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ABSTRACT
Outsourcing is growing at a rapid rate throughbetworld because organizations view it as a way to
achieve strategic goals, improve customer satisfa@nd provide other efficiency and effectiveness
improvements. Outsourcing assists management falkukeir intellectual resources, expertise and
time on the distinctive competencies that give fihe an edge in the market. With the increasing
globalization, outsourcing has become an imponaisiness approach, and a competitive advantage
may be gained as products or services are prodocwd effectively and efficiently by outside
suppliers.

The objective of the study was to determine theaichpof outsourcing on the performance of
parastatals in Kenya. The research design fordhgany was descriptive research design. Data was
collected using a guestionnaire which consistedbath open and closed ended questions. The data
collected was analyzed using descriptive statistitg classified, tabulated and summarized using
descriptive measures, percentages and frequencipdisn tables and graphs.

The findings of the study was that the company idams outsourcing ICT and also focussed on
competence, cost, flexibility, right time, qualditon, professionalism, experience, reputatiomtrig
guality of service and type of relationship befdexiding the company to outsource the service to.
The performance of supply chain was being infludniog quality of service, supplier management,
supplier relationship, supplier selection, timevgsr delivered and the internal assessment of
criticality of business activities. The risks fagithe company as a result of outsourcing training
services was found to be loss of command of outsalservice, over reliance of external parties,
loss of confidentiality, loss of control in decisionaking, limited flexibility, low quality work and
limited time. The benefits the company derived fromisourcing the service was found to be reduced
costs and improvement of its competitive positiowgreased productivity, focusing on the core
competence and strategic flexibility through change external flexibility, functional flexibility,
change in product range, workplace flexibility antérnal flexibility.



CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Making the decision to outsource selected functems processes to a Third Party company can be
challenging yet rewarding to the organization (Y& Globerman, 1999). Business functions have
grown increasingly complex with globalization, teology, and competition advancing at a rapid
pace. Thoroughly examining the motivations, exgemta, and justifications for outsourcing critical
operations functionality enables organizations t@ken effective decisions which generate
incremental profitability and shareholder value Kelyp Min, 2012). Careful consideration and
analysis of cost factors, financial impact, andahility for outsourcing yields superior outsoumgin

strategies and transition plans.

Outsourcing ultimately requires trust. Rundqui€dqQ2) noted that handing over various aspects of
business operations to a partner can be diffiartoganizations that do not typically view their
suppliers as cooperative partners. Ralph Waldo Emme(2001), entering a relationship with a third
party company is like handing over your wallet tdowsiness associate. Third part outsourcing is
exactly like using a bank to handle your finantiahsaction management — you make deposits, you

issue payment instructions, and you expect a peédance.

With a third party contract — you issue goods toaeier or receipts into a warehouse, you issue
orders to ship or deliver to specific consigneas] sou expect perfect execution and inventory
balances (Ten & Wolf 2001). The difference liestie physical realities of handling, storing,

moving, and controlling physical products and thessociated information over space and time,
Schmidt (2010). Trust is required and both parttethe relationship must do their part to build and

maintain that trust in order to manage a succesgf@itation

Several studies on outsourcing (Butler, 1991; Dier3al2; Handfield, 2012; Thompson, 2012,
Hayes, 2012; Baiye, 2012) have all confirmed thasourcing is a business strategy in which one or
more of a company’s business process is contramiédo an outside service provider with the
intention of reducing operating cost and focusimg amre competencies of the firm. In today’s
business environment it is important for most orgatons to identify their core business



competencies and focus on these for their perfocmanhis can assist organizations in outsourcing
services to achieve the desired objectives of tharozation.

However, the view of Butler (1991) indicates thatsmurcing is the shifting of a function either in
whole or in part from a main organization to adhgarty. The current trend in most industries in
Kenya as of now especially in manufacturing, cardion and telecommunication industries is the
outsourcing of their non-core functions to externajanizations for their effective management.
According to Baily et al. (1998) as cited in Yurorfg004) that outsourcing is a contractual
relationship between an external vendor and arr@ge in which the vendor assumes responsibility

for some or more of the business functions of énierprise.

In response to these ever changing demands andasiog complexities, companies turn to
outsourcing of their operations including IT, humraeources, warehousing, transportation, materials
planning, freight forwarding and reverse logisti€uinn, 2000). The general motivations for
outsourcing these operations fall into three maitegories: increase revenue, improve capabilities,

and reduce cost.
1.1.1 Qutsourcing in Organizations

Outsourcing is defined as the procurement of prtsdac services from sources that are external to
the organization (Rundquist, 2007, Ono & Stang®>20Thus, outsourcing in this study essentially
referred to a process in which an organizationg#gks in-house operations/processes/services to a
third party. Organizational performance in thisdstueferred to cost efficiency, productivity and
sustainable funding. According to Chaffey (20085igments of efficiency are based on some idea of
‘wastage’ and wastage were the focus of this stililis study borrowed Houseman (2006) definition
of productivity to refer to the extent to which amount of output in a firm is produced with certain
amount of input and the extent to which value eated by firm in comparison to the time required to

create that value.

According to Rundquist (2007), during the industmniavolution, outsourcing was not formally
identified as ausiness strategy for improving organizational garniance until 1989. Development
of special services led to increased outsourcingaastrategy for improving organizational
performance during the second industrial revolutiothe late 19th century, as organizations began
to focus more on cost-saving measures (Rundquiex7;2Slack, 2003; Piore & Sabel, 1990). More



recently, outsourcing as a business strategy hagsanto intangible activities or knowledge intensive
activities such as information technology, proddetvelopment or research and development (R&D)
(Quinn, 2000) and it is an integral part of an migational strategy of improving organizational

performance (Behara et &995).

Typically outsourcing is done with an eye towardicefncy and cost-saving for the company.

Houthoofd (2006). Outsourcing could be as simpleiasg a freelancer to edit a company newsletter
or as large-scale as hiring an outsourcing comparyandle all accounting and payroll functions.

Outsourcing can be when a company directly hirem@®pendent contractor to a provide service. Or
a company may hire an outsourcing company thaeweidmploys or contracts with workers to

provide the services (Handfield & Nochols 1999).

An outsourcing company may send workers to itsntbBeworkplace or provide the workspace.
Sometimes outsourcing companies practice homerghbsi hiring home-based workers or they may
practice offshoring, by contracting outside thertis country for the services.

1.1.2 Organizational Performance

Organizational performance refers to achievemendrofenterprise with respect to some criterion
(Muchuki and Aosa 2011). According to Richard et (&009) organizational performance
encompasses three specific areas of firm that decldinancial, product market and share holder
return performance. Muchuki and Aosa (2011) obsertleat organizational performance gives

indication of the effectiveness of an organization.

A number of scholars, (Muchuki and Aosa 2011; Ridhet al, 2009; Jacobson, 1988; Waring, 1996)
argued that measuring organizational performanesegmt a challenge. This is so, as it is not a one
dimension theoretical construct and is not likelyoe characterized with single operational measure.
The common measures used to measure organizagpmrédrmance include; financial market

measures, mixed accounting/ financial market meas(8hare holder value analysis, cash flow per

share, market value added etc) survival and subgesteasures.

Kaplan and Norton (1996) advocated for the use al&rice score cards as ultimate measure of

organizational performance. The balance scorecapticély covers domains of financial, customer



outcome, innovation and internal process. The diniytation of the BSC is its focus on specific

firms making inter firm comparison almost impossibl

All notwithstanding, Richard et al, (2009) obsertbdt performance measures should not be made
specific to research question but be sufficientpust to cover the domain of organizational

performance.

In conclusion, Richard et al (2009) noted that Qizmtional performance is one of the most
important constructs in management research. Rewjewast studies reveals a multidimensional
conceptualization of organizational performance atesl predominately to stakeholders,
heterogeneous product market circumstances, arel @nganizational performance is important to
scholars across the entire domain of managemesanas Strategy and accounting scholars seek to
influence and measure organizational performanueilély, scholars in marketing, operations and
human resource management seek to understand pnaverperformance, each adopting discipline-
specific measures such as customer satisfactioduptivity and employee satisfaction (Chenall &
Langfield-Smith, 2007).

However, understanding how discipline-specific naees load onto the dimensions of organizational
performance and the interrelationships betweenialscneasures is essential to understanding the
relationships between multiple organizational awioThis makes the valid measurement of an
overarching performance construct important invailhg researchers in fields such as strategy,
marketing and human resource management to api@ebe linkages between the phenomena they
study and to have a basis of ready comparison theteeracity of their discipline based research.

1.1.3 Parastatals in Kenya

Parastatals began as State Owned Corporations §p@€tablished in the colonial era to drive
growth and development in Kenya. After independetiee governments revised the SOC'’s to enable
participation of Kenyans in national growth. In th890’s, the corporations were marred with
corruption and controversy which lead advocatgsush for a change in strategy and governance in
SOC’s (Wamalwa, 2013).



Recommendations were given that SOC’s be partpliyatized to increase efficiency in service
delivery and accountability. This gave birth to gsatals that are run independently from politics
(Kihara, 2013). Due to this independence, pardstatve stable systems that ensure they remain up
and running even in times of political turmoil ihet country as was seen in the 2007/2008 post
election violence. Each ministry in the Kenyan goweent has a number of parastatals to help it
operate efficiently. In each ministry, different rastatals work alongside each other and are

interdependent for effective delivery of services.

The formation of parastatals gave government utgits an opportunity to develop and compete
fairly with private institutions. This has resultéd excellence in government performance as is
evident in the continued growth and success ofgpati@s such as the various public universities,
Capital Markets Authority and KRA among others (&ilya, 2013).

Kihanya (2013) noted that parastatals are soméefléading job providers in the market, both
directly and indirectly. Directly, there is a largamber of Kenyans and some none Kenyans citizen
working in parastatals as salaried employees asdatdaborers. Indirectly, parastatals outsource
services and goods from the private sector thraeglers providing business to a wide range of
Kenyans. The economic importance of parastatalsatdre sidelined both in revenue provision and
in consumption. The citizens therefore have a rightknow availability of these jobs and the

procedure involved in acquiring them.

Understanding the formation and governorship obgi@tals will give Kenyans an insight into the
functioning of the government. The running of ptatas in itself is a complexity; each parastatal
has board of members headed by a chairperson. Dieygeon the ministry under which the parastatal
functions, the chairman has various roles and respiities. The managing director or vice

chancellor for universities who is a member of Huard oversees the day-to-day running of the
parastatal or institution (Njagi and Malel 2012)

1.2 Statement of the Problem

The rapid growth and development of outsourcing ragsb organizations is an important factor in
focusing on organizational performance. It is avidg force for structural change to improve the
service delivery to final customer along the supgigin. Even though Zeichick (2004) found out that

revenue enhancement through real time processiagtgourcing; cost reduction through elimination
5



of manual processes and improved efficiency in tioning of departments in the firms are some of
the benefits that a firm gets from SCM outsourcing,does not consider similar benefits with the

respect to service performance to the consumers.

Kwong (2012) in his study concluded that businesaes gaining competitive advantage by
outsourcing none core activities to a third pahtgreby expanding the network on different locations
and even going internationally. The study alsoowed down to financial performance. A study by
Rudolf Leuschneland Craig R. Carter (2013) concluded that outsourcinthiw the firms enable

companies to perform well. However its findings lmated to the financial performance.

A study by Sang (2010) on the other hand found tbat rapid expansion of companies’
programmes and decentralization of their functiares as a result of outsourcing of some of their
functions to a third party which leads to maintagnigood supplier relationship, effective and
efficient internal operation, flexible productionogesses. The study was however noted to be limited
to the service performance when outsourcing. AystudMutual (2012) found out that outsourcing
among Kenya supply chain firms has enhanced tHermpeance on cost reduction, company growth,
elimination of waste, focusing on strategic cowgte However, this study has not touched on service

performance in relation to outsourcing.

Early research on outsourcing and performance madddused on transactional costs but later on
strategic themes were addressed in the overalih@gi@onal context (chalos 1994). A number of
studies have been carried out on outsourcing giraa@d the role it plays in the current business
environment, good examples include Mwangangi (200yambura (2007), Machoka (2008),
Mwando (2010), and Rono (2011) some of these studére in outsourcing in an IT context while
others relate to the Impact of human capital outsng on organizational performance. Although a
number of studies have been done on strategic unaisg, it was still unclear what tools were used
to measure the effectiveness of an outsourcinghtorganization and to what extend outsourcing
affects the performance of the said organizatiaat éll. This research therefore intended to addres
the following questions; what is the extent of out®ing in parastatals in Kenya? What is the impact
of outsourcing on the performance of parastatalKanya? And finally what are the challenges of
implementation of outsourcing in parastatals in y&h



1.3 Research Objectives
This study consisted of three main objectives #e\is;

I.  To determine the extent of outsourcing in parastateKenya ;
ii.  To determine the relationship between outsourchmmarastatals performance in Kenya; and

ili.  To determine factors affecting implementation afsourcing in parastatals in Kenya.

1.4Value of the Study

Policy and strategic decision makers in Kenya widlke use of the findings of this research
project in understanding the extent at which outsag can enhance organizational

performance.

The findings may further help stakeholders suckugpliers, procurement officers and human
resource officers, finance officers and heads pladenent on how to attach performance onto
the decision to outsource, knowing that outsourcsiguld have a direct linkage on

performance.

The study findings may help to inform the differerganizations on different ways of how

outsourcing can be made relevant to organizatipadbrmance.

Finally, the findings may be of great use to thadmmia, especially those who may wish to
carry out further research on outsourcing and perdnce. It may build on the existing body of

literature and knowledge.



CHEPTER TWO
LITERATURE REVIEW

2.1 Introduction

This section is organized into four parts. Thetfipart covers theoretical literature review on

outsourcing and performance reviewing related flesorin the second part, the study considers
outsourcing practices in an organization, third parers organizational performance. The study also
focuses on impact of outsourcing on organizatigpesformance and challenges in implementation of
outsourcing in parastatals. The chapter also pesvidhe research gaps identified and a

comprehensive conceptual framework

2.2 Theoretical Literature Review

One of the major discussions in strategy concdragdeterminants of firm performance. Academics
from various backgrounds have focused on explaifimg performance and on identifying the

sources of inter-firm performance differences (Mb@&a and Porter 1997). Researchers in the
industrial-organization tradition, for example, baargued that industry structure is a central
determinant of firm performance and contend that structural features of an industry effect the

competitive position of all business units in tepécific industry (Chang and Singh 2000).

However, the inability of the industrial-organizati tradition to provide a rigorous explanation for

intra-industry heterogeneity in performance hasgfated strategy researchers to focus on the firm
itself with more emphasis on outsourcing (Chang &imgjh 2000). As a result, firms were no longer

viewed as identical “black boxes” in a given margeticture but as dynamic collections of specific

capabilities influenced by differing organizationatructures and specific strategic decisions
(Hawawini and Verdin 2003).

The organizations that have used outsourcing farynyaars know that with the positives it brings to
the organization that it is also important to haweell managed plan of action for hiring a consulta
or contractor for a business task (Ten Raa & Waf)1). This includes deciding which projects or
tasks to outsource, whom to hire for these task®; to manage the outsourced services, how to

agree on payment terms, and how to achieve theedessults.

Schmidt-Ehmcke (2010) identifies two major methofl®utsourcing, that is partial outsourcing and

entire outsourcing. Organizations may outsourceé @atheir activities but it is entirely possible t
8



outsource practically every business process wisimrorganization. Usually when an organization
outsources part of its activities, the focus is remining the core activities and allowing other
organizations handle the non-core activities on b&half. This type of outsourcing involves
specialization in those activities in which thesmurcing organization has a competitive advantage i
their handling and those which it other organizadibave a competitive advantage they are handled

on behalf of the outsourcing organization.

Gorg & Hanley (2004) also categorizes outsourcingp itwo methods/techniques. They are

outsourcing activities/functions to companies arnigi manpower from companies and execute the
company’s activities/functions. Both these methbdse their own advantages and disadvantages.
However, it depends on the company’s requiremechtiose one among those. Kremic, Tukel and
Rom (2006) categorize outsourcing into six methibds government institutions use. These include
contracting out, public-private partnerships, wnméers, load shedding, franchising and vouchers.
Contracting out typically involves a competitivedbding process in which Requests for Proposals

(RFPs) are disseminated to eligible vendors.

Some government institutions require contractoristegfion prior to bidding while others
independently select potential contractors basedxperience and reputation. Contractor proposals
are then evaluated and a decision is made basedtlmr a cost or “best value” basis. Contractor
performance is then monitored and managed in vigwetletermined service goals.

Public-Private Partnerships are cooperative armaegés between governments and private
organizations to jointly fund or operate a part@uprogram, project or service. Public-private
partnerships typically involve concerned local staiders helping to provide a program, project, or
service of a particular value to a local commumityneighborhood. Such arrangements benefit both
the government and the private organizations ireelley undertaking a valuable service, project or
program that could not be carried out independehilyeither entity. Volunteers or volunteer
associations are often called on to provide put#ivices highly valued by community members for
no cost to the government institution. Load shegldinvolves government relinquishing the
responsibility for providing services or operatiagprogram. Most often, this is done with the
understanding that another entity, public or peyatill buy the public assets associated with the
service or program and offer these itself.



Franchising involves the licensing of private seevproviders to exclusively provide public services

in a particular area. Private vendors then charga eesidents fees for the services they provide.
Vouchers are often used to enhance the competidravailability of a service to residents without

direct government service provision.

Kremic, Tukel and Rom (2006) also categorized awtsag into three methods/techniques: cost

driven outsourcing, strategic driven outsourcing palitical
2.3 Outsourcing Practices

Different types of outsourcing strategies have hdentified in Literature (Outsource Online, 2011;
Dana, 2012; Harward, 2013; Power et al., 2013; pé¢ltia, 2013a; 2013b; & Hafeezrm,

2013) according to Landers (2006) the most commaniysourced business activities can be
classified into three general categories baseth@type of activity. The first category requireghiy
skilled expertise or executive positions, sucha®anting or financial activities. The company, mos
especially a start-up one, does not have to paymthty CFO salary. Instead, there are qualified
CFO-level professionals that you can temporarihg honly when necessary, to accomplish financial

statements, provide financial analysis and perfgemeral billing functions.

The second category comprises of highly repetibusiness tasks, such as secretarial or clerical
duties, accounts payable, shipping inventory, ithgtion, human resource, sales and marketing. The
last category is outsourcing highly specializedifess functions, such as Information Technology

(IT), Project Management (PM), engineering, corgttam or customer support. IT is considered to

be one of the largest areas of outsourcing thailwesg the right skill set from professionals thall w

constantly adapt to the changing needs of the caynpa

ICT outsourcing can be carried out in many comtoamg depending on the component of services
scope that is outsourced and the responsibilittesiaed to the outsourced contract. Different awgtho

describe ICT outsourcing arrangements differelghamed (2007) noted that there are four types
of ICT outsourcing categories, which are total outsing, insourcing, selective sourcing and

strategic alliance/joint venture.

10



In Kenya, Information Technology and Communicat{®T) outsourcing practices are evolving as
many organizations continue to identify its oppoities and benefits. This upward trend will likely
keep growing as increasing fiscal pressures, dtidemands and workforce attrition drive both
governments and public sectors to explore new dpgrenodels with embedded ICT technology.
Since outsourcing ICT has received much attentiod has become a widespread worldwide
phenomenon both in the private and public seckeaya has the opportunity to become a key player
in the global outsourcing arena especially in thle of outsourcer. It needs to position itself ectly

or it will lose that opportunity.

The ICT outsourcing strategy is widely associateth cutting costs, launching of new business
ventures and improving efficiency. However, therbitures have emphasized the risks associated
with ICT outsourcing project implementation andntiying information security risks is one of the
critical risks in the process intellectual propesti According to Khidzir (2013) ICT risks are cailise
by lack of control on threats and vulnerabilitickhese threats may be natural or man-made
circumstance or event that could have an adversendesirable impact, minor or major, on
organizational asset. Mohamed (2007) also statadwhinerability which refer to the absence or
weaknesses of a safeguard in an asset that matkesadt potential more harmful or costly, more

likely to occur, or likely to occur more frequenttyICT outsourcing.

However for effective implementation of ICT outsoug, Linder (2009) stated that managing risk
explicitly is one of the critical success factoReed (2010) agreed that it is important to perform
active risk management throughout all stages obttisourcing lifecycle. However, the first stepain
good risk management program is to identify thé&sriand produce a list of risks that have the
potential to minimize the ITO from delivering omi, within budget and to an acceptable level of
quality. Identifying risks is the process of deysig an understanding of the potential unsatisfgcto

outcomes associated with a particular project.

In the modern setting, outsourcing turns out tdighly complex and organizations use outsourcing
vendors for a variety of reasons. According to gstal companies usually cite cost reduction as the
most crucial reason for HR outsourcing. There aramber of reasons, at both the strategic and
operational level, why firms want to outsource HE&iaties. Many share similarities with the
outsourcing of other organizational functions. lartgular, demands for increased productivity,

11



profitability, and growth have forced organizatidnsexamine their internal HR processes, resulting

in a move toward strategic outsourcing servicesaamaly from discrete services.

As Greer, Youngblood, and Gray (1999) observe, HRaurcing decisions are frequently a response
to an overwhelming demand for reduced costs forsEiRices. Downsizing and tougher competition

mean that the HR functions is under increasing gomesto demonstrate value, both in terms of
efficiency and effectiveness (Roberts, 2001). Aliffo some elements of the HR functions may have
always been performed by external service provjdersourcing HR is also seen as an effective way

to bypass organizational politics and improve &ficy

Outsourcing is never a fix for poor internal sysser/right stressed. “You have to fix your own
processes within the company first, before outsngrar you will have a bigger headache on your

hands than when you started.”

For decades, outsourcing has been an integrabpanbst global supply chain management (SCM)
operations. At many companies, in fact, the risehafd party logistics entities such as DHL and
Bollore logistic has resulted in the eliminationinfhouse transportation fleets; likewise, the high
technology and automotive industries frequentlysoutce some or all of their manufacturing
operations, thus making it possible for them toukon activities such as research, product design
and marketing.

The study of Smith (2012) investigated outsourcamgl supply chain performance among mobile
telephone service provides in Kenya. This studgtdsthed the relationship between outsourcing and
supply chain performance among mobile phone semrogiders. Supply chain performance was
measured from operation system responsivenesstitogirocess responsiveness, supplier network
responsiveness and competitive advantage. Restiltheostudy indicate that supplier network
responsiveness has the greatest impact on outsgustiile operating system responsiveness has the

greatest negative effect on outsourcing.

Supply chain system responds rapidly to chargggaduct volume demanded by customers and to
changes in product mix demanded by customers. éurédsults show that supply chain effectively

expedites emergency customer orders, rapidly repaomefs equipment to address demand changes,
rapidly changes manufacturing processes to addessand changes and rapidly adjusts capacity to
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address demand changes. However, some degreewimek of Smith (2012) research to the present
study can be found in the relationships betweesauuting and supply chain performance for mobile
telephone service producers. The major differeniscesveen these two studies have been in

performance metrics.

According to Magutu et al., (2013) logistics outsmug is attractive to senior management because it
improves some of the dimensions of organizatiorafgomance, on the other hand Gilley et al.,
(2004) says outsourcers who know how to manageptioeess can enhance their company's
performance and achieve a high level of satisfactiih the results Outsourcing not only resultgain
shift of profitability but also exacerbates the guotivity differential between outsourcing firmsdan

vendors.

Leaders of corporate in Kenya are always workingntmease profits and build shareholder equity
Mokua (2012). Increasing sales and decreasing @stdwo of the most effective ways to reach
these goals. Outsourcing is a common practicedoce costs, increase sales and still focus on core
competencies. Companies regularly outsource thgal) security, technology and web maintenance

departments. Equally effective, is outsourcingdkes and marketing function.

Crant (2000) observed thautsourcing allows the organizations to gain greatdes results with

fewer dollars. The representative firm builds tsaand maintains the sales force, while the firms
provides technical training to the Reps along va#mples, literature and other support. Using a
network of Rep firms with synergistic product line®vides the ability to explore new markets and

opportunities while keeping close to current Cusimsiin a cost-effective manner

2.4 Organizational Performance

Organizational performance comprises the actughutudr results of an organization as measured
against its intended outputs (or goals and objesjiv According to Richard et al. (2009)
organizational performance encompasses three gpemiéas of firm outcomes: (a) financial
performance (profits, return on assets, returnnwestment, etc.); (b) product market performance
(sales, market share, etc.); and (c) shareholtiemréotal shareholder return, economic value ddde

etc.).
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Organizational performance is the ultimate dependanable of interest for researchers concerned
with just about any area of management. This bomastruct is essential in allowing researchers and
managers to evaluate firms over time and compaemtho rivals. In short, organizational
performance is the most important criterion in ea#hg organizations, their actions, and
environments. This importance is reflected in tieevpsive use of organizational performance as a
dependent variable (March and Sutton 1997)

The narrower domain of organizational performancevipes the useful potential to make
meaningful comparisons across firms and industiksyvever, what is evident is that even with a
narrower domain organizational performance is nohe-dimensional theoretical construct nor is it
likely to be characterizable with a single openagilomeasure. Although the multi-dimensionality of
performance is recognized in accounting (e.g.,€Dalll991) and finance (e.g., Henri 2004) and
discussed theoretically in the management liteeafUenkatraman & Ramanujam, 1986), empirically
the lack of consistency in the measurement of orgéional performance in management research

has revealed a surprising lack of researchers ‘inglthe walk”.

The study of the relationship between ownership padormance is one of the key issues in
corporate governance which has been the subjeaingbing debate in the corporate finance
literature. The relationship between firm perforimam@nd ownership identity, if any, emanate from
Agency Theory. This theory deals with owners andhager’'s relationship, which one way or the
other refers to ownership and performance. Inimiatio performance according to Javid and Igbal

(2008), the identity of ownership matters more tttenconcentration of ownership.

This is so because ownership identity shows thewiehand interests of the owners. Ongore (2011)
argues that the risk-taking behavior and investnogigintation of shareholders have great influence
on the decisions of managers in the day-to-dayiraftaf firms. According to Ongore (2011), the
concept of ownership can be defined along two linéshought: ownership concentration and
ownership mix. The concentration refers to proportof shares held (largest shareholding) in the
firm by few shareholders and the later definesidemtity of the shareholders. Morck et al. in Wen

(2010) explained that ownership concentration tvasgossible consequences.

Specifically, ownership identity is one of the fast explaining the performances of firms across the

board; yet the level & direction of its effect remed contentious. There are scholars who claimed
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that foreign firms perform better with high prafitargins and low costs compared to domestic owned
firms (Farazi et al.,, 2011). This is so becauseifpr owned firms are believed to have tested
management expertise in other countries over yddoseover, foreign firms often customize and
apply their operation systems found effective airtihome countries (Ongore, 2011). It is also
assumed that private firms crossing boundarieofie® those big and successful ones. For instance
in countries such as Thailand, Middle East and INéirica region, it was found that foreign firms
performance is better than domestic counterparimifA and Siddiqui, 2012; Chantapong, 2005;
Farazi et al. 2011). The study conducted in Pakisa Azam and Siddiqui (2012) concluded that
"...foreign firms are more profitable than all dastie firms regardless of their ownership structoye
applying regression analysis." They further suggeat "...it is better for a multinational firm to
establish a subsidiary/branch rather than acquiang“existing player” in the host country.”
Moreover, Chantapong (2005) by studying domestid &oreign firm performance in Thailand
concluded that foreign banks are more profitabsntthe average domestic banks profitability. It is
also supported by Okuda and Rungsomboon (2004Jdreign owned firm in Thailand are found to
be efficient compared to their domestic countegdrte to modernized business activities supported
by technology, reduced costs associated with feedddusinesses and improved their operational
efficiency. These indicate that in the area studabdve foreign firms were found to be more
profitable than their domestic counterparts. Thgomeeason behind these assertions is that foreign

firms were believed to be strong & efficient.

2.5 Outsourcing and Organizational Performance

Essentially outsourcing addresses the issue ashather a firm should make or buy intermediate
inputs; an issue that has a long tradition in eotins, dating back to the seminal work by Coase (as
cited in Gorg & Hanley, 2004) on the boundaries difrm. Since then, a large body of literature has
been concerned with analyzing the determinantkisf‘tnake-or-buy decision”, focusing on the role
of incomplete contracts, specific assets and taimses costs (Bolton & Whinston, 1993). In a
nutshell, firms would prefer to “buy” as opposed“inake” as long as the cost of outsourcing is
lower than in-house production. Hence, outsourcig be used to economize on production cost, in
particular labor cost (Abraham & Taylor, 1996) mpstituting in-house production with the buying-

in of components.
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Supporters argue that outsourcing is simply ab@@pkg costs down in response to competition,
which will allow firms to stay competitive (Kaneclsaefer & Fraser as cited in DeMaiolo, 2009). In
addition, competition among firms created by outsimg ensures that lower costs are passed on to
consumers in the form of lower prices. In this sensutsourcing has an effect similar to a
technological change that lowers cost in productidubbard & O, Brien, 2006).

Outsourcing, from the business perspective, alléwss to offer competitive rates and expand
efficiency. Another supporting argument emergesnfidoston University Professor Nitin Joglekar
[who]...found that less than 20% of workers affectgdoutsourcing lose their jobs; the rest are

repositioned within the firm, thus implying thatieased efficiency.

According to Littler and Benson (2002), the firadamost prominent reason for choosing outsourcing
is to minimize business costs. Research has shimatrcompanies can save as much as sixty percent
of their business costs when they choose outsayr@inis is possible because those companies that
supply outsourcing services have adequate resqureesonnel etc needed to conduct that business
function under consideration. Additionally, suchngmanies may be located in other regions or
countries that supply input at a lower price tharthe country of normal operation. For instance,
some Asian countries giving call care services ghatery little for their services owing to the fact
that labor supply in these countries is cheap &®y tan then trickle down these low costs to

respective consumers in the Western world.

Recent evidence from practitioners casts some dwulite benefits of outsourcing. A UK survey by
Manpower focusing on the benefits accruing to firffram outsourcing services, found that 68
percent of firms outsource at least some servites, main motivation being cost reduction
(http://www.manpower.co.uk/news/OutsourcingSuryegf). Chong, Dolley, Houghton and Monroe
(2009) in their study compared the cost-efficientyin-house ] and outsourced financial audits in
the public sector. The results showed that outsgsueudits were, in general, more costly than in-
house audits, but this result was conditional am tifype and size of public agency. Specifically,
outsourced audits were more costly than in-housisator small statutory authority audits, whereas
for specialist audits (i.e. hospitals) and largel @omplex statutory authority audits, the in-house

supply was equally efficient as the outsourcediserv

Relating to productivity, the main reasoninghattthe productivity of firms is determined by thei

potential to minimize production costs via alloogtinputs to their most efficient use (Paul & Yasar
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2009). Firms therefore assess the productivityheirtin-house production and compare it to outside
suppliers. If external suppliers can provide a caraple service cheaper — e.g. due to benefits of
economies of scale and centralization of expettisertain tasks may be subcontracted.

According to Amiti and Wei (2006), one channel blyieh outsourcing may increase productivity is
by allowing a firm to shed its relatively inefficie parts of the production process and expand its

output in stages it has comparative advantage.

Similarly, Wamalwa (2003) argued that outsourciagaiviable option to any company because it
takes away attention from dealing with other aspetthe business that have nothing to do with the
core business functions of a company. Companiedteefore concentrate on aspects of business

that they encircle their business objectives amldbentually improves their business functions.

Feenstra (2007) notes through outsourcing the igaiinm productivity may translate to higher real

wages due to the drop in prices for final goods1 & Ma (2009) found a positive, albeit weak
relationship between material outsourcing and Kon@@ductivity. By contrast, service outsourcing
had a negative impact on total factor productiunityKorea.

Outsourcing also gives companies the opportunigxpianding (Woolson & Speckhals, 2001). Since
a company is concentrating on their core businesstibons while other companies deal with other
aspects, then chances are that productivity wilh&ightened and the level of quality emanating from
such a business enterprise will increase. The twdffact of such an approach is that many persons
may now have the opportunity to improve their basswvalues. This then gives them a platform for

improving their business sizes.

Outsourcing is also chosen by many enterprisesusedirough this business approach, it is possible
to save on valuable time (Smith, 2004, pp. 16).dlgucompanies that outsource can make faster
deliveries to their respective consumers. The dvegault is that consumers' needs are satisfiéd. A

clients consider prompt delivery as a positive bess attribute and this may keep them coming back

to that respective business.
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2.6 Factors Affecting Implementation of Outsourcing

The outsourcing implementation is when “the rubineets the road.” It is the critical juncture in the
outsourcing relationship where: required plannihgud already be defined in order to initiate the
change. Secondly the future groundwork is laid tfeg enterprise-wide relationship between the
client and service provider. LambgR009) noted that outsourcing implementation comitis a lot

of challenges. Based on his interviews and analykis number one problem in outsourcing
implementations is a lack of understanding of mmsttract processes and decision rights. The results
are that services simply aren’t performed, impletagon activities get stalled, client stakeholders
and service provider staff are both frustrated, tiedentire schedule for achieving expected busines

benefits is delayed.

The first practice that draws universal consensnsrg outsourcing advisors is clarity of goals and
objectives on the client side, Mutual (2012). Thame many reasons why firms decide to partner with
external providers, but each situation is differ&dmpanies should understand their own drivers and
priorities, and should rank and rate their critetia critical that this determination be an inge
process, with plenty of stakeholder communicatiod participation (Hawawini and Verdin 2003).
Just as lack of stakeholder involvement is ofteadcby project experts as a key reason for project

failure, lack of inclusion creates unacceptablksri®r outsourcing programs.

Transitioning to outsourced operations is diffickihanya (2013). When done well, the transition
brings benefits to fruition faster; when done pgpoa transition can impede operations. There ace tw
parts to ensuring a smooth transition: First, therent operations must proceed uninterrupted;
second, there must be a parallel initiative to ditean seamlessly to outsourced operations. Sang
(2010) observed that to ensure a strong transiiompanies must analyze the requirements for their
outsourced operation, and design, build, test, @eploy each stage of the project, with formal

approval at each stage.
According to Baily et al. (1998) an outsourcingatgnship has started, the background work does

not cease—it requires ongoing coordination to susiperational excellence. Both the company and
outsourcing partners must develop processes, aqt pbject and workflow management tools.
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Richard et al, (2009) also observed thiais also important to create thorough documentatio

including process maps, procedures manuals, andtopes plans. These documents should include
standard operating procedures for change requedtssue tracking and resolution. Companies need
proper documentation to understand the processempective responsibilities, and to help bring new

team members on board

Socialization and marketing of the decision to outse is another key best practice and is espgciall
important due to the impact that outsourcing carelan employees’ livelihoods and daily work life

Kwong (2012). Companies are more likely to be sssfte when they market and communicate the
rationale for outsourcing, using the opportunity generate enthusiasm rather than fear and
resentment for the outsourcing decision. Schmi@1 (2 noted that internal marketing efforts are
more likely to be successful when senior managéesrly demonstrate their belief in, and

commitment to, the outsourcing efforts. Many outsog providers go so far as to insist on an
internal executive champion to clearly emphasizéhtostakeholder community that the decision is

strategic.

2.7 Conceptual Framework on Organizational Performace

Figure 2.1 Conceptual framework

Independent variable: Dependent variable:

-Supply chain management
- Sales and Marketing

-Human resources and training

—'\ Organizational performance
ICT —|

Logistics

Source; Research data (20])4
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CHEPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter has dealt with the research desigmadetogy that has been used in the study. The
chapter is organized into subheadings which incluegearch design, target population, data

collection and data analysis.
3.2 Research Design

This study adopted a descriptive survey researdigade A descriptive research is a process of
collecting data in order to test the hypothesesnsiver questions concerning the current statuseof t
subjects in the study (mugenda and Mugenda 1998¢y Tpointed out that the purpose of a
descriptive research is to determine and reportwhyg things are done. In this case, the research

problem is the impact of outsourcing on the perfamoe of parastatals in Kenya.

This research design has been adopted for the beahuse of the need to collect cross sectional dat
and conduct comparative study.

3.3 Population and Sample

The population of study consists of all thel42 stegied parastatals in the Government of Kenya
2013 (appendix 1).

Parastatals were stratified according to the minishey fall under. The sample size will be

calculated as follows

n= ZpgN
& (N-1) +Zpq

Where;

n=sample size, z=z-score, that is the value ofthedard variate at a given confidence level. kiar t
study the confidence level is 95% hence z-scoie96
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p=sample proportion, g=1-p.

Kothari (2013) reiterates that for p=0.5, n will e maximum and the sample will yield at least the

desired precision.

N= population of interest,

e=error margin cegsion rate, for this study it will be +10%.

Based on the above formula a sample of 58 par&stasas drawn from the population. Kothari

(2013) asserts that when a sample size is obtaisiad the above formula it is considered optimum

because it fulfills the requirements of efficienogpresentativeness, reliability and flexibilityn&

sample that was drawn using the stratified randampding technique is shown in the table below.

Table 3.1 Sample size

Category (stratum) Population (Ni) Sample size (ni)
National treasury 13 5
Ministry of water and natural resources 13 S
Ministry of transport and infrastructure 16 7
Ministry of agriculture 28 11
Ministry of education 18 8
Ministry of energy 9 4
Ministry of commerce and tourism 13 5
Ministry of industrialization 12 5
Ministry of health 7 3
Ministry of land housing 7 3
Office of the president 6 2
Total 142 58

Source; Research Data (2014)

N, = ( N,/ N) *n, where pis the sample size for stratumN; is the population size for stratumN

is total population size, and n is total sample siz

3.4 Data Collection

This study involved the use of primary data. Theadwve been collected using questionnaires that
were administered to the head of department ofysessent and finance or their equivalents of the
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sampled parastatals; these were to total up toré&g&pondents but only 98 questionnaires were
received. Questionnaires were both open and clesddd questions (munn and Drever, 2004) and

were administered through drop and pick method.

The questionnaire consisted of four parts. Parblected general information, part B focused on the
extent of outsourcing in the parastatals, part €rdeneed the impact of outsourcing on performance
of parastatals, and finally part D determined thallenges of the implementation of outsourcing in

parastatals.
3.5 Data Analysis

The data collected was checked for completenesscangprehensibility. The data were then be
summarized, coded and tabulated. Descriptive S8tatisuch us means, standard deviation and
frequency distribution will be used to analyze tla¢a. Data were entered into the statistical packag
for social science (SPSS) for analysis. SPSS wad to perform the analysis as it aids in orgagizin
and summarizing the data by the use of descrifgtiastics. Data presentation was done by the use
of pie charts, bar charts and graphs, percentagefeguency tables.

Regression analysis was used to establish the textenvhich the twelve independent variables
transport, logistics, procurement, legal servicBayroll maintenance, security services, ICT
warehousing, sales & marketing, human resourcesidtrg and research and analysis explain the

impact of outsourcing on performance of parastatals
The model is depicted as follows

Y =a+ QX+ bXot b Xat.ooonoo .. +bX; +¢
Where:

Y is Organizational performance, a-is the Y intptoghen x-is zero
b,, b, and B are the regression weights attached to the vasabl
X1= Supply chain management 3;=¥CT

X,=Sales and marketing  s>Human resources and training s=Kogistics
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

The research objective was to establish how outsmmiraffects organizational performance
parastatals in Kenya. This chapter presthe analysis, results and the discussion. Therfgglare
presented in percentages and frequency distribatimean and standard deviations. A total of
guestionnaires were issued out. Of the 116 quesiogs issued out, only 98 were returned. -

represented a response rate of 84% and this wasdeoed satisfactory for the analy

4.2 Profiles of the Respondent

This section presents the characteristics of theaedents as follows: gender, age, level of edue;

management level arlength of continuous service with the compi

4.2.1 Respondents Gender

The researcher sought to establish the respondgensler and the resch findings indicated tha
55.1% were male while 428 were femal¢ The finding on the gender of the respents shows that
the field of Procurement and finance is largely dated by male employees. This is in line v
other researches that show women numbers are oristhen professional careers in Kenya

Africa as more and more get access lucation as shown in figure 4.1.

Figure 4.1: Respondents Gender

45% H Male
0,
55% W Female

Source; Research data (2014)
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4.2.2 Respondents age Bracket

The respondents were requested to indicate theibeagket.

Table 4.1: Respondents age bracket

Cunul ati ve
Frequency Per cent Val i d Percent Per cent
Val i d Bel ow 35 years 16 16.3 16. 3 16.3
35-40 years 20 20.4 20.4 36.7
40- 45 years 24 24.5 24.5 61.2
above 45 years 38 38.8 38.8 100.0
Tot al 98 100.0 100.0
Source; Research data (2014)
Figure 4.2 Respondent age bracket
0
50% 39%
40%
30%
20%

10%
0%

Below 35 years 35-40 years 40-45 years above 45 years

Source; Research data (2014)

The results in table 4.1 indicates that 16.3% efrgspondents were below 35 years, 20.4% of the
respondents were between 35 and 40 years, 24.5%e obspondents were between 40 to 45years
while 38.8% of the respondents indicated that tweye above 45 years. The results indicate that
majority of the respondents were above forty fieang. With the majority of the staff being over 40
years, they will be nearing their retirement age @&mvill be necessary for the organization to htwe
introduce younger staff in the levels of responddntfacilitate a flawless succession program and

also introduce new views in the decision makingcpss.

4.2.3 Respondents Level of Education
The respondents’ were asked to indicate the Ievetiocation they have attained and the results are

presented in table 4.2.
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Table 4.2 Respondent level of educatit

Cunul ative
Fr equency Per cent Val id Percent Per cent
Val i d Hi gh school 3 3.1 3.1
Tertiary Coll ege 9 9.2 9.2 12.
Under gr aduat e 48 49.0 49.0 61.
degree
Mast er degree 38 38.8 38.8 100.0
Tot al 98 100.0 100.0

Source; Research data (2014)

The results presentad table 4.2 indicate that 3.1% of the respondemiy attained high schor
level, 9.2% of the respmlents had attained tertiary colli level, 4% of the espondents were
undergraduate degree holders, 38.0% had attained master degl®es| of education. The rest
indicates that majority of the respondents wereensity degree holders and abcan indication that
the company’s’ employees have pursued universiizatibon

The staff in the organization can be said to bd tx@ihed and have the necessary education to
the company to greater heights. It is thereforeesseary for the managent to come up witl
necessary reward system to retain the same dtadfalso necessary for the management to iny
this cadre of staff in decision making and prefegabbottor- up decision making need to be adog

in the company to capture the ertise in the these staff.

4.2.4 Level of Management

The respondents were asked tdigate their departments ¢ the results are presented iigure 4.2.

Figure 4.3 level of management

14%

E Head of procurement
m Head of finance
Other

Source; research Data (2014)

The results in figure 4.thdicate that 4% of the respondents wefrom procurement, 96 of the
respondents were from finaneehile 14% of the respondents wefi@m other departmer. The
results indicates that majority of the respondar@sefrom procurement.
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4.2.5Length of Continuous Servict

Figure 4.4: Length of Continuous Servic

m(Qto 5 years

m5to 10 years

Over 10 years

Source research data (2014)

The resultsn figure 4.3 indicates that % of the respondents have beeorking in the company fc
over 10 years, 28 of the respondents indicated tthey have wrked in the company for betweel
to 10 years while 1% of the respondents indicate that they have wonkéde company for less thi
5 years. The results indicate that majorif the respondents have worked tbe company for mor
than fiveyears and thus they understand the impact of ordsmutraining services. The implicatit
of this trend is that the companies need to comwitlpadequate knowledge management polic
preserve the acquired knowledge and retain the santiee case ¢a loss of an employee. T
company should also include a mechanism of rotatuegstaff in all section and avoid a situat

where staff stay long in a section develop an ‘eenpuilding’ situatior

4.3.1 TheExtent of Outsourcing in the Farastatals

Firms should consider outsourcing when it is thdudpat certain functions can be accomplis
faster, cheaper, or better by another organizati@ntsourcing of training services enal
organizations to take advantage of a whole hodtenfefits and iis fast becoming the prefen
model among organizations looking to focus on tloeire competencies as well as reduce
decrease costs and improve the efficiency andteféaeess of all training activities (Elmt

2003).

The respondents were reqtezbs to indicate the services they consider imporfanm service
providers in outsourcing of training services ifive point likert scale. The range wéno extent (1)’
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to ‘very large extent’ (5). The scores of very lewtent and low extent have been taken to represent
variable which had a mean score of 0 to 2.5 orctmtinuous likert scale; £0S.E <2.4). The scores
of ‘moderate extent’ have been taken to represesriable with a mean score of 2.5 to 3.4 on the
continuous likert scale: (28MV.E. <3.4) and the score of both great extent aarg great extent have
been taken to represent a variable which had a maae of 3.5 to 5.0 on a continuous likert scale;
(3.5< L.E. <5.0). A standard deviation of >0.7 impliesignificant difference on the impact of the

variable among respondents. The results are pegtantable 4.5

Table 4.3: Extent of outsourcing in the parastatals

N Mean Std. Deviation

I CT 98 4.1122 0.92928
Logi stics 98 4.0204 0.8613
Sal es and 98 3.8163 1.04878
mar ket i ng
Supply chain
nanagenent

98 3.7755 0.1.29655
Human resource 98 2.9286 1.37166
and training
Valid N 98
(1istw se)

Source; Research data (2014)

The results in table 4.3 indicate the level of outsing at the major functions of the parastat&ls,
(mean 4.1122), logistics (mean 4.0204), sale andketing (mean 3.8163), supply chain
management (mean 3.7755), and human resources (21@286). The low variation of standard
deviation indicates that the respondents were umaus on extend of outsourcing of major functions

of the parastatals.
4.3.2 Extent to which Outsourcing has affected thBerformance

The respondents were asked to indicate the exdemtich outsourcing has affected the

organizational performance.
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Table 4.4 Effect of outsourcing on performance

N Mean Std. Deviation
Qper ational costs 98 4.1327 . 94855
Per f or mance of 98 3.9592 . 92968
contract
Service quality 98 3.796 . 9944
Enhance 98 3.7449 . 98767
nanagenent
advant age
Techni cal 98 3.6122 1. 05158
capacity
Cycle time to 98 3.7449 . 98767
asset turnover
Mar ket share 98 3.5102 1.06727
conpare to past
year
Cust omer service 98 3.4796 1. 02775
e.g. retention
rates
Productivity e.g. 98 3.4082 . 99314
efficiency rate,
per cent age of
hours spent on
producti on.
Valid N 98
(listw se)

Source; Research Data (2014)

The findings in table 4.4, shows to what extentdwsourcing affected the perceived performance.
The company wants to improve its focus on operati@ost (mean 4.1327), service quality (mean
3.796). The reasons which were also being congidbyethe company to a moderate extent for
outsourcings of its functions were technical cagyaghean 3.6122), performance of contract (mean
3.9592), and improved cultural compatibility (mea6223), enhance management advantage (mean
3.7449), market share (mean 3.4087), customercee(mean 3.4082), productivity (mean 3.4082)
and cycle time (mean 3.5102) The low variation t#ndard deviation for the factors was an
indication that the respondents view of the reasonthe company outsourcing of its functions were

unanimous.
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4.3.3: Relationship between Outsourcing and Perforamce

Table 4.5: Relationship between outsourcing and p&srmance

Adoption of outsourcing N Mean Std. Deviation
Vel | devel oped 98 2.7245 1.25822
manuf acturi ng processes
Better 98 2.4082 . 97216
account abi | i ty/ managenent
Legal conpliance 98 2.3878 1. 08059
Sharing and reducing 98 2.3265 . 91691
risks
Gai ni ng recognition 98 2.2653 . 99017
around the industry
Achi eve economi es of 98 2.2041 . 82436
production
To attain a conpetitive 98 2.2041 . 93013
advant age
Reduced busi ness 98 2.1939 . 88117
operation costs
Wl | devel oped the 98 2.1735 . 82519
technol ogi cal advances
More focus on and inprove 98 2.1633 . 92718
core conpetence areas
Efficiency in the 98 2.1122 . 97264
busi ness operations
| nproved custoner service 98 2.0306 . 77929
del i very processes
Lack of trained and 0
qual i fied manpower

0

Source; Research Data (2014)

The factors that are improved due to outsourcingusiness functions were found to be efficiency in
business operations (mean 2.1122), reduced busopesation cost (mean 2.1939), economies of
productions (mean 2.2041), well developed technolagvance (mean 2.1735), well developed
manufacturing process (mean 2.724), improved custoservice (mean 2.0306), improved core
competence (mean 2.1633), competitive advantagan(rde€2041), gain recognition (mean 2.2653),
legal compliance (mean 2.3878), reduced risk (m2&265) and better accountability ( mean
2.4082) .There was unanimous agreement among #pondents on the factors improving firm

performance through outsourcing.
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4.3.4 Factors affecting implantation of outsourcing

Table 4.6: Factors affecting implantation of outsotcing

Factors N Mean Std. Deviation

I nt ernal 98 2.5816 1. 01457
assessnent of
criticality of
busi ness
activities
Suppl i er 98 2. 4694 . 98655
rel ati onship
Tinme service is 98 2.3265 . 95005
delivered

Transitioning to 98 2.2959 . 98660
out sour ced
operations
Suppl i er 98 2.2449 . 86228
sel ection
Quality of 98 2.2449 . 83803
service
Suppl i er 98 2.1939 . 91559
managenent
Valid N 98
(listw se)

Source; Research Data (2014)

The respondents were asked to indicate the fathatshave positively or negatively affected the
implantation of outsourcing in their parastatalsifive point Likert scale. The range was ‘veryhig
(1) to ‘very low’ (5). The scores of very high habeen taken to represent a variable which had a
mean score of 0 to 2.5 on the continuous likertesd@< S.E <2.4). The scores of ‘average’ have
been taken to represent a variable with a mearesaoR.5 to 3.4 on the continuous likert scale:
(2.5<M.E.<3.4) and the score of both high and very Higlve been taken to represent a variable
which had a mean score of 3.5 to 5.0 on a contislikert scale; (3.5 L.E. <5.0). The results are

presented in Table 4.8.
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4.3.5: Risk of Outsourcing of Firms Functions.

The respondents were asked to indicate the risksitsburcing business functions.

Table 4.7 Risk of outsourcing

Ri sk of
out sour ci ng

N

Mean

Std. Deviation

Low qual ity work

Loss of
confidentiality

Over reliance of
external parties
Limted
flexibility
Limted time

Loss of command
of outsourced
service

Loss of contro
in decision
maki ng

Valid N

(listw se)

98
98

98

98

98
98

98

98

. 6531
. 0714

. 7653

. 6837

. 6633
. 2449

. 1531

. 92058
1.10528

1.09168

. 89208

. 94098
. 85024

. 85376

Source; Research Data (2014)

The results in table 4.6 were that the risks whieh company faces in outsourcing of its functions:
loss of command of outsourced service (mean 2.158d9r reliance of external parties (mean
2.7653), loss of confidentiality (mean 3.0741),slad control in decision making (mean 2.1531),
limited flexibility (mean 2.6837), low quality workmean 3.6531) and limited time (mean 2.6633).

The results indicate that the company is faceddrous risks if they outsource training serviced an

these could affect achievement of the intendedotibfes.

4.4 Regression Analysis

The determinants of firm performance were investiddrom the results of the respondents. From

Table 4.4.1 below, the established multiple linegression equation becomes:

Y=-1.329 + 0.018X+ 0.0033%+ 0.118X%+ 0.306X% + 0.015X%
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Table 4.8: Results of General Least Square

St andar di zed
Unst andar di zed Coefficients Coefficients

Model B Std. Error Bet a t Si g.

1 (Const ant) 1.329 . 796 1.670 . 098
Suppl y chain -.018 .074 -.023 -.238 . 813
managenent
Sal es and -.033 . 092 -.035 -.355 . 724
mar ket i ng
Human -.118 . 070 -.167 -1.696 . 009
resources and
training
I CT . 306 . 105 . 292 2.924 . 004
Logi stics . 015 L1121 . 014 . 137 . 891

Source; Research Data (2014)

The intercept of the vertical axis has a valueZ?)3&and means that the points where the independent
variables are zero then the performance will beatveg Holding other factors constant, a unit
increase in outsourcing of supply chain would l&ad)18 decrease in organizational performance, a
unit increase in outsourcing of sales and marketwogld lead to .033 decrease in organizational
performance, a unit increase in outsourcing of humesource and training would lead to .118
decrease in performance, a unit increase in ICTscamting would lead to .306 increase in
organizational performance and finally a unit irase of logistics outsourcing would lead to .015
increase in organizational performance. There ispasitive significance relation between
organizational performance and ICT p=.004. Thismsdaat ICT is a suitable predictor of Y given
that the significant level used is 5%. This medrat for every unit increase in measure of ICT, the
measure of performance increases by 0.306 unitselfindings however differ with

Asiago’s (2013) findings where he found out thatcement industry, supply chain management is

the most essential in firm performance.

Business efficiency=1.329-1.67*HR training+2.92*ICT

Main factors influencing business operations edgficiy is the use of ICT (p=0.004)
The independent variables in this case explain ab®3% (R2=1.23) of the total variation in
business operations efficiency
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Table 4.9: Model Summary

Std. Error of the
Model R R Squar e Adj usted R Square Esti mat e
1 . 3517 . 123 . 075 . 93529

Source; Research Data (2014)

Source: researchers’ computation

Table 4.9 indicates that there is afvRlue of 12.3%. This means that 35.1 % of the chariythe
firm’s performance are explained by the changdkenndependent variables in the model. The
remaining 64.9% of the changes in the Y is expliog other factors not in the model. The C is the
constant, where the regression line intercepty tndas, representing the amount the dependently wil
be when all the independent variables are 0. Hasd 329 -; the probability of the coefficient is

significant.

Table 4.10 F TEST for the Full Model-ANOVA Table

ANOVA"
Mbdel Sum of Squar es df Mean Square F Sig.
1 Regression 11. 287 5 2. 257 2.580 . 0317
Resi dual 80. 479 92 . 875
Tot al 91. 765 97

Source; Research Data (2014)

F TEST for the Full Model-ANOVA Table

The study used ANOVA to establish the significantéhe regression model from which an F-
significance value p>0.031was established. Thisvshibat the regression model has less than 0.031
likelihood (probability) of giving wrong predictiowhich in 5% significance level will not be
adequate for use. However at 10% significance Jélirelmodel is relevant in determining the impact
of outsourcing on the performance of parastatalseimya. Hence, the regression model is in overall
statistically significant, meaning that it is ataible prediction model for explaining how outsoogri
affects the organizational performance and thengéxte
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter discusses the summary, conclusioospm@endations, suggestions for

further studies and limitations of the study.

5.2 Summary and Discussions

The study found out that in order to ensure thaly tbbutsource the business functions to the
organization that will offer services which meete tstandards they desired, the company should
consider past supplier performance, competencet, dtexibility, right time, qualification,
professionalism, experience, reputation, right iqpalf service and type of relationship. The reason
which the company advances for outsourcing of mssinfunctions were found to be the need to
improve its focus, improve efficiency and accesfissknd resources not available in-house and due

to pressure from business environment.

Outsourcing of the services will enable the comp@angoncentrate on its core functions which would
enable the company to achieve strategic advantageaathe same time act as a means in which a
business condition or problem can be alleviateal mmanner that is more efficient or effective than i
house performance of logistics functions or ICT ctioms. The study established that the
performance of firms were being influenced by dyatif service, supplier management, supplier
relationship, supplier selection, human resouraes taaining, ICT, Sales and marketing , time,
service delivered and the internal assessmenitafatity of business activities.

Although outsourcing of business function is egsétd companies, the respondents indicated that as
a result of outsourcing business functions, the paomy is faced by risks emanating from loss of
command of outsourced service, over reliance oéraeatl parties, loss of confidentiality, loss of

control in decision making, limited flexibility, ¥ quality work and limited time.

The performance of the business was indicated &g ladfected by poor structures to manage the
outsourcing function well, poor planning, failure tdhere to quality systems, high rates of
redundancies, holding unrealistic expectationssauting before being really ready, increase in

costs of administering the outsourcing functiorpviing unclear specifications and dilution of
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control e.g. the corporation does not have comivel the quality. The risks and challenges facirgy t

company as they outsource need the managemere obthpany to have a guiding methodology.

The benefits accruing to the company as a reswutdourcing business functions were found to be
reduced costs, productivity, focus on core compmteand strategic flexibility. Reduced costs
emanates from the charges outsourcing firm’s acdoessonomies of scale and the unique expertise
that a large outsourcing vendor can deliver. Sthese outsourcing contract receivers are typically
servicing many clients, they often achieve lowet oosts than can any single company. Outsourcing
of non-core activities allows the organizationriorease managerial attention and resource allocatio
to its core competence and rely on management teawiher firms to oversee tasks at which the
outsourcing firm is at a relative disadvantage sTbcus can improve results by allowing the firm to

be more effective, more innovative and more skillethose activities.

5.3 Conclusion

Outsourcing is attractive to senior management ussat improves some of the dimensions of
organizational performance, however it is essetiial the right partners are selected based on past
supplier performance, competence, cost, flexihilitight time, qualification, professionalism,
experience, reputation right quality of servicetlasse will enable the company to get the most from
outsourcing of business functions and eventualdd & closer ties and relationships. The study
established that the performance of the supplynchais affected by various factors which include
quality of service, supplier management, suppliglationship, supplier selection, time service
delivered and the internal assessment of criticalit business activities. Despite the benefits of
outsourcing business functions accruing to the @mpthe study found out that the company faced
risks resulting from loss of command, over reliantexternal parties, loss of confidentiality, laxfs

control in decision making, limited flexibility, W quality work and limited time.

Outsourcing of business functions by the firms wlordsult in numerous benefits which includes
reduce costs and improvement of its competitivatipos increased productivity through increased
managerial attention and resource allocation tedhiasks that it does best, focusing on the core

competence differentiating market outputs so thay tcan match the market segment precisely and
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strategic flexibility through changes in externkxfbility, functional flexibility, change in produ

range, workplace flexibility and internal flexitii

5.4 Recommendations

The study found out that the organizational pertomoe was affected by factors resulting from non-
adherence of outsourcing process and it is recordatethat the company should have a formal
outsourcing process so that they can make decisibith would result to management of risks and
securing added value and continuous improvemerg. skbidy established that the company faced
risks such as loss of command of outsourced seracer reliance of external parties, loss of
confidentiality, loss of control in decision makjngnited flexibility, low quality work and limited

time. It is therefore recommended that the orgdimmashould put all measures in place to ensure tha
they do not face severe losses as a result of uneisg the services. It was found out that the
company derives benefits which include reducedgem®ed productivity, core competence focus and
strategic flexibility. It is recommended that thengpany should not be contended with the benefits

and outsources more services as outsourcing of serwies does not yield the expected benefits.

5.5 Limitations of the study

The findings of this study should be viewed in tigha few limitations. The use of questionnaires t
gather relevant information on the extent of outsimg on performance should be noted. The use of
additional data collection methods such as obsiervat order to enhance the richness and depth of

future studies should be considered.

In addition, access to internal organization doauisiéike board minutes, policies and procedures
which could provide more insight into the stratetjimking of the management would greatly have
contributed towards a more pragmatic review andyaiga Also most of the senior managers were

not available for interview.
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5.6 Recommendations for further research

Since this study has revealed the success of awtaguof none-core activities in parastatals in

Kenya, it would be interesting to study firm(s)Agonment arms that have not had good results with
outsourcing strategy adoption and much more a firat has had disastrous results. Probably by so
doing, the conclusions of the study would helpnidicating to the approaches/tactics that don’t work
for new strategy adoption. More insight could bawl from that and help in understanding some of

the reasons that have led to some firms failingew strategy adoption.

The researcher proposes that a study be conduactddtérmine the extent to which outsourcing
adoption has impacted on the staff turnover in amization. A study can also be done to establish
the relationship between outsourcing adoption arghrozational effectiveness. Another area of
interest would be to find out if there is compg#tiadvantage derived from outsourcing adoption in

government ministries.

Finally, this study is limited to the extent thtg focus is on a specific country and industryfsect
Kenya and the parastatals respectively. It is reoended that for a start, a similar study be
undertaken within a region wide context and fingdirgpmpared to the Kenyan context. This will
provide a basis upon which the industry in Kenya loa rated for its outsourcing adoption against the

other countries in the region.
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APPENDIX 1

PART 1: GENERAL INFORMATION

1. Name of the parastatals.............ccccoiiiiiiiii e

2. Gender
Male [ Female []

3. Kindly tick the age bracket you belong as per below
Below 35 years [] 35-40 years

]
40-45 years [] above 45 years ] [

4. What is your level of education?

High school [] Tertiary College 11
Undergraduate degree [
Master degree [] Others (specCify........cccovvevvinnnn. )

5. What is your position in this organization?
Head of procurement [] adeof finance []

Others (specify................)
6. Length of service in this organization?

0 to 2 years [] 2to5years [
5to 10 years [T Over10 years [
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SECTION 2: EXTENT OF OUTSOURCING IN THE PARASTALS
7. To what extent has your parastatal outsourcediitstions (outsourcing practices) to improve
its performance? Use a scale of 1 to 5, where Bxtent, 2=little extent,
3=moderate extent, 4=large extent and 5=very laxgent

Outsourcing Practices 1 2 3 4| 5

Supply chain management

Sales and marketing

Human resources and training
ICT

Logistics

Any other outsourcing practices (please specify)

8 To what extent has outsourcing affecteddiewing perceived performance of your

organization? Use a scale of 1 to 5, where 1=men¢x2=little extent,

3=moderate extent, 4=large extent and 5=very larxgent

Perceived Performance for outsourced activities 1 2 3 4 5

Operational costs

Service quality

Technical capacity

Performance of contract

Improved cultural compatibility

Enhanced management advantage

Market share compared to past years

Customer service e.g. retention rates

Productivity e.qg. efficiency rate, percentage ofitsospent on
production.

Cycle time to asset turnover
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SECTION 3: RELATIONSHIP BETWEEN OUTSOURCING AND PERFOEMANCE

1. (Elmuti, 2003), Outsourcing is consider as onehefdtrategy in improving firm performance,
on a scale of 1 to'where 1 is Very High 2 is High,3 is Average 4is Low and 5is Very
Low. To what extent do you think each of the listed peted performance relates to
outsourcing?

Adoption of Outsourcing 1 2 3 4 5

Efficiency in the business operations

Reduced business operation costs

Achieve economies of production

Well developed the technological advances

Well developed manufacturing processes

Improved customer service delivery processes

More focus on and improve core competence areas

Lack of trained and qualified manpower

To attain a competitive advantage

Gaining recognition around the industry

Legal compliance

Sharing and reducing risks

Better accountability/management
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SECTION 4: FACTORS AFFECTING IMPLENTATION OF OUTSOU RCING

10. Outsourcing as is said to influence the orgational performance through various factors, some
of the factors are listed here-below. On a scalk tof

5where 1 is Very High 2 is High, 3is Average 4is Low and 5is Very Low. To what extent do

you think each of the listed factors has contridutethe performance?

Factors 1 2 3 4 5

Internal assessment of criticality of businessvaas

Supplier selection

Supplier management

Supplier relationship

Quality of service

Time service is delivered

Transitioning to outsourced operations

11. To what extent do you agree with each of thleviong as risk of outsourcing?

Risk Strongly Agree neutral DisagreeStrongly

agree disagree

Loss of control in decision making

Loss of command of outsourced
service

Limited time

Limited flexibility

Low quality work

Loss of confidentiality

Over reliance of external parties

Thank you very much for your time
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APPENDIX 2

1 National Treasury

1 Kenya Revenue authority 2 Retirement Benefits Authority
3 Kenya Re-Insurance Corp. 4 Capital Markets Authority
5 Consolidated bank of Kenya 6 Deposit Protection Fund Board

7 Kenya Post Office savings Bank

8 Kenya Accountants & Secretaries Examination BGEASNEB)

9 Kenya National Assurance (2001) Limited 0 QGentral Bank of Kenya

11 Capital Markets Tribunal 12 State Corporations Appeals tribunal

13 Kenya Institute for Public Policy Research amdlsis 1

2. Ministry of water and natural resources

1 National Water Conservation & Pipeline Corponatio2 National Irrigation Board
3 Kenya Water Institute 4 Water Services Regulator Board
5 Lake Victoria South Water Services Board 63Iddater Services Board

7 Northern Water Services Board 8 Water Services Trust Fund
9 Rift Valley Water Services Board 10 Lake Victoria North Water Services Board
11 Athi Water Services Board 12 The Tana Water Services Board

13 Water Resources Management Authority

3.Ministry of Transport and Infrastructure

1 Kenya Airports Authority 2 Kenya Railways Corporation
3 Kenya Ports Authority 4 Kenya Ferry Services Lirdite
5Transport Licensing Board 6 Kenya civil Aviation Authority
7 Transport licensing Appeal Tribunal 8 Kenya Roads Board

9 Kenya National Shipping Line 10 Ministry effdrmation, Communications& Technology (ICT)
11 Communication Commission of Kenya 12 PdStaporation of Kenya

13 Telkom Kenya Ltd. 14 Kenya Broadcasting Corporation

15 Kenya Film Commission Tiee Kenya Information & Communication Technology
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4.Ministry of Agriculture, Livestock & Fisheries

1Tea Board of Kenya 2 Pyrethrum Board of Kenya

3 Horticultural Crops development authority  dffée Board of Kenya

5 Agricultural Finance Corporation. 6 National Cereals & Produce Board

7 Kenya Plant Health Inspectorate Board  KeBya Sugar board

9 Nzoia Sugar Company 10 Chemilil Sugar Company
11 Kenya Sugar research foundation Pdsgts control Products Board
13 Central Agricultural Board 14 Nyayo Tea Zones Development Corporation

15 Agricultural development Corporation l6énka Seed Company
17 Kenya Agricultural research Institute (@&ffee Research Foundation
19 Tea research foundation 20 Sugar Arbitration board

21 Agricultural Information resource Centre 22nka Sisal Board

23 Bukura Agricultural College 24 Kenya dairy Board
25 Kenya Meat commission 26 Kenya Marine & Fisheries Research Institute
27 Co-operative College of Kenya 28 New Kenya Co-operative Creameries Ltd

5.Ministry of Education

1 National council for Science & Technology (NCST)2 Public Universities Inspection Board

3 University of Nairobi 4 Moi University
5 Egerton University 6 Jomo Kenyatta University of Agriculture & drenology
7 Kenyatta University 8 Maseno University

9 Kenya National examination Council 10 Kehyt@rature Bureau

11 Jomo Kenyatta Foundation KéRya Institute of Education
13 Kenya Education staff Institute ldn@nission for Higher Education
15 Higher Education Loans Board 16 TedsiService Commission

17 Western University College of science and Telgyw18 Kenya National library services

6.Ministry of Energy & Petroleum

1 Kenya Power and Lighting Company 2 Kenygteicity Generating Company (KenGen)
3 Kenya Pipeline Company National Oil Corporation of Kenya

5 Kenya Petroleum Refinery Eléctricity Regulatory Board
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7 The Energy Tribunal 8 Rural Electrification Authority

9 Energy Regulatory Commission

7.Ministry of Commerce&Tourism

1 Kenya Tourist Development Corp. 2 KenyarisilBoard

3Catering Training & Tourism Development levy Tees

4 Kenya Utalii College 5 KenWildlife Services

6 Kenyatta International Conference Centre Corjpamat

7 Hotels& Restaurants Authority 8 Kenyadstment Authority

9 Export Processing Zones Authority 10 MinistryEsfvironment

11 Kenya Forest Service Ehya Forestry Research Institute

13 National environmental Management authority

8.Ministry of Industrialization and Enterprise Development
1 Kenya National Trading Corporation 2 KaWine Agencies Limited
3 Industrial & Commercial Dev. Corporation (ICD@)Industry Property Tribunal

5 Numerical Machining Complex A#ti-Counterfeiting Agency

7 Kenya Industrial Property Institute 8 Kenya Agricultural & Development Institute
9 East Africa Portland cement 10 Kenya Industrial estates

11 Kenya Bureau of Standards 12 Industrial development bank Capital Limited

9.Ministry of Health

1 Kenyatta National Hospital 2 Kenya Medical Training College
3 National Hospital Insurance fund Mdi Teaching & Referral Hospital, Eldoret
5 Kenya Medical Research institute tryeMedical Supplies Agency

7 Radiation protection board

10.Ministry of Land, Housing and Urban Development

1 National Housing Corporation 2 Ewaso Ngiro North Development Authority
3 Ewaso Ngiro South Development Authority 4 éd&asin Development Authority

5 Coastal Development Authority 6 Kerio Valley Development Authority

7 Tana & Athi River Development Authority
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11.Under the office of the president

1 National Sports Stadia Management Authority 2 Kenya Cultural Centre

3 Kenya National Library services 4 National Disability Council

5 Gender commission 6 Public Archives Advisory Counci
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