.

Companies that started out as Internet serviceigeo (ISPs) have transformed themselves
into second-tier telecommunication companies bynglut national and metropolitan fiber
backbones and wireless broadband access netwoidsngf converged voice, data and
video/entertainment services. At least six majoplagments of wireless interoperability
multiple access (WIMAX) technology and four Fibéosthe Home (FTTH) rollouts are
underway. Advanced services such as IPTV/triplgsplrcommerce, e-learning and e-

government are now rapidly evolving.
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However, the infrastructure investments have bestlycand the market has become more
competitive, which has led to strategic realignraent the sector. Several infrastructure-
sharing agreements have been forged-latest develupnetween EATON TOWERS and
Orange (Telkom Kenya). A simplified and convergeensing regime introduced in 2008
has lowered the barriers to market entry and irg@a&ompetition by allowing operators to
offer any kind of service in a technology and -vsar neutral- regulatory framework.
Notably the country’s incumbent fixed-line operatORANGE Kenya (Consortium of
France Telecom and Government Kenya) embarked wam@ng its infrastructure and
services under the Orange brand with fresh capitah its new majority shareholder,
France Telecom, making it possible to re-entemtiodile market. However, the company is
still making losses and required a substantial dagction in 2012 as part of major
restructuring program, prompting France Telecomatmounce in early 2014 that it is

looking for a buyer of its stake.

In addition a price war has characterized Kenyadbile communications sector in recent
years, following the market entry of the third dodrth network. This has led to accelerated
subscriber growth, but it has also presented angdle to the profitability of the operators,
forcing them to streamline their operations and eflgy new revenue streams in an
environment of falling average revenue per user AR in the voice market. In the

industry, Safaricom has had the largest share akehaevenues and subscriber share
currently at 67.9%, 79% on voice and 96% on all regssages (Bloomberg Business Week,
March 2014) and only Safaricom has remained ptaétaover the years and retained
immense growth in its mobile pay platform MPESAying announced billions of profit

ever year.
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The other five competitors had reported lossesravipus years and continued to do so.
Airtel’ s subscriber market share stand at 17.6%lentat of Essar and Telkom Kenya
stood at 7.3% and 7.2% respectively. Increased ettigm and marketing of GSM
technology in Kenya rendered Flashcom and Popotel®és with no visibility. Indirect
competition is also offered to mobile service pders by firms like Indigo Telecom,
SEACOM, WIOCC, Wananchi telecom, MTN, Access Kenjanii telecom, BCS Group,
KPLC and Kenya Data Networks among others who pewark fiber to connect homes
and corporate, backhaul fiber but in addition atéi@r Voice Over the Internet Protocol

(VOIP) calls and data.

With the telecoms sector in Kenya being highly tatpd, to participate in the sector a firm
needs to make significant investments with licefess being in millions of dollars. The
regulator also sets wholesale prices (also knowmntsconnection rates) and regulates
market promotions by requiring its licensees tocaobwritten approval prior to launch of
products. Because of the biting economic conditipnsvailing in Kenya in 2010 the
subscribers of mobile telephony were showing psessitivity and were allergic to price
increases. As a result subscribers were demomgjriack of loyalty to service providers by
maintaining more than one SIM card and using theiges of the cheapest provider

depending on the available tariff structure.

This pushed competition amongst operators to highezls. Third generation (3G) mobile
broadband services, VAS solutions as well as mqgtmlgment and banking services have
helped deliver additional revenues. Following heawpscriber losses, the two smallest

players in the market, Orange and Yu (operatednbyals Essar) announced plans to exit

12



the market. Lastly the Kenyan government indicapddns to license multi-faceted
consortium to operate a unique open-access fouethergtion (4G/LTE) technology
network, despite resistance from the existing damirplayer who currently running trials

has further deepened the rivalry amongst players.

Forces in the macro environment, as well as coniyetiorces in the telecommunications
industry, were constraining its ability to grow alnelcome profitable and a need for players
to rethink their business approach is mandatoryiova strategies have thus been witnessed
among outsourcing of key functions to vendors. \@asrBharti- owned Airtel Kenya has
adopted total outsourcing model in several fun&iamthin the organization to manage its
low cost strategy, Orange, Essar (YU) and Safaridawve equally outsourced network

management, turnkey infrastructure rollout to thpedties.

1.2 Research Problem

Competition has reduced the profit margins to tkeerg that most telecommunications
companies are trying to find new ways of doing bass. In the Kenyan sector various
telecommunications companies have resorted to otrating on their core business and
outsourcing the none core functions to parties Waee expertize and technical know how
in them. Increased costs of doing business anddhd to expand and grow the market share
have driven companies to come up with ways of magagosts and maximizing revenue.
This has led to adaptation of cost reduction itites including strategic outsourcing to
improve the ability of the firm to survive and coetg in the environment in the long term.
Increased differentiation of customer wants hasesstated need for market segmentation

forcing firms to come up with not only unique prathito fit into the various segments but
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also invest huge sums of their resources to maakdt win over these segments. With
strategic outsourcing, firms can transfer the mdlerent in the macro environment such as

dynamic costs and high technological obsolescemtget outsourced vendor.

Further, increased regulation of the industry sahariffs structure, mobile call termination
caps and open licensing, has opened up new avéugignificant competition resulting in
price wars witnessed through extensive marketingpaagns and branding. Safaricom for
example has gone to an extent of branding and regatne Kasarani International Sports
Centre - Safaricom Stadium- to achieve brand \ligibi Safaricom’s archrival — Airtel has
also adopted various sports activities and suppgoeng talent through its programs duped
Airtel Rising Stars. All this is done with the sofgention of winning Kenyan attention and

loyalty.

Such external and internal threats within the selcés necessitated companies to focus on
strategic outsourcing with the hope of achievingaat of benefits such as the ability to
focus on its core business, to become more custoargric, access the superior resources
of the outsourced vendor and also save costs lnygaklvantage of the scale of the vendor
— IBM for case of Airtel Kenya. However, for a firmo fully benefit from strategic
outsourcing, the firm must implement strategic outsing in the right manner so as to
overcome the challenges that has crippled thistipeacThis involves not only the firm
carrying out a formal evaluation to determine wkett is best for services to be rendered
in-house or be provided by an external vendoridestablish change processes that ensures
all potential difficulties that are likely to resufrom outsourcing are addressed and

mitigated.
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A number of valuable studies on likely variablexeassitating need for outsourcing have
been undertaken. Ernest & Young (2012) global rteporthe future of network operations
confirms that the way communications operators igiom and manage their networks will
continue to undergo profound change. Rising cossgures and dramatic increases in data
traffic is driving operators to make use of thirdrfy providers for network management,
infrastructure rollout and system integration. Lbctghere have been a number of valuable
studies on outsourcing, (Gakii, 2010; Oyugi, 20M@&lachy, 2010; Gulamhusein, 2011) all
of which present evidence that strategic outsogréias been put into practice in Kenya.
These studies (Gakii, 2010) and (Oyugi, 2010) iaichat strategic outsourcing if properly
implemented can contribute positively to the cogb@mperformance of the firm. However,
none of these studies indicate the inherent chgdierfaced by firms practicing strategic

outsourcing model in the Kenyan mobile telecommation sector.

This study aimed at investigating the challenges thobile telecommunication companies
face as a result of adopting strategic outsouramdheir key competitive advantage. How
prepared are the mobile telecom operators to faeechallenges caused by strategic

outsourcing given the drastic changes in the Kemyahile telecom industry?

1.3 Research Objective

The objective of this study will be to establishe tistrategic challenges that mobile
telecommunications companies in Kenya experiencanolertaking strategic outsourcing of

non-core activities.

1.4 Value of the Study

The learning gained from challenges faced by outsog will inform the government and

regulatory authorities of the need to develop cehiepolicies that promote and safeguard
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best business practices and come up with conttagfindelines and applicable laws that
protect Kenya as an outsourcing destination as waellthe need to regulate offshore
outsourcing. Secondly the results of the study gite a key understanding of the expected
labor relations and employee management proce$stsneed to be considered when
outsourcing. Job security concerns and transitioanagement guidelines will help
employees have a smooth transition and better atetivwhen moving from the lead firm to

the contracted employer.

Lastly this study adds to the existing body of a@sk on the subject of strategic
outsourcing. The study provides the latest thinkangd approaches on the subject of
outsourcing and how an understanding of stratelggmge management comes in handy to

address potential challenges.
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CHAPTER TWO : LITERATURE REVIEW

2.1 Introduction
This chapter will cover theoretical foundations stfategic outsourcing, study of theories

that support outsourcing as well as an insight ow Btrategic outsourcing decisions are
undertaken. Such theories as Transaction Costryrewd Resource Based Theory will
form part of the discussion in this chapter to giveunderstanding of the very foundations

of outsourcing.

2.2 Theoretical Foundations

Grover, Cheon and Teng (1996) define outsourcindp@significant use of resources either
technological and or human resources that areredtes the organizational hierarchy of the
firm. It involves the turning over part or all of @rganization’s function to be managed by
another entity. Gupta and Gupta, (1992) definesaurting as the practice of hiring outside

professional services to meet in-house needs ofgamization

Outsourcing dates back to the period of IndustaVolution and has helped thousands of
companies achieve profitability. In the United 8tatof America and Western Europe,
almost every company outsources some part of thesmess (Brown and Wilson, 2005).
According to Brown and Wilson (2005) Companies he United States and in Western
Europe rarely build manufacturing plants in thesuwtry. Instead China, Eastern Europe,
India, the Philippines, South Korea and Taiwanthegr locations of choice because labor

costs in these destinations are cheap comparée todst.
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Brown and Wilson (2005) argue that strategic autsing is concerned with building long-

term value for the firm through long-term relatibmss. In such instances the firm seeking to
outsource works with best in class service prowdenom it integrates into its operations
and considers the vendors offering services asnbssipartners with the sole emphasis
being mutual benefit. Several factors influencera to arrive at a decision to outsource the
provision of services within given functions. Theaifisaction Cost Theory and Resource
Based Theory capture the major factors that infteea firm to take the decision to

outsource.

2.2.1 Transaction Cost Theory

This theory states that organizations are econawctrs using the most efficient mechanism
for transactions (Williamson, 1981). This theorysfudates that there are costs in using a
market. These costs include operational costs aaatesearch costs and inventory holding
costs as well as the costs of writing and enforaimgntract. By making their own inputs the

firm gains economies of scale and avoids transaciosts.

The increased size of the firm will however requirereased internal co-ordination (Grover
et al 1996). If a firm opts to outsource, it wilicrease its transaction costs and most likely
lose its economies of scale (Grover et al 1996ydtld however take advantage of the
economies of scale and operators scope while atsdme time reducing internal
management costs. However the firm that outsousgésncrease its external management
costs. External coordination costs will increasedecrease depending on the outsourcing

model.
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For the case where mobile operator products andcserare highly differentiated (very
unique), operators may not be able to develop @efft economies of scale through
outsourcing and costs would thus be very highuthsa situation it may be more prudent to
develop the competencies in house. In contrast mtaedardized products and services
could reflect lower external co-ordination cos@adimg to increased economies of scale and
would therefore be a more viable option for outsmg. The transaction cost approach
therefore offers an analytical framework that cam Wsed by a firm in comparing
outsourcing services and in-house services. UsidgnA Smith’s division of labor theory,
DeLooff (1995) proposed that only when the outsmgrsupplier performs certain activities
on a large scale could the efficiency of outsowdie reached. If outsourcing cannot be
performed on a large scale, the financial benedftoutsourcing, such as reduction of
operational costs and improvement of measurabditycosts are hardly achieved. The
production scale of the outsourcing partner as aglthe scale of the outsourcing market
may be important variables in determining the aoptof outsourcing (Lacity and

Hirschheim, 1993).

The core idea behind strategic outsourcing is toebein some manner from allowing
outside entities to take over the operation and agament of a given function. Those
benefits can take many different forms. Often, ithea is to increase the bottom line of a
company by reducing various operating expensestifdr times, the benefit has to do with
having immediate access to professionals who dpexian handling the outsourced

function, without the need to train personnel teetaver those functions.
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Further the benefit may be a matter of conveniealb@wing the business owner to not have
to deal with necessary functions that he or shes do¢ wish to deal with, or feels unable to
manage with any degree of efficiency. As long asdlent considers the benefits that are
generated by the arrangement sufficient, then tbegss of strategic outsourcing can be

considered a success.

2.2.2 Resource Based Theory

Traditional strategy models such as five forces eh@Borter M.E., 2008) focuses on the
company’s external competitive environment. Mosttieém do not consider the firms
internal capabilities. In contrast the resourceseldaperspective highlights the need for a fit
between the external market context in which a foperates and its internal capabilities.
The resource-based view is founded on the persgetttat a firm’s internal environment, in
terms of its capabilities and resources, is morgcal to the determination of strategic
action than the external environment. Insteadoti$ing on the accumulation of resources
necessary to implement the strategy dictated bylitons and constraints in the external
environment, the resources based view suggesatfirgihs unique resources and capabilities

should provide the basis of the strategy (M. Aale2001).

It is worth noting that for a firm to fully exploiits existing stock of resources and
capabilities and achieve competitive advantage ettternal acquisition of complementary
resources and capabilities might be necessary. rAecgp to Grant (1991 p 120), this

external acquisition is known as “filling gaps” astould be done only after a thorough
evaluation of existing resources and deficiendagsourcing such deficient resources is the

key to successful competitive advantage.

20



2.3 Strategic Outsourcing Decision

Starting up any outsourcing decision-making prockssands much effort; hence Douglas
and Scott (2005) declared that some fundamentaiderations should be adhered to. They
propose that the organization should set theirtegira direction, highlight their core
competence and determine its strategic objectigezjuce a list of suppliers/vendors to
consider and constitute a team for the outsoureind governance process. It is worth
emphasizing that the organization should considerchoice of partner — they should focus
on partnering with the right vendors, institute efficient governance system that foster’s
good relationship and monitors service level ager@m(SLA) and also handle employees’
dealings with caution. Above all, the senior mamaget must provide leadership by setting

the overall direction.

According to Justin et al (2006) Outsourcing dexisi should really be a strategy-driven
process. First and foremost is to have a cleanitiein of the strategic objectives and target
variables that can be used to evaluate the suctdhe strategic decision; this is the most
vital for the success of an outsourcing move. Seédsnto define a suitable outsourcing
model with a clear definition of objectives and ightes that will help figure out the
business gains and set goals. Validation of thesoaumting model should include
stakeholders, who are involved in the outsourcirgggets within the organization. This will
strengthen the benefits and risks of the outsogrcdecision and may consider
benchmarking data for similar businesses. The stefi would be to define requirements

and partner selection criteria.
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This involves a clear definition of the requireneenanhd specifications of parameters for the
vendor selection criteria. Finally is to select tight vendor based on the selection criteria

then followed by the initiation of negotiations?

2.4 Empirical Review of Challenges in Strategic Osburcing
In addition to great benefits that outsourcing ohitore activities yield it does generate

some problems. Following are the key expected ehgés.

2.4.1 Loss of Control

First of all, outsourcing usually reduces a compaiegntrol over how certain services are
delivered, which in turn may raise the companyébility exposure. Alexander and Young

(1996) highlight the risk of becoming dependentaupplier, Barthelemy (2001) draws our
attention to the hidden costs of outsourcing arii@s such as Doig et al. (2001) and Quinn
and Hilmer (1994) identify the possibility of a $o®f vital knowhow in particular with

respect to core competencies as a major risk factmutsourcing.

2.4.2 Partner Competence

Selection of the most suited outsourced vendorrvige provider and their longer-term
ability to offer the capabilities that are needadai particular business environments is a
great challenge with the rapid technology changemganies that outsource should
therefore continue to monitor the contractor's \agés and establish constant
communication so as to minimize risks and enhamosebss continuity. Risk of technology

obsolesce is material consideration which cannaim@ly ignored.
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According to Frost (2000) the use of outsourcin@ atrategic management tool, increases
operational risk in a number of ways including eklaf strategic clarity before outsourcing
takes place, and/or a failure to take into consitlen strategic change in the future, which
might change the nature of the outsourcing relatign Some outsourcing transactions are
very highly valued, with success or failure makimgyreater difference to an institution’s

overall financial position and reputation in therk&place.

2.4.3 Business Continuity

As outsourcing involves the handing over of contmla third party to run a function or

process, there is always the risk of initial busselisruption. This risk occurs at the
termination of the contract when there is eithentxct renewal or the control of the

function or process is handed back to the customeather transitional lapses are likely to

be experienced and if not properly managed might leo loss of valuable company

property and useful information as institutions dree newly dependent on third parties to
manage what could be a significant part of thegrapons (Alexander and Young, 1996). If
the strategic direction of an institution changasre is the potential that service contracts

become outdated and inflexible.

2.4.4 Lack of Well-defined Responsibilities
Although outsourcing generally suggests a moreiefit way of doing business, the client

may find that the outsourcing vendor is not actuatlore efficient in running a function.
The service responsibilities of the outsourcer getdntion of responsibilities by the client
may be ill defined, leading to disputes later orangigement on the client’s side may resist
because of fear of loss of control to third pady,what they are good at. In some cases

outsourcer may fail to understand adequately tlemtts business, which increases risk for
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the client. Outsourcers need to take a strateggppetive of the customer’s vision, current
and future core competencies, where it adds valogioning in the market and so on. In
the case of outsourcing human resources managermempanies are transferring the
administrative management of one of their mostiBggnt assets to a third-party service
provider. Staff may also oppose the outsourcingabge of reluctance to change and fear of

losing out.

2.4.5 Employment and labor conditions Challenges

Outsourcing in the telecommunications sector han ghe conditions of employment
emerge as a residual of dynamics between the fimerrelationships within the sector.
With the rising need to centralize functions andpamsibilities within the organization
through outsourcing to large, established firmssiioms practice the norm of employee-
sharing through a loose arrangement wherein thog#oged in one firm get deployed into
one where work is outsourced to, allowing both firta avoid longer-term commitments or

payouts.

This takes advantage of ambiguities involved witipyer—workplace congruence, usually
practiced by service industries. Subramanyam (20b%grves that when a mobile network
operator outsources its network or customer sepegations to other corporations, it is the
practice to transfer employees as well. For exan#aheel transferred 1,000 of its engineers
to the contracted network managers. In such caseaslly those transferred are not given
enough time to read through their new employmemitrects before signing and end up
getting frustrated and loosing loyalty to theirrfear employers for feeling cheated leading

to poor service delivery.
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CHAPTER THREE : RESEARCH METHODOLOGY

3.1 Introduction
This chapter sets out the research design thatsed the method of data collection as well

as the method of data analysis proposed.

3.2 Research Design

The research design employed was descriptive gesBonal survey. The researcher |
gathered data from the mobile telecommunicationraipes in Kenya. The survey was
conducted to investigate the major challenges fdmgdcompanies who have adopted

strategic outsourcing as their competitive strategy

3.3 Population of the Study

The study targeted the mobile telecommunicationraipes in Kenya mainly Airtel,
Safaricom, Orange and YU. A population sample af fdirectors per mobile operator was

interviewed in this study.

3.4 Data Collection
The research involved the collection of primaryaday the researcher through undertaking

cross-sectional surveys of four directors of eacKenya’s mobile operators. The intended
interviewees was directors of the following key dtions; Network operations, Business
Strategy, Supply Chain Management and Human Ressuiiche target interviewees are
senior executives of the organization who are nesipte for the development and
implementation of the company’s strategy and arewkedgeable of the factors that
influenced strategic outsourcing as well as effeftdhe decision to outsource certain
functions within the Company. Secondary data fregufator also played a key component
of data collection.
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The researcher focused on the attached questieninaine appendix to act as a guide. The
guestionnaire involved structured open-ended questiinder various sections as per below
SO as to gather as much data as possible. Secwdrthle questionnaire focused on the
interviewee background; Section Il focused on thesaurcing model employed; Section Il

sought to establish factors influencing outsourdiegision; Section IV seeks to establish
the benefits associated with outsourcing, Sectidocddses on establishing the challenges of

strategic outsourcing on the mobile telecommunacakiusiness.

3.5 Data Analysis

Considering the qualitative nature of the dataemtdd through questionnaires, descriptive
statistics technique was used to analyze colledédd and summarize responses for further
analysis.Descriptive statistics is the discipline of quaattitely describing the main features
of a collection of information or the quantitatigescription itself. Descriptive statistics
aimed at summarizing a sample, rather than usédteto learn about the population that
the sample of data is thought to represent. Sutzhdksscriptive techniques such as measures
of central tendency, mean, median, mode, and messaf variability or dispersion

(variance and standard deviation) was used to/aadhe data collected.
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CHAPTER FOUR : DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction
This chapter is a presentation of results and figsliobtained from field responses and data,

broken into two parts. The first section deals witie background information, while the
other section presents findings of the analysisetbaon the objectives of the study as
explored by the questionnaires where both deseepdnd inferential statistics have been
employed.

4.2 Response Rate

The targeted population was the four mobile opesato Kenya. Each mobile operator was
given four questionnaires making a total of sixtgemlstionnaires, 13 questionnaires out of
16 given out were returned. This represented 81.2%%he population and hence the
analysis was done using 13 questionnaires recdivad the respondents. According to
Mugenda and Mugenda (2003) a 50% response ratieguate, 60% good and above 70%
rated very good. This also corroborates Bailey @G@®sertion that a response rate of 50%
is adequate, while a response rate greater than 0@ty good as presented in table 4.1

Table 4.1 Response Rate

Response rate Frequency Percentage
Returned Questionnaires 13 81.25%
Unreturned Questionnaires 3 18.75%
Total 16 100%

Source: Research findings 2014

4.3 Data validity
To establish validity, the research instrument aaalyzed to evaluate the relevance of each

item in the instrument in relation to the objeciv@&he same were rated on the scale of 1

(very relevant) to 4 (not very relevant). Validiyas determined by use of content validity
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index (CVI). CVI was obtained by adding up the itemated 3 and 4 by the experts and
dividing this sum by the total number of items e tquestionnaire. A CVI of 0.854 was
obtained. Oso and Onen (2009), state that a wakdiefficient of at least 0.70 is acceptable

as a valid research hence the adoption of thendsesstrument as valid for this study.

The questionnaires used had Likert scale itemswieag to be responded to. For reliability
analysis Cronbach’s alpha was calculated by apgmitaof SPSS. The value of the alpha
coefficient ranges from 0 to 1 and may be usedesxdbe the reliability of factors extracted
from dichotomous (that is, questions with two pbkesianswers) and/or multi-point
formatted questionnaires or scales (i.e., ratirdesd = poor, 4 = excellent). A higher value
shows a more reliable generated scale. Cooper &&eln (2008) indicated 0.7 to be an
acceptable reliability coefficient. Since, the aptoefficients were all greater than 0.7, a
conclusion was drawn that the instruments had aepable reliability coefficient and were

appropriate for the study.

4.4 Descriptive statistics

Demographic information shows the characteristickhe elements in the sample size: As
such the researcher sought to establish the geiméoaination of the respondents, which
forms the basis under which the interpretationsn@mde. Demographic factor one analyzed
the gender of the respondents. This information mexessary to enable the researcher to
obtain information on whether the respondents westiger male or female. Sixty nine
point two three percent (69.23%) of the respondemet® male whereas Thirty point seven,

seven percent (30.77%) were female.
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Demographic factor 2 shows the level of educatibthe respondents, (15.38%) of the
respondents had done a diploma at the college, |[€8&l54%) had done a universities
bachelor’'s degree and this level carried the higlel of education, another (15.38%)
had done a post graduate degree at the univeesi¢y IRespondents who stated that they
had done a different level of education carried9%60f the respondeniis result

illustrates that most of the respondents were &gklcated with mainly a bachelor’'s degree or

a post graduate degree at the university level.

Respondents who had worked in the companies fartleen five years covered 23.08%
which was a frequency of 3. Sixty one point fiveyrf percent (61.54%) of the respondents
had worked in the firm for 6 to 10 years this cackea frequency of about eight.15.38% of
the respondents had worked in the telecommunicattompanies for a period of 11 to 15
years. This carried a frequency of about 2 respatsdeThe study showed that no
respondents had worked for more than 15 years. Wesefore illustrates that most

respondents had the relevant skill, knowledge angbemence on the mobile

telecommunication industry.

Demographic factor 3 examines the number of emp®y&orking in the organization.
Information on the number of employees in the oizgtion is statistically shown in Table
4.2. It was noted from the study that 3 of the td@n respondents that returned the
guestionnaire worked for mobile telecommunicatioc@mpanies that had over 500
employees in their firms. This covered 23.08% @f émployees. 61.54% of the respondents
stated that they had 201 to 500 employees workmgheé mobile telecommunications

companies which indeed represented majority of l#t®r force strength in the mobile
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telecoms industry. 2 respondents worked in orgéioizahat had between 151 and 200
employees. This represented fifteen point threghtepercent (15.38%). No respondents
were noted to state that they had a lesser emplogse. This therefore illustrates that the
mobile telecommunications companies in Kenya halege employee base of at least 201
employees.

Table 4.2: Demographic information

Demographic information Frequency | Percentage
Gender

Male 9 69.23%
Female 4 30.77%
Total 13 100%
Level of Education

O level 0 0%
College(Diploma) 2 15.38%
University(Bachelor's degree) 8 61.54%
University(post graduate/Diploma) 2 15.38%
Other 1 7.69%
Total 13 100%
Years worked in the organization

Less than 5 years 3 23.08%
6 to 10 years 8 61.53%
11 to 15 years 2 15.38%
16 to 20 years 0 0%

21 to 25 years 0 0%
Over 25 years 0 0%
Total 13 100%
Number of employees in the organization

Below 20 0 0%
21to 50 0 0%
51to 100 0 0%

101 to 150 0 0%
151 to 200 2 15.38%
201 to 500 8 61.54%
Over 500 3 23.08%
Total 13 100%

Source: Research findings 2014
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Further the respondents were asked to rate howuswariables influence the outsourcing
decisions in the mobile telecommunications comsmie a five point Likert scale. The
range was from the most influential which was reprgéed by five to not influential which
was represented by 1.The variables 5 = Most inflaekrd = moderately influential; 3 =
Influential; 2 = Least Influential; 1 = Not influgal. A standard deviation of >1.5 implies a

significantly small variance from mean mark of tlagiable among respondents.

Based on findings of Table 4.3 the study reveadtedftllowing reasons as fundamental in
mobile telecommunications companies adopting grateutsourcing decision. It was noted
that the mobile telecommunications companies hhaigla extent of strategic outsourcing of
non-core activities. This was indicated by the higkan values of 4.9783.The standard
deviation calculated from the study indicated @f11.46, indicated a small variance from the
mean mark. The study also showed that variablentdobical influence on decisions to
outsource had a significance influencer due to kingh mean values calculated of
4.9130.This indicated that most respondents adraetéchnology was most influential on
the decisions to outsource. The standard deviatidinated a small variance from the mean.
The study also noticed that economic, social, alitand regulatory also had significant
influence on the decisions to strategic outsourahgon-core activities. This was seen by
the high mean values calculated of 4.0870, 3.543%%47 and 4.1522 respectively. The
standard deviation calculated from this study walleseen to be less than 1.5 which
indicates a small variance from the mean mark. désire to focus on core business
activities was noted to be most influential to deams on strategic outsourcing of non-core
activities. This was evidenced by the high meameslcalculated of 4.9391.the standard

deviation calculated was 1.36567 indicated a sdwliation from the mean mark. From the
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study it was also noted that the variable the defir cost savings had a significance of
influence on strategic outsourcing of non-core vadis in mobile telecommunication

industry. This was evidenced by the mean valueuGatled of 4.2391 from the SPSS data
analysis. The standard deviation calculated of 8025rom this analysis indicated a small

variance from the mean mark.

The study also shows that the desire for greatsr @ontrol was also influential to strategic
outsourcing of non-core activities in the mobiléetemmunication industry. This was

evidenced by the high mean values calculated @63.8vhich when rounded came to about
three (represented influential) the standard dewriatalculated in this variable of 1.16866

indicated a small variance from the mean mark. déwre to provide cheap products to the
customers was also noted to have a significantienite on strategic outsourcing of non-
core activities in the mobile telecommunicationgnpanies. This was seen by the high
mean value calculated of 3.8261(Moderately inflis@pindicated a moderate influence on

strategic outsourcing of non-core activities in tekecommunication industry. The analysis
also noted that the need to mitigate technologiskbt had significant influence on strategic
outsourcing on the mobile telecommunication comgamn Kenya .this was evidenced by
the high mean values calculated of 4.0652.the standeviation calculated in the analysis
of 1.33020 indicated s small deviation from the mealue. The study also showed that the
need for greater efficiency also encouraged str@tagsourcing of non-core activities in the

mobile telecommunication industry. This was evidzhdy the mean value calculated of
4.0217 which represents moderate influence; thesefore means that according to most
respondents there was a moderate influence inahable the need for greater efficiency to

strategic outsourcing of non-core activities in thebile telecommunications industries. The
32



small standard deviation calculated in the studijcated a small variance from the mean

mark.

The study also indicated that the need to offeresapdifferentiated products than
competitor to offer had a significant influence sirategic outsourcing of non-core activities
in the mobile telecommunication companies. This wa&glenced by the high mean of
4.0870 calculated in the analysis. The standardatien calculated in the study of 1.21076
showed that there was a very small variation inrdsponses of the respondents. From the
SPSS data analysis it was noted that access taroesoand technology that the company
did not have prior to the decision to outsource hasignificance influence on strategic
outsourcing of non-core activities in the mobiléetemmunications industry. This was
evidenced by the high mean values calculated &1&@Most influential) in the SPSS data
analysis. The standard deviation calculated in a@halysis of 1.43022 indicates a little

deviation from the mean mark.
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Table 4.3 : Extent of influence of various variable to outsourcing of non-core activities

in the mobile telecommunications companies, Kenya

Mean Std. deviation | Skewness Kurtosis
Extent the company
outsource its non-core| 4.9783 | 1.41146 0.132 -1.126
functions
Technological influence on
decisions to outsource 4.9130 | .83253 0.368 -0.98
Economical influence on
decisions to outsource 4.0870 | 1.35344 0.134 -1.321
Social influence on decisions
to outsource 3.5435 1.06173 0.149 -1.321
Political influence on
decisions to outsource 4.1957 | 1.14728 -1.348 2.778
Regulatory influence on
decisions to outsource 41522 | .42196 0.037 -1.452
The desire to focus on core
business 4.9391 | 1.36567 0.473 -1.078
The desire for cost savings | 4 2391 | 1.15802 0.121 -1.239
The desire for greater cost
control 5.5261 | |1.16566 -1.348 2.778
The desire to offer cheaper
products to customers 3.8261 | 1.22572 0.134 -1.116
The need to mitigate
technological risks 4.0652 | 1.33020 0.468 -0.981
The need for greater
efficiency 4.0217 | 1.57289 0.131 -1.301
The need to offer
superior/differentiated 4.0870 |1.21076
products than competitor 0.142 -1.021

Access to resources and
technology that the company

did not have prior to the 45217 | 143022 -1.354 2.228
decision to outsource
Source: Research finding 2014
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4.5 Relationship between Lack of control and straggic outsourcing of non-core
activities.

To understand the relationship between lack ofroband strategic outsourcing of non-core
activities in the mobile telecommunications companin Kenya, a Chi-Square test was
conducted to assess the relationship between yaliit exercise control within the

outsourced activities as shown in Table 4.4

Table 4.4: Relationship between Lack of control andtrategic outsourcing of non-core

activities
Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 19.03522 5 0.0001
Likelihood Ratio 17.46032 5 0.0000
Linear-by-Linear Association 0.03521 1 0.0418
N of Valid Cases 162

Source: Research findings 2014

3 cells (25.0%) have expected count less than &.minimum expected count is 3.45. A p-
value of 0.0001 shows a strong, significant, pesitelationship between lack of control and
strategic outsourcing of non-core activities thebite telecommunications companies.
Therefore basing on these findings the study dedticat there exists a strong positive
relationship lack of control and strategic outsawycof non-core activities in the mobile

telecommunications industry in Kenya

4.6 Relations between operational risk and strategioutsourcing of non-core activities
To understand the relationship between operatigskland strategic outsourcing of non-

core activities in the mobile telecommunicationsmpanies in Kenya, a Chi-Square test was
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conducted to assess the relationship between ap®ahtrisks within the outsourced

activities due to partner competence as shown ineT&5

Table 4.5: Chi Square Test: Of operational risks ad the strategic outsourcing of the

non-core activities in the mobile telecommunicatiomompanies, Kenya.

Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 31.61445 9 0.0002
Likelihood Ratio 36.34022| 9 0.0000
Linear-by-Linear Association 9.71785% 1 0.0018
N of Valid Cases 582

Source: Research findings 2014

A p-value of 0.0002 shows a strong, significantsippee relationship between operational

risks and strategic outsourcing of non-core ad#igit Therefore basing our conclusion on
this study, it is accurate to agree that theret@xdsstrong positive relationship between the
operational risks (which are mainly partners corape¢) and the strategic outsourcing of

non-core activities in the mobile, telecommunicasi@ompanies in the country

4.7 Relations between lack of well-defined respoiiities and strategic outsourcing of
non-core activities

A chi- square test was conducted to establishelaionship between lack of well defined
responsibilities and strategic outsourcing of noorec activities in the mobile

telecommunications companies in Kenya. Table 408vsithe research findings.
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Table 4.6: Chi Square Test: Of lack of well-definedresponsibilities and strategic

outsourcing of non-core activities

Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 17.17292 2 0.0002
Likelihood Ratio 20.07018 2 0.0000
Linear-by-Linear Association 15.34876 1 0.0001
N of Valid Cases 385

Source: Research finding

In the analysis of the chi square test it's notittet chi square has a p-value of 0.0002. A p-
value of 0.0002 shows a strong, significant, pesitielationship between lack of well-
defined responsibilities and strategic outsourcofgnon-core activities in the mobile
telecommunications industry. We can therefore dedtiat there exists a relationship
between lack of responsibilities in these telecomication firms and strategic outsourcing
of the non-core activities. Therefore strategicsoutcing leads to lack of well-defined

responsibilities in the mobile telecommunicatiamgdustry in Kenya

4.8 Relations between Employment and labor conditis challenges and strategic
outsourcing of the non-core activities

To understand the relationship between impact opleyment and labor conditions
challenges and strategic outsourcing of the noe-cactivities in the mobile
telecommunications companies in Kenya, a Chi-Sqtese was conducted to assess the
relationship between impact of employment and latmrditions challenges on strategic

outsourcing of non-core activities as shown in €ahl’
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Table 4.7; Chi square test; of employment and laborconditions challenges and
strategic outsourcing of the non-core activities

Value df Asymp. Sig. (2-sided
Pearson Chi-Square 26.90461 9 0.00025
Likelihood Ratio 32.29772 9 0.0002
Linear-by-Linear Association 2.40228 1 0.000124
N of Valid Cases 609

4 cells (25.0%) have expected count less thamé.minimum expected count is 3.69.
Source: Research findings 2014

From the study, it was noted that the Pearson queu® value was 0.00025.a p-value of
0.00025 indicates a strong, significant, positietionship between employment and labor
conditions challenges and strategic outsourcinghefnon-core activities. This concludes
that strategic outsourcing of the non-core actgithas a positive and significance influence

on strategic outsourcing of non-core activitieshi@ mobile telecommunications in Kenya.

4.9 Relations between business disruption and stegic outsourcing of non-core
activities in the mobile telecommunication compangin Kenya

To understand the relationship between impact ofinass disruption and strategic
outsourcing of non-core activities in the mobilleé®@mmunications companies in Kenya, a
Chi-Square test was conducted to assess the redhip between impact of business

disruption and strategic outsourcing of non-cotevaies as shown in Table 4.8

38



Table 4.8: Chi square test; of business disruptioand strategic outsourcing of non-core

activities in the mobile telecommunication compangin Kenya

Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 19.03522 5 0.0001
Likelihood Ratio 17.46032 5 0.0000
Linear-by-Linear Association 0.03521 1 0.0418
N of Valid Cases 162

3 cells (25.0%) have expected count less than & niinimum expected count is 3.45.
Source: Research findings 2014

From the analysis of the study Chi square testpthialue was noted to be 0.0001.A p value
of 0.0001 indicates significant, positive and sty@alationship between business disruption
and strategic non-core activities in the mobile¢emmunications industry. This can enable
us to deduce that strategic outsourcing in the ladblecommunications industry leads to

the risk of initial business disruption of thesans.
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CHAPTER FIVE : SUMMARY, CONCLUSION AND

RECOMMENDATIONS

5.1 Introduction
This chapter is a synthesis of the entire studyg, @ntains summary of research findings,
exposition of the findings, commensurate with théjeotives, conclusions and

recommendations based thereon.

5.2 Summary of Findings

This section summarizes research findings basekkgrobjectives i.e. strategic challenges
that mobile telecommunications companies in Kenypegence by undertaking strategic
outsourcing of non-core activities. The main challes that were considered in use of
strategic outsourcing of the non-core business/iie8 were Loss of control, operational
risks, and business disruption, lack of well-dedinesponsibilities and employment and

labor condition challenges.

From the analysis, it was seen that there wasoagtipositive relationship between lack of
control and strategic outsourcing of non-core @y in the mobile telecommunications

companies in Kenya. This was indicated by the prevadf 0.0001 that shows a strong,
significant, positive relationship between lackaointrol and strategic outsourcing of non-
core activities the mobile telecommunications conigs& Therefore the study deduced that
strategic outsourcing in the telecommunication stduusually reduces a company’s control
over how certain services are delivered, whichum tmay raise the company’s liability

exposure.
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Alexander and Young (1996) highlight the risk ofcbmiing dependent on a supplier,
Barthelemy (2001) draws our attention to the hiddests of outsourcing and authors such
as Doig et al. (2001) and Quinn and Hilmer (19@#ntify the possibility of a loss of vital
knowhow in particular with respect to core competes as a major risk factor in
outsourcing. From the analysis, it was also nobed there existed also a strong, significant,
positive relationship between operational risks atohtegic outsourcing of non-core
activities. This was indicated by the strong p-eatdi 0.0002 in the chi square test.From this
it was accurate to deduce that strategic outsogiroinnon-core functions in the mobile

telecommunications companies led to increased bpeahrisks.

Companies that outsource should therefore contiaumonitor the contractor’'s activities
and establish constant communication so as to nErimisks and enhance business
continuity. Risk of technology obsolesce is matec@sideration which cannot be simply
ignored. According to Frost (2000) the use of outsimg as a strategic management tool,
increases operational risk in a number of waysuthiolg a lack of strategic clarity before
outsourcing takes place, and/or a failure to talte consideration strategic change in the

future, which might change the nature of the outsiag relationship.

From the study, it was noted that strategic outsagrin the mobile telecommunication
companies led to lack of well-defined responsiiei$it This was evidenced by a p-value of
0.0002. A p-value of 0.0002 shows a strong, sigaift, positive relationship between
dependent and the independent variable. The serggmonsibilities of the outsourcer and
retention of responsibilities by the client may ibedefined, leading to disputes later on.

Management on the client’s side may resist becatiggar of loss of control to third party,
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or what they are good at. In some cases outsounegrfail to understand adequately the
client’s business, which increases risk for therdli From the study it was also noted that
strategic outsourcing led to business disruption tioé mobile telecommunications

companies. This was evidenced by a p value 0.0@0lated in the chi square test. A p
value of 0.0001 indicates significant, positive astdong relationship between business
disruption and strategic non-core activities in thebile telecommunications industry. As

outsourcing involves the handing over of contrahtiiird party to run a function or process,
there is always the risk of initial business disiap. Further transitional lapses are likely to
be experienced and if not properly managed might leo loss of valuable company

property and useful information as institutions dree newly dependent on third parties to

manage what could be a significant part of thearapons (Alexander and Young, 1996)

5.3 Conclusion

Mobile telecommunications companies in the cournshould therefore consider the
challenges of outsourcing before undertaking amtesgic outsourcing in any department in
the telecommunications firms. The study noted 8tedtegic outsourcing as much as the
process had a number of whip hands as there wesraseshort comings that should be
taken into consideration. The shortcomings thatewaeralyzed in this research were loss of
control, operational risks, business disruption &uk of well-defined responsibilities. It
was noted that strategic outsourcing led loss aftrob over how certain services are

delivered; this was noted to raise the compangtsility exposure.

Strategic outsourcing in the mobile telecommundareaiindustry was noted to increase on

the operational risks. Companies that outsourcelldhtherefore continue to monitor the
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contractor’s activities and establish constant camication so as to minimize risks and
enhance business continuity. Strategic outsoureiag also noted to lead to business
disruption of the mobile telecommunications firnigom this it was noted that if not
properly managed might lead to loss of valuable mamy property and useful information
as institutions become newly dependent on thirdiggarto manage what could be a

significant part of their operations.

Strategic outsourcing in the mobile telecommunareicompanies also led to lack of well-
defined responsibilities. From this it was cleaattl©utsourcers need to take a strategic
perspective of the customer’s vision, current amdire core competencies, where it adds
value, positioning in the market and so on. In tlase of outsourcing human resources
management, companies are transferring the admaitivg management of one of their
most significant assets to a third-party serviceviger. Staff may also oppose the

outsourcing because of reluctance to change anaféasing out.

5.4 Limitations of the study

The study relied on questionnaires for the analysthe data. Some of the respondents were
not willing to provide full information on outsoung strategies employed by the
organization considering the highly competitive iemwment of the mobile
telecommunications sector in Kenya. Time was atd#edto be a hindrance to acquiring all

the relevant data relating to the study.

5.5 Recommendations
From the findings the researcher recommends thesfto carefully considering the vendor

you will partner with as well as the dynamics imsigbur own organization, and how your

outsourcing strategy impacts your own people. Humepital goals must be aligned with

43



outsourcing goals. You'll want to optimize headcowhile retaining key talent to execute
the business. Careful planning and considerati¢pshe ensure your outsourcing strategy is
successful. From the findings the researcher recamdsn that the mobile
telecommunications firms should consider the s@pplivho provide services with similar
line of business as theirs so as to avoid conflandsl harmonize enterprise resource
platforms so as to have one uniform platform foeragtion. From the findings the research
recommends that in order to reduce on businesgpdien caused by strategic outsourcing
of non-core activities in the telecommunicationshpanies in the country the firms should
build internal competencies through enhancemerkiofvledge transfer especially to local
insourced talent throughout the outsourcing peridds will ensure business continuity in
the event of contract termination as well as enabh$®urced resources better monitor

existing service level agreements through govemanc

5.6 Suggestions for further studies

The analysis of the empirical study has indicateduaber of relevant issues that the
research project did not investigate. This resedoclised mainly on challenges facing
strategic outsourcing of non-core activities in tnebile telecommunication companies.
Further research should be conducted on the clggiéefacing mobile telecommunications
organizations that outsource their activities tiatexl parties or parties with similar parent
organizations so as to establish whether such @a@ms can achieve effectiveness and

efficiency in their operations.
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APPENDICES

APPENDIX I: INTRODUCTION LETTER
The Respondent

Nairobi

Re: Survey on Challenges of Strategic OutsourcingybMobile Telecommunications

Companies in Kenya

My name is Ngetich Gilbert Kipkorir, currently umtleking a post graduate course in
Master of Business Administration (MBA), specialigiin Strategic Management, at the
University of Nairobi. The course requires me taenake a research project on relevant
topic to my specialization.

| am currently undertaking the above titled reseaamong Mobile Telecommunication
Companies in Kenya. The information you providel wi¢ treated in confidence and is
purely for academic purposes. A copy of the firgbgr will be submitted to your company

for acknowledgement and future reference shouldrgquire.

Thank you in advance for the cooperation.

Sincerely,

Ngetich Gilbert Kipkorir,

Researcher

Cc: Dr. Bitange Ndemo

Supervisor



APPENDIX II: QUESTIONNAIRE

Section I: Basic data

Name (optional)

Department

1.Human Resources Management
2. Administration

3. Business Strategy

4. Customer Service
5.SupplyChainManagement

6. Legal

7. Finance

8. Technical

9. Information Technology [
10.0ther (Please specify)

Name of

organization

No. of employees

in the organization

D

Below 20
21 to 50
51 to 100
101 to 150
151 to 200
201 to 500
Over 500

A e s T s W o I e B
et e ] e ] ] b

Level in

organization

agRrONPREINOORLONE

General Staff
Supervisor
Manager

Senior Manager
Director

—
—_— 1 —
L [ S

]

Gender

1. Male
2. Female

Number of years
worked in the
organization

5 (1) Less than 5
(2)6to0 10
(3)11to 15

(4) 16 to 20

(5) 21 to 25

(6) Over 25

— ————
e e et —
—_—
—_

Level of education

agrwnhE

O Level

College (Diploma)

University (Bachelors degree)

University (Postgraduate Degree/Diploma)
Other (please specify)

[
[

[ ]
[ ]
]
]
[ ]
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Section II: Outsourcing

1. To what extent does your company outsource itsquwa-functions?

Very great extent [ ]

Great extent [ ]
Moderate extent [ ]
Small extent [ ]
No extent [ ]

2. Which of the following types of outsourcing do ymostly adopt?
Total outsourcing [ ]
Multiple supplier outsourcing [ ]
Joint venture outsourcing [ ]
Strategic Outsourcing [ 1]

Section llI: Factors influencing outsourcing decison.
3. To what extent do the following factors influencmuy decision to outsource?

Kindly rate the extent using a scale of 1{eve: -
5 = Most influential; 4 = moderatelyluntial; 3 = Influential; 2 = Least Influential;

1 = Not influential.

Rankings 5 4 3 2 1

Technological

Economic

Social,

Political,

Regulatory,
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4 In a scale of 1- 10, how would you rank the factesout

below with regard to their

influence on the decision to outsource in your gpeftinction?

Item

Rank

The desire to focus on core business

The desire for cost savings

The desire for greater cost control

The desire to offer cheaper products to customers

The need to mitigate technological risks

The need for greater efficiency

The need to offer superior/differentiated prodube competitor

Access to resources and technology that the compahyot
decision to outsource

have prior to th

D

Section IV: Benefits associated with outsourcing atour org

anization

5 Kindly indicate your level of agreement with thelldwving statements posed

regarding possible benefits associated with outsogiin your firm, using the scale:

1= Strongly Disagree; 2= Disagree; 3= Neutral; Agree;

5= Strongly Agree

1 ]2 |34 5

Cost savings

Reduced capital investment

Improved responsiveness to changes in the busam&®nment

Increased focus on core competencies

Increased competition among suppliers ensuring nigiuality
goods and services.

Reduced risk of changing technology

Increase efficiency and competitiveness

Enable new projects to start quickly

Improved customer experience

Access to capabilities and resources that it didhawe prior to
outsourcing

6 To what extent do these above aspects of outsauerinance performance in your

company?
Very great extent [ ] Great extent [

iv

ptlkrate extent [ ]



Small extent [ ] No extent [ ]

Section V: Challenges faced by your organization ioutsourcing

7 Kindly indicate your level of agreement with thelldving statements posed
regarding challenges faced by your organizatioonutsourcing, using the scale: 1=
Strongly Disagree; 2= Disagree; 3= Neither AgreisdDree; 4 = Agree; 5= Strongly

Agree

Increased transit times due to spatial separation

Larger inventories due to greater uncertainty

Safety and social issues of employment

Information security issues

Inadequate infrastructure within the vendor's hamentry

Product or service quality issues

The possibility of the loss of competencies withime focal
company

Currency devaluation due to offshore outsourcing

Job loss in the outsourcing country

Intellectual property rights issues

Loss of in-house expertise

8 To what extent do the above challenges inhibitggerbnce in your company?
Very great extent [ ] Great extent [  Odkrate extent [ ]

Small extent [ ] No extent [ ]



