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ABSTRACT

The study sought to establish the effect of busing®cess outsourcing on the
performance of telecommunication firms in Kenyaebjective of the study was to
determine effect of business process outsourcing tbe performance of
telecommunication firms in Kenya with a focus det®mmunicationn this study as
the telephonic communication of audio, video, aitdi information over a distance
by means of radio waves, optical signals, etc, long a transmission line. The
research adopted a descriptive survey. The resemngeted the three mobile
telecommunication firms in Kenya ie safaricom, girand Orange. Primary and
secondary data was used. Secondary data was edlifoim financial statements of
the telecommunication firms while Primary data wallected using a semi structured
guestionnaire. The questionnaire was administeneaigh the drop and pick later
procedure and the respondents were senior managefsmanagers in various
departments that are involved in outsourcing. Tésponse rate was 70%.Data was
analysed using both descriptive and inferentiatistta consisting offrequency
distribution tables and percentages, measuresmifatdendency such as mean and
measures of dispersion such as standard deviatdmegression analysis. The study
established that most respondents were men. Mdsieafespondents were managers
between reproductive ages of 31-45 years and hstdspoondary education.

The study established that several business Pexegsre outsourced in the three
mobile telecommunication firms and that all the rfdawsiness process outsourcing
strategies are practiced in the three firms. It alas established that BPO has several
challenges with the greatest challenge being Ldssoatrol above the corporate
business processes and Vendor reputational riske Study recommends that
telecommunication companies look into their outsedrservices and re-evaluate the
value add to productivity with a view of promotimtg contribution to productivity.
This is based on the fact that whereas outsourcady effect on productivity, the
effect was not significant. The study was limitedthree mobile telecommunication
firms hence the study may not be representatitbeobther telecommunication firms.
The study recommends that in future a similar stumy conducted in other
organisations and economic sectors where outsaufes been carried out so as to
find out if the same results would be obtained.
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CHAPTER ONE: INTRODUCTION

1.1 Background of Study

In today’s global economy, organizations are faa#ti a variety of changes in the

business environment, (Edwards, et al 2000; Trawy Ban, 2001; Lockamy and

McCormack 2004).The dynamics of the present daypatitive environment also

place increasing pressure on organizations to eainthemselves almost continuously
(McAdam and Mccormack 2001), adopt the supply chmamagement philosophy

(Tracy and Tan 2001), develop long-term strategactierships with innovative

suppliers and collaborate with them in non-corecpss outsourcing in order to
maintain or improve overall organizational perfono@a and generate sustainable

competitive advantage.

Outsourcing is a tool for cutting costs and impngyiorganizational focus.
Increasingly it is a means of acquiring new cap@dsl and bringing about
fundamental strategic and structural change (Lin2@04).According to Casale
(2000), outsourcing has become a standard praaticss all industries. Further it has
evolved from being a controversial practice to andadory business strategy for
companies to compete successfully in today’s fase@ e-commerce enabled market
environment, (Casale 2000). Casale asserts thabunging is no longer a tool for
only cost control but rather has become a stratégot for innovation, global
expansion and a source of competitive advantageorling to Linder and Sawyer
(2003), Business Process Outsourcing is quicklyrgimg as a key enabler of all high
performing organisations. More and more businessgovernmental leaders across
industries are turning to BPO to help them eletta¢g organizational performance.

Organisational performance is the ability of anamigation to fulfill its mission

through sound management, strong governance ansisteet rededication to

achieving results. Organizations today grapple wetfolutionary trends, accelerating
product and technological change, international petition, demographic changes
and a shift towards a service society. These trérad® increased dramatically the
degree of competition in virtually all industrigSompanies in such an environment
become competitive high performers or they vaniBesgler, 2000). Performance

measurement systems provide the foundation to dpvefrategic plans, assess an



organizations completion of objectives and remueeraanagers (Itthner & Larcker
1998).

The telecommunications industry covers a numberadas including cabling,
wireless, switching, transmission, RF and opticammunications, media and IP
networks Telecommunication in this study is the telepha@ommunication of audio,
video, or digital information over a distance byang of radio waves, optical signals,
etc, or along a transmission linerivate sector is the part of a country's economic
system that is run by individuals and companietherathan the government. The
segment of the economy undeontrol of the government is known as the public

sector.

1.1.1 Business Process Outsour cing

According to Rundguist (2006), outsourcing is defiras the procurement of products
and services from sources that are external tott@nization. Hence outsourcing is a
phenomenon in which a company delegates part ofidt®use operations to a third
party gaining full control over that operation oropess (Ono & Stango, 2005).
Outsourcing is linked to strategy as it providegra with increased flexibility in its
resource management and may also reduce responsetdi major environmental
changes. According to Robert Handfield (2006) outsing can be defined as the
“strategic use of outside resources to performvdis traditionally handled by
internal staff and resources”. Kotler (2003) defroutsourcing as a business strategy
where a company hires independent experts outeeledmpany to do some of its

non core company work.

Outsourcing is generally broken down into two disti areas; Business Process
Outsourcing (BPO) and Knowledge Process Outsour¢(Ki®O) (Moses Kerniba
2009). Business Process Outsourcing (BPO) is adbteran referring to outsourcing
in all fields of economic activity. It can be dedoh as an organization entering into a
contract with another organization to operate aathage one or more of its business
processes or sub-processes (Sharma, 2004).ExarplddPO services include
information technology systems management, multimedand animation,
bookkeeping and financial services, business ctingulcomputer assisted design,

call centers, data entry, desktop publishing, tgfigsy, handwriting services, human



resources services, internet marketing, legal sesyimedical billing, proofreading,
editing, software & technology, transcription, wdbsign and web development,
writing and translation. Knowledge Process Outsogrcon the other hand is
outsourcing in which knowledge-related and infononatrelated work is carried out
by workers in a different company or by a subsidiaf the same organization.
Examples of KPO services include knowledge proogsservices, intellectual
property research, animation and simulation sesyickata research and analytics,
litigation services, medical content and servicgsharmaceuticals services,

writing/content development services and databaseldpment services.

A BPO service provider differentiates itself fromtygical third party Application
Service Provider (ASP) by either putting in newhtemlogy or applying existing
technology in a new way to improve a business pE®ceBusiness Process
Outsourcing (BPO) has become an important ingrédieh organizational
restructuring and business enhancement initiati&msxena & Bharadwaj, 2009;
Handley & Benton Jr., 2009; Gewald H, 2010). Conipsrare searching beyond
regular boundaries of the firm to obtain performaimprovements. Through BPO a
company is able to focus on its core competenciéisout being burdened by the
demands of bureaucratic restraints (Kakabadse ZBP@) has become a corporate
strategy for firms that hand over all or part obasiness process to an external
provider for reasons of cost effectiveness andesmed efficiency. .Strategic
outsourcing is the organizational arrangement #maerges when firms rely on
intermediate markets to provide specialized cajpasil that supplement existing
capabilities deployed along a firms value chain &dmb and Hitt 2007.

According to Power, Desouza and Bonifazi (2006)&sons for outsourcing are,
Cost savings; Focus on core business; Access @ones and knowledge; Growth in
global knowledge; Increased sophistication of Infation Technology and Global
diffusion of knowledge. Not to forget cost reduation telecommunications, higher
level of computerization and informatisation, higHevel of education, mobile
technology, e-mail, video conferencing, web comnieneg, instant messaging and
other collaborative tools. Similarly Brown and WWits European Scientific Journal
February 2015 edition vol.11, No.4 ISSN: 1857 —I7/8Brint) e - ISSN 1857- 7431

(2005) list ten arguments for outsourcing: Accdkeree-engineering benefits; Gain



access to world-class capabilities; Earn cash b&pase resources for other
purposes; Reevaluate problematic functions; improw@pany focus; make capital
funds available; Lower operating costs; Minimizekriand Gain access to resources
not available internally. Dyer, Kale and Singh (2Dp@efine four advantages of
strategic partnerships: improving knowledge managgm increasing external
visibility; providing internal coordination; and dgitating intervention and

accountability.

Sink and Langley (1997) reports that among conteargdusiness trends today was
a movement by many firms to revise their prioritaasl focus their resources on a
limited number of selected activities and processSd®e result was a growing
inclination by firms to outsource selected procsss®luding logistics activities.
They group the firm performance metrics into sixtegaries: cost efficiency,
productivity, profitability, growth, cash manageremd market ratios. The purpose
of these metrics is to provide a comprehensive \aéthe financial characteristics of
the firm at the time of outsourcing.

A study by (Jiang, Frazier & Prater 2006) obsemhas outsourcing arrangements that
transfer outsourcing firms' assets to a vendorammvert fixed costs and operating
expenses to variable usage charges. On the apmhicgitle, outsourcing can reduce
the commitment to fixed-cost, full-time human reseuexpenses and other overhead

costs through contracts that provide developmeitis €l an as-needed basis.

Jiang et al. (2006) found insufficient evidencectinclude that outsourcing firms
obtain significant productivity growth over the feguarter period. Several studies
seek to explain the relationship between produgtigrowth and outsourcing.
Abraham and Taylor (1996) find that firms “contractt” services with the objectives
of smoothing production cycles and benefiting frepecialisation. Ten Raa and
Wolff (2001) found a positive association betwedr trate of outsourcing and

productivity growth.

Traditionally, when business is booming, the tertipiais to hire more staff, expand
facilities, and bring more of the business “in-h@lswhere firms hope to better

control costs. However, today's knowledge-basedsandce-based economies offer



innumerable opportunities for well-run companies itwrease profits through

outsourcing (Quinn, 1999). When used properly, mutsing can boost profitability.

1.1.2 Organizational Performance

Organizational performance is defined as the arsabfsa company’s performance as
compared to goals and objectives (Jamroy 2002joeance is the outcome of all of
the organizations operations and strategies (Whe&ldunger, 2002).0Organizational

performance is an indicator which measures how waellenterprise achieves their
objectives (Venkatraman and Ramanujam, 1986). Qegnonal performance can be

assessed by an organization's efficiency and efeewss of goal achievement.

Within corporate organisations there are three @rynoutcomes analysed, financial
performance, market performance and shareholdéug yerformance (Adler,2005).

The concept of organizational performance is bagexh the idea that an organization
is the voluntary association of productive assatkiding human, physical and capital
resources for the purpose of achieving a shareploga(Carton,2004) Organizational
performance comprises the actual output or regiltsn organization as measured

against its intended output.

Organization Performance can be classified intcai@al Performance and Non
Financial Performance Mahoney & Roberts, (2007 cokding to Richard, Divinney,

Yip & Johnson (2009 organizational performance emgasses three specific areas of
firm outcomes, financial performance such as Bpfieturn on assets, return on
investments, profit rate, return on equity and e@® per share, product market
performance such as sales, market share, new prodwaduction, product quality,

marketing effectiveness and shareholders returnsameathrough total shareholder

return and economic value added.

Company’s performance is evaluated in three dinossi First is company’s
productivity or processing inputs into outputs @éntly. The second is Profitability
dimension or level of which company’s earnings laigger than its costs. The third
dimension is market premium or level by which compa market value is exceeding
its book value (Walker, 2001).



1.1.3 Telecommunication Firmsin Kenya

The telecommunication sector in Kenya is well degetl and key telecommunication
players as listed in Appendix | include; Telkom Kan(Orange, France Telecom),
Safaricom (Vodafone), Bharti Airtel (formerly Zain, Celtel), Essar
Telecommunication Kenya (Yu, formerly Econet). The&o major players are
Safaricom, the clear market leader in the mobifgises segment and Telkom Kenya,
the country’s incumbent fixed-line provider and tmajor player in the fixed line
telecommunication segment. Telkom Kenya is revampits infrastructure and
services under the Orange brand with fresh cafodal its new majority shareholder,

France Telecommunication and has also re-enteeeohtibile market, CAK (2009).

Safaricom was Kenya'’s first GSM operator and begéaring services in 1997.
Kencell, the predecessor of Celtel, was the ficgtnsed mobile operator and became
the second GSM operator in January 2000. The Conwmation sub-sector has
remained vibrant buoyed by considerable growth iobie telephony. Mobile
telephony continued to grow albeit marginally wstiibscriber base expanding slightly
from 29.7 million in June 2012 to 30.5 million innk 2014 (See Appendix 1). This
growth was attributed to the increased mobile talluelephony penetration,
increased mobile money transfer agents and inaleaslele added services such as
m-banking, m-insurance among others. The Interabtsegment continued to grow
with 12.43 million internet subscriptions recordedd 19.65 million estimated
internet users, representing Internet penetratigl8@ per cent compared to 35.5 per
cent in the previous year. The increase was mainlyen by growth in mobile
data/internet subscriptions,(CAK Annual Report, 201

Omae, Ndungu and Kibet (2013) postulate that thezeseveral challenges facing the
telecommunication sector in the world all over. 3éechallenges range from
environmental issues, competitive issues, secutily regulatory challenges.

Environmental challenges are issues facing thenkbasiorganization from within and
without that threaten the ability of the organiaatito compete successfully in the
market. Therefore, in today's highly turbulent Ibesss environment, it is important
for the organization to engage in continuous scapmf environment in order to

promptly identify the issues facing the organizatemd undertake timely responses.

Competitive challenges can be classified underntiero-environmental (industry)



external factors. The forces which drive competiticontending that the competitive
environment is created by the interaction of fiviéedent forces acting on a business.
The original competitive forces model identifiegtdiforces which would impact on
an organization’s behaviour in a competitive marfddichael Porter, 2004).These
include: The rivalry between existing firms in thearket, the power exerted by the
customers in the market, the impact of the supplerthe sellers, the potential threat
of new firms entering the market and the threatsabstitute products becoming
available in the market. Security challenges rafigen physical security, network

security, information security among others.

1.2 Resear ch Problem

In spite of the benefits and increased performdmoaght about by the outsourcing of
services, majority of businesses continue to usectinventional ways of providing
services, when outsourcing of such services cleadicates that the operational cost
reduction and efficiency in delivery will be achesli Out sourcing has emerged as a
major strategy for organizations to remain competitin the ever challenging
economic global environment and many organizatioage adopted it with much
success. Many studies have been carried out onugdspects of outsourcing. For
example, Yan Kelovil (2003) indicated that (twortls) of companies worldwide
already outsource at least one business process ttord party. He notes that
outsourcing is now a fact of life in most indusériaround the world. However,
outsourcing is also fraught with various problerhsat properly thought of and
managed. According to Lysons and Farriangton (2afsourcing among other
problems reduces a company’s control over how icesi@rvices are delivered which

in turn raises the company’s liability.

Gakii (2010) carried out a study on challengesngblementing outsourcing in East
Africa breweries. She found out that the organcratieeded to develop clear criteria
on the choice of service providers. Boya (2010)riedr out research on the
implementation of the outsourcing strategy in cememanufacturing industry in

Kenya. He established that the strategy had adsistewering the operation costs of
the companies. Bosire (2010) carried out a surveyngpact of outsourcing on lead

time and customer service. This survey involvedesmarkets in Kenya .The study



found a positive correlation between outsourcing Ead time but cited mistakes in

implementing the strategy.

Kirui (2001) in his study of competitive advantattpeough outsourcing of non-core
logistics activities within the supply chain of 8sh American Tobacco (BAT) Kenya
concluded that outsourcing of non-core logisticsvds is triggered by the need to
eliminate duplication of roles, efforts, and thesfiyction existing within the
organization, Kinyua (2000) concluded that companmeed to conduct careful
analysis before engaging in outsourcing to minimigsks. In addition, Bosire,
Nyaoga and Ombati, (2013) who did a research omaangf outsourcing to lead time
and customer service in the supermarket industncladed that the supermarket
outsource most of their activities. They also fouinat there is a positive correlation
between outsourcing and lead time but establishettheir study that supermarkets
commit mistakes while outsourcing. Chanzu (2002jrenother hand, concluded that
outsourcing is most prevalent in departments likenan resource, finance and
information technology.

There has been no major study on effects of busipescess outsourcing on cost
efficiency, productivity and profitability of thekecommunication sector in Kenya.
There is therefore a need to carry out an empHestaly of the effects of
outsourcing these activities on the firm’s perfonc& This would enhance wide

implementation of the outsourcing strategy.

The general research questions for this study \&feat are the business process
outsourcing strategies used by private telecomnatioic firms in Kenya, what are

the challenges facing the implementation of busime®cess outsourcing in private
telecommunication firms in Kenya, what is the efffetbusiness process outsourcing

on the performance of private telecommunicatiomsiin Kenya

1.3 Resear ch Objectives
The main objective of this study is to identify tleffect of business process
outsourcing on the performance of mobile telecomation firms in Kenya, while

the specific objectives are:



i) To determine the business processes outsourcedutsalircing strategies
used by telecommunication firms in Kenya

i) To determine the challenges facing the implemematf business process
outsourcing in the telecommunication firms in Kenya

iii) To establish the relationship between businessegsoutsourcing and

performance of telecommunication firms in Kenya

1.4 Value of the study

This study explores and validates the existingditge to find out the effects of
business process outsourcing on the performanpeivate telecommunication firms
in Kenya. The findings of this study will be useftd telecommunication
organizations. This will provide useful informatitmat will help the management in
addressing the challenges facing the industry nfopeance and device strategies to

ensure the organizations remain competitive

It will also be of great significance to the otleeganizations as a whole as its findings
would appraise challenge faced and link the sameotporate performance. The
study will offer an opportunity for review of stegfies adopted with aim of improving
organizational performance as it will unearth houwtsourcing has been effective

leading to effective performance.

To the academicians the study will contribute te éxisting literature in the field of

outsourcing practices Vis a Vis performance of &irft should also act as a stimulus
for further research to refine and extend the presady especially in Kenya. To

policy makers the study will enable them obtain Wwleslge of telecommunication

industry dynamics and the appropriate strategiesbéo applied to enhance

performance and therefore obtain guidance from ghigly in designing appropriate
policies that will regulate the industry.



CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction
This chapter presents the literature relevant ¢osthibject under study. It summarizes
the information from other researchers™ who haweiedh out their research in the
same field of study. The specific areas covereeé hee the theoretical and empirical
review of the existing literature and the conceptinamework. It identifies the

relationship business process outsourcing and agi#onal performance.

2.2 Theories of Business Process Outsourcing

Business Process Outsourcing may be a source a@need firm competitiveness
since competitive advantage is embedded in a setelationships across the
boundaries of firms rather than residing insideirafividual firm (Bharadwaj and
Saxena, 2009). This argument not-withstanding, maicey and divergent views
loom over BPO’s impact on firm performance. Vari@ughors identified significant
number of theories that could explain the outsagrg@henomenon (Gotttschalk and
Solli-Saether, 2005; Mclvor, 2005). These theorieslude; Agency theory which
suggests that the firm can be viewed as a nexasrtfacts (loosely defined) between
resource holders. An agency relationship arisesneder one or more individuals,
called principals, hire one or more other individyaalled agents, to perform some
service and then delegate decision-making authddtythe agents. The primary
agency relationships in business are those betwtmkholders and managers and

between debt holders and stockholders.

These relationships are not necessarily harmoniblus;theory attempts to deal with
two specific problems: first, that the goals of grecipal and agent are not in conflict
(agency problem), and second, that the principal agent reconcile different
tolerances for risk. This has implications for, amgoother things, corporate
governance and business ethics. When agency oitcalso tends to give rise to
agency costs, which are expenses incurred in dadsustain an effective agency
relationship (for example offering management pemnénce bonuses to encourage
managers to act in the shareholders' interest®.agency theory is likely to predict
the outcomes of outsourcing. The second theoryasore Competency theory: The
application of concept of core competences in autsng became very popular

among scholars. The concept has been predomingsetyto develop and test various
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outsourcing decision frameworks arguing that thee cactivities shall remain in
house. Learning and communication premises of timeapt made it also applicable
in the Managing relationship and reconsideratioasgs. Vendor's competences are
assumed to be one of the most important factors itifluence success of an
outsourcing arrangement (Levina and Ross, 2003ndyeest al., 2005). Core
competencies are particular strengths relativeth@roorganizations in the industry
which provide the fundamental basis for the pransof added value. The third
theory is theTransaction Cost Theory: Transaction cost econoiffii€E) has been
the most utilised theory of outsourcing. TCE isce@red to provide the best decision
making tools to help organizations to decide tsouice and to prepare themselves
for forthcoming outsourcing arrangements. This siefpmaking effective decisions

in regard to outsourcing.

Lastly Resource-Based Theory: The resource-based viewtsoarcing builds from a
proposition that an organization that lacks valealére, inimitable and organized
resources and capabilities, shall seek for an eakgrovider in order to overcome
that weakness. Therefore the most prominent ugheotheory is in the preparation
phase of the outsourcing process for defining #asibon making framework and in
the vendor selection phase for selecting an apgtepvendor. This theory rests on
two keys points. First, that resources are the roat@nts of organization
performance and second, that resources must hevedoable, difficult to imitate and
non-substitutable by other rare resources. Whenldtter occurs, a competitive

advantage has been created (Priem and Butler, 2001)

2.3 Empirical Review

There is a large body of empirical literature thdtresses the interrelations between
outsourcing and firm characteristics or firm penfance before the outsourcing takes
place to evaluate the rationale for outsourcingsieas. Support for BPO'’s positive
impact on firm performance is anchored on the aeqrthat, one of the main reasons
for outsourcing is to enable firms heighten théiategic focus hence concentrate full
energies and resources on value chain activitesate at the core of their strategies
and for which they can create unique values (Thamp&2007). Also in support of
BPO’s positive impact, Gilley and Rasheed (200@ues that, by allowing outside
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specialist organizations to concentrate on certasks, firms may increase their

performance by focusing narrowly on things theybdet.

Fritsch and Waillenweber (2007), analyzing determisaof business process
outsourcing in the German banking market, drawffargint conclusion based on their
findings. They were able to show that while BPGstil an element of cost cutting
strategies it is also pursued by well-performingnksa with a high revenue
diversification. Thus they conclude that BPO isduas a strategic element in market

differentiation strategies to gain further compegitadvantage.

Gorzig and Stephan (2002) analyzed the impact ¢dooucing on the firm level
performance of German manufacturing firms in thegaebetween 1992 and 2000
using a large dataset of 43,000 firm-year obsewuati They used three proxies to
capture the degree of outsourcing of the firms: emalt inputs over labour cost,
representing the “make or buy’-type of outsourciegternal contract work over
labour costs as proxy for the outsourcing of preidac functions, and external
services over labour costs. They showed that adlethypes of outsourcing lead to
better performance in terms of return per emplo@ethe other hand, only increased
material input has a positive influence on ovdiiath performance measured as return

over sales while services outsourcing has a negaffect.

In his contribution, Thompson Jr. (2007) conceraeer BPO benefits points out that,
the manner in which BPO decisions are generatag;tated and implemented play a
major role in determining its impact on firm perfaance and that not all outsourcing
initiatives are strategically calculated hence wewiklence on BPQO'’s positive impact

on firm performance.

Several studies evidenced a positive link betweaemd performance and outsourcing
(Pounder et al., 2011; Bolat & Yilmaz, 2009; Chaakt 2008; Sallimat et al., 2008;
Wang et al., 2008; Jiang et al., 2006; Gilley et 2004). Jumah & Wood (2000)
studied outsourcing linkage to performance of thma fn accounting perspective and
found significant positive linkage between themeylargued that outsourcing cannot
only provide a benefit in short term, but it canldmmeficial in long term also. Gilley

et al. (2004) studied the human-resource aspeatitsburcing and found significant
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implication of HR activities such as payroll anéimning. Results of their studies
indicated that HR outsourcing shows the positivpanot of performance of firm and

all HR outsourcing activities lead to organizatibeifectiveness in general.

Cho et al. (2008) studied logistical outsourcingl dound this capability to be

positively related to the performance of the finmtlhe e-commerce market. This was
because of logistic outsourcing may not be of sogiortance in e-commerce market,
but it might be significant in other markets anunfs. They supported their results by
argument that firms in e-commerce industry spreafwmount of resources on their
websites, but they are unable to reach their custonm time, so as a result of this
study it was suggested that they could increase lingistic capabilities in spite of

outsourcing them as shown in table 2.1.

Summary of empirical studies:

Table 2.1: Research Examining Effects of Outsourcing on Organizational

Performance

Study Examining effects of outsourcing on Organizational
Performance

Fritsch and -Analyzed determinants of business process outswuin

Wullenweber (2007),| the German banking market.
- Concluded that BPO is used as a strategic elenment
market differentiation strategies to gain furthempetitive

advantage.

Gorzig and Stephan- Analyzed the impact of outsourcing on the firnvde
(2002) performance of German manufacturing firms.

- Concluded that outsourcing lead to better peréoroe in
terms of return per employee.

Thompson Jr. (2007)] - Concerned over BPO benefits.

- The manner in which BPO decisions are generated,
structured and implemented play a major role irheining

its impact on firm performance.

Jumah & Wood - Studied outsourcing linkage to performance offtira in

(2000) accounting perspective.
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- They argued that outsourcing cannot only proadenefit

in short term, but it can be beneficial in longealso.

Gilley et al. (2004)

- Studied the human-resouseeat of outsourcing.
- Results of their studies indicated that HR outsiog
shows the positive impact of performance of firnd all HR
outsourcing activities lead to organizational effifeaness in
general.

Cho et al. (2008)

- Studied logistical outsourcargl found this capability t

[®)

be positively related to the performance of thefin the e-

commerce market.

Kirui (2001)

- Focused on how competitive advantagerough
outsourcing of non-core logistics activities withire supply,

chain could be beneficial.

Njeri (2011)

- Conducted a study on factors thdluence business
process outsourcing services.

- Argued that the factors that influence businesscgss
outsourcing services are mainly technology and

infrastructure.

Kinyua (2001)

- Conducted a study on outsourcingseliected financial
activities by large firms.

- He argues that for a company to be successfsihauld
have a portfolio of competencies rather than a goon
profits.

Gilley and Rashee
(2000)

d- Examined the extent to which outsourcing of both
peripheral and near-core tasks influences firmsirfcial and
nonfinancial performance on a sample of 94 manufag
firms in the U.S.

- They did not find any significant direct effectf jo
outsourcing on firm performance. However, an intire
effect on performance was found when using strateggt
leadership vs. differentiation) and environmentahamism

as a moderator.

Source: Project Literature Review
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2.4 Challenges of Implementing Outsourcing Strategies

Although there are a good number of reasons tooaute, a number of potential
obstacles are also realized. According to Beaunaowdt Sohal (2004), outsourcing
does not reduce costs as expected in some caskse Fa realize hidden costs of
contract, results in increase operating cost. Tieegnd post —outsourcing costs are
usually experienced in the areas of administrataperation and office expenses.
After over a decade of economic boom times, thentglobal economic turndown
has significantly accelerated and intensified madampetition pressures, causing
many corporations to seek innovative ways to de#h wthe changed economic
landscape. In the process, an increasing numbergg#nizations worldwide have
turned to BPO, which has significantly lower oveatiecosts without sacrificing
quality and productivity levels. Today, BPO is colesed not only as a simple cost-
cutting mechanism but also a strategic initiatiwdnich is expected to shape and
prepare the organization for future business dyosmDifficulty in obtaining

organizational support and indecisiveness on waatlvities to outsource.

2.5 Summary of Literature and Research Gap

From the review of literature above, outsourcirtigréiture rested essentially on the
need to initiate new processes, outsource neceaspect of business processes and
franchise when necessary to sustain growth and make profit for the organization

in focus and satisfying the consumers through guphoduct offerings. It also aimed
at promoting organizational effectiveness and ifficy. The conclusion generally is
that outsourcing usually impacts positively on gezformance of the organizations.
The reviewed literature shows that this conclus®rvalid in several sectors and
countries. The application of outsourcing in a camp business process in
developing countries to increase profitability Ima$ received similar attention as it is

in developed countries.

This study intends to bring together two streams redearch: organisational
performance and business process outsourcing. Mgrertantly, is to identify the
importance and extent of moderating variables dfsamwcing as its affects the
organizational performance in relation to cost o#duw, productivity and
profitability.

15



2.6. Conceptual Framework

A conceptual framework is used in research to weffiossible courses of action or to
present a preferred approach to an idea or thoiMbgenda and Mugenda, 2003).
The conceptual framework outlined below shows treationship between
outsourcing strategies and organizational. A génevaceptualization diagram as
shown illustrates that organizational performaneeai dependent variable and
outsourcing strategies are the independent vagablele the government policy has
a moderating effect on the outsourcing strategielsaganizational performance.

2.6.1 Selective Outsour cing

Selective Outsourcingalso referred to as Selective BPO, is a sourcingtegly in
which a training supplier is chosen to manage acseairoup of training processes
related to administration, content, delivery orhiealogy services. In Selective
Outsourcing, the managed training processes camvithin one or more functional
areas of training (Parsa, 2009). Selective outsogrioivolves outsourcing only part
of an activity and performing the rest of the aityivn-house. Selective outsourcing is
generally more successful than total outsourcimgesicompanies that outsource an
entire activity tend to be constrained in theirligbto control the supplier, secondly
when companies perform a part of the activity imde they have access to the
operational knowledge and information requiredésign effective reporting systems.
Hence, it is far more difficult for the supplier b&have opportunistically (Lankford
& Parsa, 2009).

This widely recommended selective approach capéslon the strengths of both the
client and the vendors (Chakrabarty, 2006b).Accaydio IBM Research (2010),
there is a strong correlation between the selectiiteourcing strategy and the firm’s

financial performance.

2.6.2 Contracting
The success rate of these outsourcing strategiesres careful consideration of the
elements of a good outsourcing contract which adp avoid many of the significant

risk factors (Harward, 2013). In BPO the approackvin-win, meaning that the aim
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is that both parties would be having benefit. Atee BPO relationship is usually
viewed as long term (Click & Duening 2004, 112-113)

2.6.3 Licensing Agreement

Licensing agreements can be an intangible but t&uasset in industries. These
agreements are a large part of intellectual prgpkv, particularly in terms of
enforcement of copyrights, trademarks and pateBiggéo & Aubuchon 2012).
Licensing outsourcing are general purchase orthatshave defined terms and a unit

price.

2.6.4 Multiple Supplier Sourcing/ Comprehensive Business Process
Outsourcing

Comprehensive Business process outsourcing (BP@)jl®musing third parties to
deliver back-office support services such as fieanpayroll (Worley, 2011).
Comprehensive BPO involves developing a strategng lterm relationship with a
supplier or vendor for which both parties are wogkto commit dedicated resources

in form of people and finance.

Fig 2.6: Conceptual Model depicting the effects of BPO on Organisational

Performance
Independent Variables Dependent Variable
Outsourcing Strategies

Selective Outsourcing \

Contracting Organisational Performance

> Indicators
- 5 -Profitab?li?y
Licencing Agreement -Cost efficiency
-Process efficiency
Multiple Suppliers

Sourcing/Comprehensive /

Outsourcing

Sour ce: Adopted from Nyangau, Mburu & Ogolla (2014)
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
This section focuses on methodology that will bedu® design and analyze the data
derived from the study. It includes research desiga target population, sampling

and sample size, and data collection procedurelatadanalysis techniques.

3.2 Resear ch Design

The research adopted a descriptive cross secsonaty design as well as correlation
research because data was gathered from a largbenwh respondents. It is also
cheaper and faster (Dallal 1998). Mugenda and Mdg€R003) described descriptive
survey as collecting data in order to test hypaothesto answer questions concerning
the current status of the subject of study. A dpsee study involves collection of
data from all members of the population or a regmestive sample (Cooper &
Schindler, 2006). It was also a correlation rededrecause it was concerned with
assessing the relationship among the differentoontsng strategies used by the
telecommunication companies and the impact theye hav their performance and

survival.

3.3 Population of Study

The population of the study consisted of all th& S2nior managers and managers
concerned with making outsourcing decisions inttiree mobile telecommunication
firms in Kenya as listed in Appendix 1.A list obtad from the human resource
department of the three firms indicated that thare 440,40 and 45 managers

respectively from safaricom, Airtel and orange magka total of 525.

3.4 Sample Design

Random sampling technique was applied to selectafaired sample size for the
study.The following formula was used to determine thasiz.

n=N/(1+Ne squared)

Where n=desired sample size for the study
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N=total number of employees in the study area
e=desired margin error
Source (Israel, 1992)
A margin error of 0.075 was selected since itsstcally difficult to deal with a
larger sample size (Mugenda et al, 2003)
Thus n=525/(1+525*0.075 squared)
n=525/1+2.95
n=525/3.95
n=133
Table 3.1 shows the study population and the sasipée

Table 3.1 Population and Sample

Managers and | Sample

Company | Senior Managers Distribution

Safaricom | 440 440/525*133=112
Airtel 40 40/525*133=10
Orange 45 45/525*133=11
Total 525 133

Source: Human Resource Department (safaricom,|lA@r@nge 2015)

3.5 Data Collection

Data for the study will be collected through primaources. Primary data was
collected using semi structured questionnairesribiged amongst the Senior
managers and managers concerned with making ouaisguidecisions. These
managers include: senior manager facilities, managernal services operations,
Manager fleet, Principal officer Health and SafeBgnior manager learning and
Development, Senior Manager Network Operations Sunglport, Manager Customer
Experience and Quality, Senior manager Businessitlg and workforce, Manager
Business System Planning, Manager Security Opesti®enior manager marketing,
Manager commercial Operations, Manager Enterprigeeience among others. The
guestionnaires were administered through drop ackl Ipter method. Prior formal

requests through courtesy calls and telephone wadle conducted to increase the
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acceptance to undertake the questionnaires. Quopaires that were not be
responded to were collected back to in order tesssshe response rate. The
Questionnaire was divided into four sections: sectA to section D. Section A
contained Biographic information, Section B congginquestions concerning the
different outsourcing strategies used by the peiveglecommunication firms in
Kenya, Section C had question on the challengemdathe implementation of
business process outsourcing in the mobile teleaamzation firms in Kenya, finally
section D sought to establish the relationship betwbusiness process outsourcing

strategies and performance of mobile telecommunitdirms in Kenya

3.6 Data Analysis

Before analysis data was checked for completenedscansistency. The data was
then sorted and coded to enable responses to bpagtanto various categories. Both
descriptive and inferential statistics were usedrtalyse the data. These consisted of
frequency distribution tables and percentages, uteasof central tendency such as
mean and measures of dispersion such as standaediale Inferential statistics in
particular regression analysis was used to stueydhationship between independent
variable and dependent variables.

The following regression model was used.

Y=ao+ ayX1+apXotaegX3 tauXs + €

Where:
Y= Organizational Performance
= Constant
X1 = Selective outsourcing
Xo = Contracting
X3= Licencing agreement
Xq= Multiple Suppliers Sourcing/Compeekive Outsourcing
€= Error term
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CHAPTER FOUR: DATA ANALYSISRESULTSAND DISCUSSION

4.1 Introduction

This chapter presents the analysis, presentatiah iaterpretation of the study
findings. The general objective of the study wasdaiermine effect of business
process outsourcing on the performance of telecamgation firms in Kenya. Data
was gathered using questionnaires and analyzed bsiih descriptive and inferential
statistics.

4.2 Response Rate

A total of 133 questionnaires were issued out. Stoely achieved a response rate of
70% with 93 successful respondents. According tgémda and Mugenda (2003),a
response rate of 50% is adequate for analysis epaiting. Babbie (2010) explains
that a 50% response rate is adequate, 60% goodcalaoek, while 70% rated as
excellent. The study therefore attained an excetiesponse rate as presented in table
4.1.

Table 4.1 Response Rate

Questionnaires Frequency Per centage%
Returned 93 70
Unreturned 40 30

Total 133 100.0

Sour ce: Resear cher, 2015

4.3 Demographic I nformation
This section analyses the findings related to deapgc profiles of employees such
as gender, age, education level, length of servieeel of management and

department employee is in.
4.3.1 Gender Distribution of the Respondents

The findings of the study revealed that out of #3sampled managers 58% were

male while 42% were female as shown in Table 4t @gender distribution across
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the telecommunication companies from which respotsdewere drawn was

satisfactory.

Table 4.2 Respondents Gender

Gender Frequency Per centage%
Male 54 58

Female 39 42

Total 93 100.0

Sour ce: Resear ch Data, 2015

4.3.2 Age of Respondents

Respondents were asked to indicate their age. vibidd further help to show the
diversity in the responses by age which is pertineestablishing any possible trend.
Figure 4.1 presents the findings

Figure 4.1 Age of Respondents
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30

20.43
20 ~ 16.13
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10.75

10 ~
2.15

0

Below 25 yrs  26-30 years 31-40 years  41-50 years Above 50
years

Age

Sour ce: Resear ch Data, 2015

From Figure 4.1, the majority representing 50.54%he respondents were between
41-50 years. Those between 31-40 years were 20wt8eas 16.13 % were between
26-30years. 10.75% were above 50 years and only2dre below 25 years. A
majority of the respondents 50.54 % fall within BQ-years of age followed by
20.43%. Between 31-40 years. The study thus reaoksmbndents across all age

brackets further assuring a diverse background cbase age hence a possible
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diversity in experiences/opinion. However this Imasimpact on significance of the

study.
4.3.3 Highest Level of Education
The study sought establish the respondent’s higaest of education. The results are

represented in table 4.3.

Table 4.3 Education L evel

Education Level Frequency Per centage
Diploma 8 8.6
Higher National Diploma | 5 5.4

Fist Degree 52 55.9
Masters Degree 25 26.8
PHD 3 3.2
TOTAL 93 100

Sour ce: Resear ch Data, 2015

Findings revealed that majority of the respongd &t 9% were degree holders,26.8%
had masters degrees,,8.6% had diplomas ,5.4%liggetr National Diplomas and
3.2 % hold PHD’s. This implied that 100% of the doyees in senior management
have post secondary education training as shownhable 4.3.Level of education and

training achieved gives job holder confidenceenf@ming tasks.
4.3.4 Response by Management L evel

The study further found it necessary to establise management level of the

respondents. The results were as per figure 4.2.

23



Figure 4.2 Respondents Management L evel
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Sour ce: Resear ch Data, 2015

The findings revealed that majority of the respandet6% belong to middle level

management, 37% belong to senior level managenmehtl@% represent the lower

management. All levels of management were repredentthe study.

4.3.5 Response by Department

The study further found it necessary to establile different departments’

respondents are in order to further ascertain dityein perspectives. Fig 4.3 presents

the findings.

Figure 4.3 Response By Departments
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Sour ce: Resear ch Data, 2015
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From the results shown in figure 4.3 12.90% ofrmpondent’s were working in the
Enterprise Business department 10.75% were workinghe human resource
department as well as customer care. 8.60% initfasilas well as marketing
department, Logistics, learning and development qurality had each 7.53% while,
security, health and safety had 6.45%. This implieg all departments that were
targeted by the study were involved and findings reot biased hence representative

of the various department views.

4.3.6 Response by Length of Service

To further show the diversity in the background engnces in the study area,
respondents were asked to indicate the length wicgewithin the organization.
Results are presented in Figure 4.4.

Figure 4.4 Length of Service

60

50 -

40 -

.

20 -

Percentage

10
o L[]

Below 3 4-7 years 8-10 years Abowe 10
years years

Years

Sour ce: Resear ch Data, 2015

The length of service among respondents is gegeattatributed. A majority51.61 %
indicated having worked for 8-10 years. This wassely followed by25.81 % of the
respondents having worked for more than 10 ye&€5% of the respondents have

worked 4-7 years and only 7.5% have stayed b8lgears.
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4.4 Business Processes Outsour ced and Outsourcing Strategies Used

By Telecommunication Firmsin Kenya

To achieve the first objective of the study whiclasmo determine the business
processes and outsourcing strategies used by tehegnication firms in Kenya, the
Respondents were requested to indicate the buspresesses outsourced and the
extent to which business processes outsourcingegies are implemented in the
Telecommunication firms in Kenya. The respondengsenasked to simply tick Yes
or No to indicate services outsourced and to phekrhost appropriate response in a
Linkert Scale type questionnaire to indicate th&sourcing strategy used. The scale
range was 1 and 5 Where (Very Small Extent=1, SExtknd =2, Average =3, Large
Extent=4 and Very Large Extent=5)

Below are the results of the findings.

4.4.1 Business processes outsour ced
Table 4.4 Outsourced Services

Service Frequency %
Engineering/Network Services 57 61
Fleet services 79 84.9
Cleaning Services 80 86
System Development 65 69.9
Data Entry 25 26.9
Training Services 33 35.5
Marketing Services 47 50.5
Payroll services 23 24.7
Cash collection 55 59.
Customer Service 70 75
Security Services 90 96.8
Facilities Maintenance 52 55.9
Quality Survey 33 35.5
Health Services 38 94.6
Catering Services 85 91
Human Resources eg recruitmensg 62.4
benefit management

Mailing Services 86 92
Logistics Services eg Deliveries | 79 84.9

The findings show that employees agree that seyviaee outsourced in the
organizations. Security services, mailing servieesl health services are highly
outsourced with a percentage of 96.8%,92% and @4réspectively. Atleast 61% of

the network services are outsourced.69.9% of systeaelopment is outsourced.

26



Marketing services are outsourced with a percentag®0.5%.Human resources

processes are also outsourced with a 62.4 per@ntag

4.4.2 Contracting as an outsour cing strategy
The respondents were requested to indicate thentetdewhich contracting being a
business process outsourcing strategy was impleadnt telecommunication firms

in Kenya. Below are the results of the findingsahle 4.5

Table 4.5 Contracting

N Mean [Std. Deviation
Competitive bidding process |93 4.5914 |.59527
Valid N (list wise) 93

Sour ce: Research Data

From the above results in table 4.5, the resposdedicated that competitive bidding
process was implemented to a very large extent dst fielecommunication firms in
Kenya. The mean score was 4.5914 which tends tenE(Mery Large Extent) while
the standard deviation was .59527. This is an attin that most Telecommunication
firms who outsourced business processes from wthiehrespondents were drawn
underwent through a competitive bidding processnelier they contracted for these
services. According to Schniederjans et al. (200&)tracting out typically involves a
competitive bidding process in which requests fooppsals are disseminated to

eligible vendors.

4.4.3 Selective Outsourcing as an outsour cing strategy

Table 4.6 Selective Outsourcing

N Mean |Std.
Deviation

The organization out sources only part of an agtiand|
performance the rest of the activity in-house

Some services are offered by volunteers at no oo 93 3.4156 | 50742
behalf of the organization/ volunteers

Valid N (listwise) 93

93 3.5699 | .49777

Sour ce: Resear ch Data,2015
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There respondents also indicated that Selectiveoauting was also being practiced

to some large extent as it had a mean of 3.5 wieioctied toward 4 (Large Extent) and

a standard deviation of .4977. This indicates thakective outsourcing is being used

in some of the business processes in the firms auttgource only part of an activity

and perform the rest of the activity in-house.

4.4.4 Multiple Suppliers Sour cing as an outsour cing strategy

Table4.7 Multiple Supplier Sourcing

N Mean |Std.
Deviati
on
Our organization has rellnqwshed the respongybiiar 93 3.4624 | 54292
Providing services or operating a program/ loaaidhmey
Our organization has strategic long term relatlmtslm_/lth 93 31252 | 60232
suppliers or vendors to perform some of the opamati
Valid N (listwise) 93

Researcher (2015)

The researchers agreed that Multiple supplieresisais being implemented to an

average extent by the three telecommunication feséndicated by a mean of 3.46

which is less than 4 and a deviation of .5429.Redents agree that the firms licence

private providers to provide a particular service.

4.4.5 Licensing Agreement as an outsour cing strategy

Table4.8 Licensing Agreement

N Mean |[Std.
Deviatio
n
Our organization is involved in licensing privagrace
providers to exclusively provide services in a jeatar |93 4.4409 |(.49918
area (licensing agreement)
Vouchers' are used to pay for goods and servicesi] 93 3.9542 | 71350
organization
Valid N (listwise) 93

Sour ce: Resear ch Data,2015
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Licencing agreement strategy is also being implé¢eteto a large extent by the three
telecommunication firms as indicated by a mean of 4nd a deviation of
.49918.Respondents agree that the firms licenseatpriproviders to provide a

particular service in a particular area.

45 Challenges of implementation of business process outsourcing in the
telecommunication firmsin Kenya

The study sought to identify the challenges/riskat trelate to outsourcing. The
respondents were requested to pick the most apatepesponse in a Linkert Scale
type questionnaire. The scale range was 1 and Sewherepresented Strong
Disagreement, 2 represented Disagree,3 Neutrakdelty,5 Strongly Agree

In analyzing the data the results were furtherteted for any value 'X'. The mean

score of;

0< or equal to X<or equal to 2.5 representing Giisa

2.5< or equal to X< or equal to3.4 representing meeaf variables represented
Neutrality

3.5<or equal to X< or equal to 5.0 representing maeat variables which represent

those Agreeing with the questions

Table 4.9 Challenges of Implementing Business Process Outsourcing

N Mean |Std.

Deviatio

n
Maintaining a harmonious relationship with vendor 93 4.2903 [.71598
Conflict between goals of vendor and organization 93 4.3656 (.84423
Access to competent vendors 93 2.3763|.81978
Hidden vendor costs leading to increased operatists 93 4.4194 .77069
Indecisiveness on whether or not to outsource 93 2.5161 [.58259
Inability of vendor to comply to contract 93 1.7204 |.71270
Failure of vendor to adhere to security policy 93 3.3978 |.61041
Vendor reputational risk 93 45161 [.50245
Labour- related challenges 93 3.0323 |.86542
Loss of control above the corporate business pseses 93 45161 [.50245
Valid N (listwise) 93

Sour ce: Resear ch Data,2015
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The respondents agreed that there are severalespadi and risks in the
implementation of Business Process OutsourcingghAdr percentage agree that Loss
of control above the corporate business processe¥andor reputational risk are the
greatest challenges with a mean score of 4.5,feltblay Hidden vendor costs leading
to increased operating costs and Conflict betwesalsgof vendor and organization
that had a mean of 4.4.Respondents are neutrbbhbaour- related challenges and
Failure of vendor to adhere to security policy thatl a mean of and 3.4 respectively.
However they disagree on Indecisiveness on whetheot to outsource that scored a
mean of 2.5, Access to competent vendors as aedgalas well as Inability of
vendor to comply to contract that had a mean obR.41.7 respectively.

4.6 Effect of Business Process Outsourcing on Performance

4.6.1 Results on Rated Statements on the Effect of Outsourcing on Cost
Reduction

The effect of outsourcing on cost reduction was ainine objectives of this study. In
order to establish the effect of outsourcing onrafseg costs various statements were
provided for rating by the respondents. The rasogle used was strongly agree=5,
agree=4, neutral=3, disagree=2, strongly disagreand NR= None response. The

findings are presented in table 4.10

Table 4.10 Results on Rated Statements on the Effect of Outsourcing and
Operational Cost

Statement 1 2 3 4 5 NR Total | Mean

BPO has reduced operational gr@2l0 | 0.0 | 13.9/ 52.8| 33.3| 0.0 100 4.1944

recruitment costs

BPO allows expert staff tp0.0|2.8 | 16.7/55.6/ 0.0 | 24.9 | 100 4.0278
provide excellent output under

controlled cost

Outsourcing has enabled contrd@d.0| 2.8 | 16.7| 36.1| 25.0| 19.4 | 100 3.8857
of expenses of outsourced

activities

Outsourcing has led to improve@.8| 0.0 | 2.2 | 47.22.8 | 45 100 3.8571]

management of resources

Has led to the transformation pf 2.2.8 | 27.7| 50 16.7]/ 0.0 100 3.75
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some fixed costs into variable

costs

Has has led to reduced number &6 | 11.1| 22.2|1 38.9| 0.0 | 22.2 | 100 3.6111

employees in outsourced areas

From the findings in table 4.10 the mean of th@oeses tends towards 4 indicative
of the fact that on average, outsourcing has imgaowverall efficiency in the

telecommunication companies from which the respotsdeere drawn. This means
that outsourcing had led to cost efficiency in ¢elamunication companies. These
findings agree with Oshri et al. (2011) argumerat thutsourcing does lead to cost
efficiency by reduction of government expenditudewever, the same author gives
scenarios of increase in outsourcing costs whiehatiributed to the inefficiencies
and lack of competitiveness in outsourcing. Thisildoexplain neutral response,
disagree and disagree responses. These findings Bomberger et al. (1986)

argument which focused on competition as a critigaitor on cost saving and

determinant of expenditure reductions.

The main goal of outsourcing by organizations argditutions according Elmuti and
Kathawala (2000) is to enable growth and gain sumitde competitive edge.
Although it could be argued that telecommunicattmmpanies may not necessary
focus on competitive advantage, cost efficiencyinigg outside expertise, greater
financial flexibility through reduced overheads,edeto focus on core activities,
outsourcing allows firms greater control over tmeoant of time they would have
used to employ or recruit workers, actual or pemeirisks of recruiting and laying
off some staff are transferred to either laboue lagency or the worker are other

benefits reaped from outsourcing (Contractor et28l10).

These are deemed to be among the benefits achibyedelecommunication
companies through outsourcing. This is particulantye since outsourcing is
considered to improve efficiency by introduces cefitpn into the provision of
public services and because private firms areivelgtfree of political interference
(Jansen & Stonecash, 2004). The findings are preden table 4.5.
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4.6.2 Results on Rated Statements on the Effect of Outsourcing and Profitability

It was imperative for this study to establish thfea of outsourcing on employee
profitability in the selected telecommunication qmanies. To do this, statements to
be rated by the respondents. The findings are preden table 4.11. The rating scale
used was strongly agree=5, agree=4, neutral=3gmiea2, strongly disagree=1, NR=

none response.

Table 4.11 Results on Rated Statements on the Effect of Outsourcing on
Profitability

Statements | 2 3 4 5 NR Total

Meah

BPO has led to the business |88 | 2.8 | 16.71 44.4| 33.3| 0.0 100.0

focus more on market and sales

4.027¢

BPO has reduced operational aral0 | 2.8 | 19.4 50.0| 25.0| 2.8 100.0

recruitment costs

4.000(

Due to outsourcing, yoyr0.0 | 0.0 | 16.71 50.0| 27.8| 5.6 100.0

organization has added to the mix

of problem solvers resulting i

>

better goal achievement

4.117¢

Outsourcing has allowed the&.0 | 0.0 | 19.4 50.0| 27.8| 2.8 100.0
organisation to restructure their

activities towards profitability

4.085]

Outsourcing has led to improve@.8 | 5.6 | 8.3 | 55.619.4| 8.3 100.0

service quality

3.909]

A\

Outsourcing has improved th&®.0 | 0.0 | 22.2 47.2| 22.2| 8.3 100.0
information sharing and the
abilityof the firm to use new

technologies that save on resources

4.000(

Outsourcing has provided long terr.0 | 2.8 | 11.1 63.9|19.4|7 8| 100.0
benefits on profitability .6,0

4.0286

BPO improves firms performan¢e.8 | 0.0 | 22.2 47,2| 25.0| 100.0| 100.0

in terms of return per employee

3.9429

Sour ce: Resear ch Data,2015
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From the results in table 4.11,the statements rdedoa mean of 3.9 and above
tending towards 4 showing that most of the respotsdevere in agreement that
outsourcing had resulted in long-term benefits éledommunication companies.
Interview results showed that outsourcing had tedrtprovement in profitability in

telecommunication companies through to focus morenarket and sales, reduction
in operational and recruitment costs, improveditifiemation sharing and the ability
of the firm to use new technologies that save @oures , improvement in firms
performance in terms of return per employee and dilsn restructuring their

activities towards profitability.

4.6.3 Results on Rated Statements on the Effect of Outsourcing and Productivity

It was imperative for this study to establish tifiee of outsourcing on productivity
in the selected telecommunication companies. Tthd statements were to be rated
by the respondents. The findings are presentedble t4.12. The rating scale used
was strongly agree=5, agree=4, neutral=3, disag@restrongly disagree=1, NR= none

response.

Table 4.12 Results on Rated Statements on the Effect of Outsourcing on
Productivity

1 2 3 4 5 NR |Total [Mean
Focus on core competency hencg5.6 |5.6 5.6 [58.3 [11.1 (13.9|100.0|3.7419
firm heightens strategic Focus
Outsourcing has led to access to|0.0 |0.0 11.1 |50.0 |30.6 (8.3 |100.0|4.2121
skilled and excellent expertise
It has led to improved manageme0.0 [0.0 16.7 [61.1 |{11.1 |11.1|100.0(3.9375
of resources
BPO leads to flexible services t0{0.0 (2.8 2.5.0 |33.3 |27.8 |11.1|100.0 (3.9688
meet changing market demands
Outsourcing has led to improved|0.0 |2.8 (25.0 |50.0 |13.9 (8.3 [100.03,8182
reliability, responsiveness and
assurance of services
Outsourcing has promoted our |5.6 |8.3 (16.7 |47.2 |19.4 (2.8 |100.0|3.6857
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growth as an organization

Outsourcing has improved overa/0.0 0.0 |22.2 |50.0 {22.2 |5.6 |100.0 (4.0000
performance of the organisation

BPO improves firms performance(2.8 |{19.4 |36.1 (25.0 |16.7 |0.0 [100.0|3.9667
terms of return per employee

Business risk alleviation with BPJ0.0 (2.8 |22.2 [44.4 |25.0 |2.8 ({100.0|3.9706
providers and organization sharin

certain risks and responsibilities

Outsourcing has helped 0.0 M 25.0 (47,2 |119.4 |2.8 [{100.0|3.8286
organization maintain required

infrastructure

Outsourcing has led to increased|5.6 [0.0 (19.4 |40 |[33.3 |0.0 |100.0(3.9722
employee productivity

BPO helps the firm gain 2.8 (2.8 [11.1 [58.3 (19.4 |5.6 |100.0(3.9412
competitive advantage

BPO is used as a strategic eleme/0.0 (0.0 |11.1 (16.7 (11.1 |61.1{100.0|3.9375

in market differentiation

Sour ce: Resear ch Data,2015

From the results in table 4.12, the statementsagaorded a mean of 3.9 and above

tending towards 4 showing that most of the respotsdevere in agreement that

outsourcing had resulted in enhanced productivitghie mobile telecommunication

firms. Interview results showed that respondenteed) that Outsourcing has led to

access to skilled and excellent expertise, hasoldi@xible services to meet changing

market demands, has led firm to Focus on core ctanpg hence firm heightens

strategic Focus etc.

4.6.7 Regression Analysis and Hypothesis Testing

To further achieve the third objective of the study regression analysis was

conducted to establish the relationship betweennbss process outsourcing and

performance of telecommunication firms in Kenya.siBess process outsourcing

strategies were the independent variables while dependent variable was
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performance of Telecommunication firms in KenyaeTRsults have been shown in

the table 4.13 below as follows:

Table4.13 Model Summary
Model Summary

Mode | R R Squarg Adjusted R Std. Error of
I Square the Estimate
1 276" 076 .034 .98945

a. Predictors: (Constant), Licensing agrent, Selectin
Outsourcing, Multiple Supplier Sourcing, Contragtin

From the above results in table 4.13, R is multigderelation which indicates that
there is no correlation between the variables #swis: R=.276. R-squared {R

which is the coefficient of determination is remeted by 7.9%, which shows the
extent to which the variance in the dependent bigperformance) is explained by
the independent variables. This is an indicatiwet the model is a poor predictor
which implies that there are a number of predictoos included in the prediction

model.
4.6.8 Analysis of Variance
An analysis of variance was used to test whetherotrerall regression model is a

good fit for the data. The findings are as showlowen table 4.14:

Table 4.14 Analysis of Variance

ANOVA?
Model Sum of| df Mean F Sig.
Squares Square
Regression] 7.095 4 1.774 1.812 134
1 Residual |86.153 88 979
Total 93.247 92

a. Dependent Variable: Cost Reduction
b. Predictors: (Constant), Licensing agreemenig@ielg Outsourcing, Multiple

Supplier Sourcing, Contracting
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For a 5% level of significance, the numerator Degref freedom (df)=4 and
denominator df =88 and critical F value is 2.068e Bbove results show computed F
value as 1.812. From these findings, the regressiodel is insignificant since the
computed f-value is less compared to the critiedue, that is 1.812<2.060. Hence,
the regression model is statistically insignificanthat, all the independent variables
considered do not provide a good level of explamatf the relationship between

business process outsourcing and performanceemfoi@imunication firms in Kenya.

4.6.9 Model Coefficients

The study tested the coefficients to determineditexction of the relationship between
business process outsourcing and performanceexfai@imunication firms in Kenya.
The results are provided in the table 4.15 below:

Table4.15 Model Coefficients

Coefficients®
Model Unstandardized Standardizeqt Sig.
Coefficients Coefficients
B Std. Beta
Error
(Constant) 5.765 1.560 3.695 .000
Contracting .088 173 .061 .508 .613
Selective 2112 209 |-.055 -538 592
1 Outsourcing
Multiple Supplie - 220 |-031 -.261 795
Sourcing
Licensing -.481 211 |-238 -2.276 025
agreement

a. Dependent Variable: Cost Reduction

From the above findings in table 4.15, the regoessiodel obtained is as follows;
Cost Reduction= 5.765+.088X112X,-.057 X3 -.48X, +€

Contracting is the only variable that depicted aifpee relationship with performance
(Cost reduction). This means that an increase et of this variable will lead to a

corresponding increase in performance of Teleconication firms.
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Selective outsourcing, multiple suppliers sourang licensing agreement showed an
inverse relationship with performance. This impltest a decrease in one unit of
these variables will lead to a corresponding desean performance of

Telecommunication firms in Kenya.

Further, results observed that licensing agreemes statistically significant in
explaining the relationship between business pgoessourcing and performance of
Telecommunication firms in Kenya. Its p-value wessl than 5%, p=0.25.

On the other hand, contracting, selective outsagraind multiple suppliers sourcing
was statistically insignificant explaining the red&ship between process outsourcing
and performance of Telecommunication firms in Kenfere p-values were above

5% as follows: .613, .592, and .795 respectively.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presents a summary of key findingsemted and discussed in chapter
four, conclusion drawn from the findings and recaemohations made there to. The
conclusions and recommendations drawn were focosedddressing the effect of

business process outsourcing on the performancaobfle telecommunication firms

in Kenya.

5.2 Summary

The study established that majority of the empleysampled were men. Most of
them were energetic and in productive working agfe26 to 45 years. All the age
groups of the employees were represented in tldénfys. Majority of the respondents
were either first degree holders or masters’ hasldégth the majority having stayed in

the organization for more than three years.

Majority of the respondents who patrticipated in stedy indicated that services were
outsourced mainly Security services, mailing se&awviand health services. Network,
marketing and system development are also outsbutoe some extent. The

telecommunication companies subcontracted on coretibns too, these findings are
in tandem with Hsiao’s (2011) argument .Contractivags the most used outsourcing
strategy. Majority also indicated that among thallemges the most challenge that
affects them is Loss of control above the corpolatsiness processes and Vendor
reputational risk. The findings on effect of busseprocess Outsourcing on
performance indicate that all statements recordedns of at least 3.611 which is
greater than 3 (neutral/neither agree nor disages®) tends toward 4 (agree)
indicative that the majority of the respondents evat least in agreement with the

statements.

Regression analysis revealed that contracting esaly variable that depicted a
positive relationship with performance This medret an increase in one unit of this
variable will lead to a corresponding increase @nfgrmance of Telecommunication
firms. Selective outsourcing, multiple suppliersusing and licensing agreement

showed an inverse relationship with performances ihplies that a decrease in one
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unit of these variables will lead to a correspogditecrease in performance of
Telecommunication firms in Kenya. Regression coédfits (B) which reveal that a
positive effect was reported for contracting asoamf of outsourcing used in
telecommunication companies with a measure of §.7@&hile the other forms of

outsourcing showed an inverse relationship wittiggerance.

5.3 Conclusion

The study concludes that contracting out was thetroommon form of outsourcing
used in mobile telecommunication companies in Keryaaddition this study also
concluded that there was general effectivenesautsoarcing in telecommunication

companies

Moreover, this study concludes that outsourcing ledsignificant effect on
operational cost resulting in operational cost ofidm in telecommunication
companies in Kenya. Cost reduction was mainly cesting, better resource
management and reduction in the number of employtbes promoting of
telecommunication companies’ overall cost efficiendowever, despite the positive
effect outsourcing had on operational cost reduac¢timt all forms of outsourcing had

a positive effect on outsourcing.

Study findings on the effect of outsourcing on padffility in telecommunication
companies showed that outsourcing does effecttpbility through focus on market
and sales, reduction in operational and recruitroests, improvement of information
sharing and the ability of the firm to use new temlbgies that save on resources,
improvement in firms performance in terms of retyer employee and also firm
restructuring their activities towards profitabylitHowever the effect of outsourcing

on productivity in telecommunication companies Wasd to be insignificant.

Study results showed that outsourcing had a peséifect on productivity through
access to skilled and excellent expertise, flexg#evices to meet changing market
demands, Focus on core competency enabling firtmeighten strategic Focus etc,
however, the effect was found to be statisticallignificant.
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5.4 Limitations

The respondents had a very busy schedule hencaeggétem to respond to the
guestionnaire required prior notice.

The study focused on three mobile telecommunicdtrams whose findings may not
be representative of the other telecommunicationdi

The study relied on questionnaires of which sonmspaadents were not willing to

respond to.

5.5 Recommendations

There is need to promote the use of other formautgourcing in telecommunication
companies in Kenya. Study findings revealed thattre@ting out was the most
popular method used by telecommunication compaiigeffectively do this, there is

need to evaluate the factors that make contractiighrive and the risks emanating
from each form of outsourcing in order to ensurat ttheir implementation is

effective.

Furthermore, this study given the significant effecoutsourcing on operational cost
reduction, this study recommends that the factdrat tlead to the negative
contribution of selective outsourcing, multiple plier and licencing agreement
strategies on performance be investigated and rnesgdt in place. This will ensure

that telecommunication companies reap full benefitsutsourcing.

This study also recommends that telecommunicatiompanies look into their
outsourced services and re-evaluate the value @adaraductivity with a view of
promoting its contribution to productivity. This lsased on the fact that whereas

outsourcing had effect on productivity, the effeets not significant.

Finally, this study established that outsourcing) ot have significant effect on both
profitability and productivity. Hence the study oeemends effective communication
on outsourced services and information of employpeetheir contribution and role on
the outsourced services. This will result in teamkvand improved service delivery

leading to long term benefits.
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5.6 Recommendationsfor Further Research

Similar studies should be carried out in organctati and economic sectors where
outsourcing has been carried out so as to findifotite same results would be
obtained.

Sample size of 133 was used which is limited byféve organisations studied hence
further studies could be done for the global nekwosing larger samples to test
whether findings if any may be replicated.

Finally an econometric analysis of results may &lsadone to give an indication of
the significance of the different variables of peniance on organization. These

would rank them in order of importance which isfukéor prioritization.
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APPENDIX |
MOBILE SUBSCRIBERS PER OPERATOR

Name of operator June-14

Pre-paid and Postpaid | Total
Subscribers

Safaricom 21,405,667 522,783 21,928,450
Limited

Airtel 4,930,774 137,991 5,068,765
Networks
Kenya
Limited

Essar 2,562,339 1,471 2,563,810
Telecom
Kenya
Limited

Telkom 2,681,916 3,452 2,685,368
Kenya
Limited
(Orange)

Total 31,580,696 665,697 32,246,393

Source: CAK, 2014
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APPENDIX 11
QUESTIONNAIRE COVER LETTER

Dear Respondent,

| am a graduate student at the University of Naimbsuing a Master of Business
Administration in Operations Management. In partidfillment of the requirements
of the Degree | am conducting a research on “ThiedE of business process

outsourcing on the performance of mobile telecompation firms in Kenya”.

For the reason | would appreciate if you would spaifew minutes of your time to
fill the questionnaire to the best of your knowled@he information obtained will be
purely for academic purposes and the findings efrésearch shall be made available
to you upon request. Feel free to avail any adugianformation that is relevant that

may not have been covered in the interview. Thémkgour cooperation.
Yours Faithfully

Joyce M Alwang’a

MBA Student

UON School of Business

CC

The Dean School of Business

University Of Nairobi
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APPENDIX 11
QUESTIONNAIRE

Research Topic: The Effect of Business Process Outsourcing on the

Performance of Telecommunication Firmsin Kenya

SECTION A: BIOGRAPHIC INFORMATION

1. State your gender

Male [ ] Female[ ]

2. Please tick age bracket in which you fall
Below 25 years [ ] 26-30years [ ]
31-40 years [ ] 41-50years [ ]
Above 50 years [ |

3. What is your level of education?

Secondary school [ ] Diploma [ ]
First Degree [ ] Masters Degree [ ]
Higher Diploma [ ]

4 What is your Management level in the Organization
Senior Level Management [ ]
Middle Level Management [ ]

Lower Level Management [ |

5(a) what department do you work in the organizatio

5(b). How long have you worked with the organiza®io
Below 3 Years [ ] 4-7 years [ ]
8-10 years [ ] above 1€a¥s [ |
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SECTION B: OUTSOURCING STRATEGIES USED BY THE
ORGANISATION

6(a) Do you agree that the following services ame laeing outsourced by the
organization? Tick appropriately in the spacewiolexd.

Service YES | NO

Engineering/Network Services

Fleet Services

Cleaning Services

Investment Management

Data Entry

Training Services

Marketing Services

Payroll services

Cash collections

Customer service

Security Services

Facilities Maintenance

Quality Survey

System Development

Health Services

Catering Services

Human Resources eg recruitment, benefit management

Mailing services

Logistics services eg Deliveries
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6 (b) To what extent are the following forms of smircing used in your
organization?

(Key: (Very Small Extent=1, Small Extend =2, Aveeagf3, Large Extent=4 and Very
Large Extent=5)

Contracting
Outsourcing in the organization involves compedtiv

bidding process/contracting out.

Selective Outsourcing

The Organization out sources only part of an agtiand
performs the rest of the activity in-house.

Some services are offered by volunteers at no onst

behalf of the organization/volunteers

Multiple Supplier Sourcing/Comprehensive BPO

The organization uses third parties to deliver baitice
support services such as finance, payroll

Our organization has strategic long term relatigrskvith
suppliers or vendors to perform some of the opamati

licensing agreement

Our organization is involved in licensing privatrdce
providers to exclusively provide services in a jcatar
area/franchising.

6(c) What other strategies are used for outsouiaiige organization?
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SECTION C: CHALLENGES OF IMPLEMENTING BUSINESS PROCESS
OUTSOURCING STRATEGIESIN THE ORGANISATION

7(a) Please respond to all the below listed peecknsks/challenges of outsourcing in
accordance to your personal opinion for each staténTo what degree do you relate
the below risks/challenges of BPO to your orgamzatat the scale of (Strongly

Disagree=1, Disagree=2, Neutral=3, Agree=4 andn8tyoAgree=5)

Challenge 1 (2|3 |4 |5

Maintaining a harmonious relationship with vendor

Conflict between goals of vendor and organization

Access to competent vendors

Hidden vendor costs leading to increased operatsts

Indecisiveness on whether or not to outsource

Inability of vendor to comply to contract

Failure of vendor to adhere to security policy

Vendor reputational risk

Labour- related challenges

Legal challenges in case of security breach or rgthe

contravention

Risk of poor quality results from BPO provider

Loss of control above the corporate business pseses

7(b) What other challenges are faced by organizationmplementing outsourcing

decisions?
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SECTION D: THE RELATIONSHIP BETWEEN BUSINESS PROCESS
OUTSOURCING AND PERFORMANCE:

BPO EFFECT ON COST REDUCTON

8) To what extent do you agree to the statement®ibeelating to the effect of
outsourcing on operational cost in your organizatibthe scale of:

(Strongly Disagree=1, Disagree=2, Neutral=3, Agfeard Strongly Agree=5)

Statement 1 2 314 1|5

BPO has reduced operational and recruitment costs

BPO allows expert staff to provide excellent outpatler

controlled cost

Outsourcing has enabled control of expenses obauted

activities

Outsourcing has led to improved management of ressu

Has led to the transformation of some fixed cost® |i
variable costs

Has has led to reduced number of employees in outsd

areas.

BPO EFFECT ON PROFITABILITY
9) To what extent do you agree to the statemealswbrelating to the effect of

outsourcing on profitability in your organisation.

Statement 1 2 3 4

BPO has led to the business to focus more on manhket
sales

BPO has reduced operational and recruitment costs

Due to outsourcing, your organization has addeatiéanix of
problem solvers resulting in better goal achievetmen

Outsourcing has allowed the organisation to reredheir

activities towards profitability

Outsourcing has led to improved service quality

Outsourcing has improved the information sharing #me
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ability

of the firm to use new technologies that save spueces

Outsourcing has provided long term benefits onifaioility

BPO improves firms performance in terms of retumr [p

employee

(Strongly Disagree=1, Disagree=2, Neutral=3,Ag#eard Strongly Agree=5)

BPO EFFECT ON PRODUCTIVITY

10) To what extent do you agree to the statemeeltswbrelating to the effect of
outsourcing on productivity in your organisation.

(Strongly Disagree=1, Disagree=2, Neutral=3,Agreard Strongly Agree=5)

Statement 1 2 3 4 5

Focus on core competency hence firm heightens
strategic Focus

Outsourcing has led to access to skilled and exugl
expertise

Outsourcing has led to improved management of
resources

BPO leads to flexible services to meet changing
market demands

Outsourcing has led to improved reliability,
responsiveness and assurance of services

Outsourcing has promoted our growth as |an
organization

Outsourcing has improved overall performance ef|th
organisation

BPO improves firms performance in terms of retuen|p
employee

Business risk alleviation with BPO providers gnd
organization sharing certain risks and responsidsli

Outsourcing has helped organization maintain regi
infrastructure

r

Outsourcing has led to increased employee prodtyctiv

BPO helps the firm gain competitive advantage

BPO is used as a strategic element in market
differentiation

Outsourcing has provided the organization with
opportunities to add
more expertese to their resource pool

END OF QUESTIONNAIRE

Thank you for your input and cooper ation
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