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ABSTRACT

Internationally, organizations are experiencing réased competition as the
consumers are becoming more demanding. This igmisinganizations to seek ways
in which they can become more efficient as theyizetithe limited resources
available. One of the ways firms are adopting ® ¢hanging requirements in the
market is by outsourcing. Many benefits are beiaged by organizations that are
choosing to outsource, examples of such beneftgecess to improved technologies
and lower costs of operations. On the other hansooucing is also leading to major
challenges in organizations some of these aredbs®ntrol of the activities being
outsourced and too much over dependence on suppliee research project aimed to
establish how the decision to outsource influenttexl operational performance of
Diversey Eastern and central Africa limited. Thss a company in Kenya that
specialises in the manufacture and sale of detesden commercial purposes. The
research aimed to determine the extent of outsogirtihe drivers of outsourcing and
how outsourcing has influenced the operationalquarince. The study showed that
the organization had outsourced to a large extieatdecision to outsource was driven
by a desire to reduce costs. In as much as outsgunas led to reduced costs, some
performance indicators such as flexibility, innowas, quality and customer
satisfaction had been affected negatively. Theyst@hcludes that outsourcing is
beneficial to organizations, however it is impottéor organizations to weigh the
benefits that come out of the outsourcing decidliotihere are any negative effects on
the performance corrective actions need to be takemsure the process is managed
well and any performance failure 5 corrected early



CHAPTER ONE: INTRODUCTION

1.1 Background of the study

The need to counter market changes on a reguler &ad the difficulty of foreseeing

the direction of such changes mean that organizatioust pay keen attention to their
core competences and abilities (Mclvor, 2008). Guitsing occurs when activities

that are normally done from within an organizateoe subcontracted out to external
agents. Eventually, the supervision and developnoéninventions in outsourced

activities changes into being the responsibility @f partner external to the

organization. In the long run subcontracting allawganizations to be able to focus
on their core abilities by transferring limited eesces to reinforce their core products
or services and to calculatingly use outside vendomperform service activities that
usually have been internal functions, Behara, Grsaate & Capozzoli (1995). With a

rise in globalization, outsourcing is increasingBcoming a vital business tactic; a lot
of advantage is gained as external suppliers deetalsupply products or services in
a highly effective and efficient manner. Accorditoy(EImuti, 2004) outsourcing is

heading towards being very common and is mostlyedriby international rivalry,

greater need for flexibility, access to global teses and financial benefits.

1.1.1 Operational Performance

There are many ways of defining Operational pertoroe; it is looked at as an
organization’s output benchmarked against regutaagreed indicators of success.
Performance can also be gauged in terms of enveatahresponsibility, parameters
such like cycle time, the levels of waste reductemmd how the organization is
compliant to regulatory requirements can be appNahufacturing corporations look

at operational performance as the results obtafred an organization, such as



innovation, market share, management skills and costrol, these factors all
contribute to the organizations performance andtaswsbility. Generally, an
organization is considered to be performing ifahgersistently maintain its position

and survive in a competitive environment, (Faregsskopf & Lovell, 1985).

According to Kotabe (1998) there are three typeoofine measures that are needed
for effective performance measurement of any suibaoting system, these are:
strategic measures; quality measures; and finamoehsures. Other approaches
utilized for performance measurement can be prodtyct customer satisfaction,

cycle time and cost savings, Malhorta, (1997).

The study will focus on Diversey Eastern & CentAdlica Limited which is a

subordinate of Sealed Air Corporation. Sealed Airai packaging company with
offering Food Care, Product Care and Diversey dareersey Eastern and Central
Africa Limited is classified under the third categoof Diversey care that offers
products that is key in providing products usedConsulting, building care, fabric
care, kitchen cleaning and prevention of contanonatDiversey targets markets are
health organizations, retail businesses, hospitalitdustries and food service

industries.

1.1.2 Diversey Eastern and Central Africa Limited @mpany

Diversey Eastern & Central Africa Limited operates a subsidiary of Sealed Air
Corporation, it was incorporated in October 197@ drset up its operations which
involve manufacture and distribution of detergetitbas a wide base of customers in
food processing industries, hotels, hospitals,niegr institutions, retail markets and

individuals. It manufactures and markets cleanietedents mainly for commercial



purposes. The market share extends from local dmmal markets which include
Kenya, Uganda, Tanzania, Nigeria, Ethiopia, Rwaridighouti and Burundi. The
manufacturing, distribution and marketing of detsity are some of the core
operations that are done from Kenya. (Company lpr&iversey Eastern & Central
Africa Company, 2012). Diversey Eastern & Centrafrica Ltd is a good
representative for this study because it commanrulg anarket share and has a good
share of experience in the business. This will base study aimed at determining the
extent of outsourcing at Diversey Eastern and @eAtrica Limited, the key drivers
of outsourcing and establishing the outcome of sntvacting some key operations

on the organizational performance.

1.2 Statement of the Problem.

There has been a dramatic growth in trend in thexton of outsourcing seen all over
the developing economies. There is a need to dizecia a limited scope of key
areas this is driven by the requirements of higbificiencies and need for cost
reductions. To accomplish performance improvememtsoss the corporations,
outsourcing is progressively being employed. Congsarare greatly benefiting
because of access to supplier's expertise capabiiih different business processes
(Aron & Singh, 2005). It is much easier for sup@iespecializing in different
processes to achieve efficiencies as they are tabsoply economies of scale and
through their experience they are able to have moderstanding. Organizations
will benefit by utilizing the skills of the more @iicient suppliers, this is because they
can choose to outsource some business activitigs dre critical and focus on

building internal core abilities (Mclvor, 2008).



Unfortunately organizations are failing to take aatage of the opportunities made
available by outsourcing. Decisions on outsour@ng being made on a piecemeal
basis by different organizations, this leads tdufai in developing outsourcing
strategies hence poor positioning in the globalneony competitive market
(Gottfredson et al, 2005). We find that in mostesasistead of making outsourcing
decisions based on the long term impact upon tiganizational capabilities, the
outsourcing decisions are mostly founded on thelemaz costs savings. According to
(Mclvor, 2008), outsourcing of critical activitiésat give organizations a competitive
advantage, over time contributes to the loss ofkmwledge and capabilities within

the organizations.

As far as the 1980s outsourcing has been globalgstigated, this has generated vast
literature covering key issues like benefits, aradles and drivers, (Barbbar & Prasad
(1998). Findings from outsourcing studies have biemd to be inconsistent, the
research studies have found positive, negative ngignificant relationships in
variables being investigated, Lacity et al. (201®)milar studies have identified a
negative curvilinear relationship when looking atitsmurcing in relation to
operational performance, (Kotabe, 2012). Similad&s carried out have confirmed
that outsourcing contributes to decreased costoparations, (Jiang, 2007) or
increased financial gains (Hayes, 2005), othersliesudid not find any relation

between outsourcing and profitability (Jiang et2007; Kimura, 2002).

In Kenya, several studies have been conducted d$ouwyson different aspects of
outsourcing.Magutu, Chirchir & Mulama (2013) investigated howt8ourcing of
Logistics affected the performance of manufactuonganizations in Nairobi, Kenya.

The study established that warehousing, transpudit raaterial handling in many



organizations were the most common operations atted; the study concluded that
as a survival tactic most manufacturing organiratidiad adopted outsourcing.
Functions that were mostly beirgubcontracted were transport, warehousing and
material handling, the conclusion of the study Wes outsourcing exercise adopted
by the large industrial companies will eventuakyad the organizations to improve
customer satisfaction, reduce working costs whidh ewventually lead to better
returns for the organizatioMaku & Iravo (2013) investigated how the organiaatl
performance at Delmonte Kenya Limited had been otguh by the outsourcing
decision. The findings showed a positive correfatioetween outsourcing and
performance, they found that the organization hgukeencedimproved access to
technology, cost savings, improved expertise, aetieb organizational flexibility

additionally; the organization was able to focugenan its core competence.

The above summary shows that a lot of researchbeas done on the subject of
outsourcing; Brannemo (2006) highlights that orgations are making outsourcing
their choice of strategy believing that it will pethem to, gain access to other
companies competencies, reduce costs, concentratetheir core business
specialization, w unfortunately this is done withoansidering all the implications of
outsourcing. This study will seek to answer thestjoe does outsourcing positively

influence the performance of organizations spegiadiin detergent manufacture?



1.3 Research Objectives
The main objectives of the study are:
|. Establish the extent of outsourcing at Diverseyt&as& Central Africa’s
Limited
. To determine the key drivers of outsourcing for é&sey Eastern & Central
Africa’s Limited
lll.  To establish the effect of outsourcing on Divergastern & Central Africa

Limited’s performance

1.4 Value of the Study

Managers normally battle with the decision of wieetto outsource or not, and after
the outsourcing decision has been made most org@ms will be left without facts
that will help them to be sure whether the decigmmutsource was a good one or
not. This case study is important in that it widlp inform whether the decision to
outsource benefits organizations. From the findimgsthe study, other similar
organizations will learn from it and will be able tonfidently make the decision of
whether to outsource or not. If indeed, outsourclegds to improved firm’s
performance, the study can encourage the orgamizédi consider outsourcing more
functions that will lead to improved operations fpenance. In Academics, this
research project will serve as a reference forrattgearchers and academicians in the

field of operations management; it will help to dep themes for further research.



CHAPTER 2: LITERATURE REVIEW

2.1 Introduction

When an organization delegates non — core but nfajations to service providers
with expertise, it is considered to be an outsag@strategy. Corbett (1999), states
that outsourcing is simply the holistic restruatgriof businesses by concentrating on

their core competencies and partnering with pasttieat can offer expert services.

2.2 Theoretical Review

The practice of outsourcing entails a lot of atiéda that gives it a complex structure;
this contributes to a lot of challenging managed##mmas. This has led to many
theories have been suggested to help the profedsiomderstand and manage the
outsourcing process. On the other hand the manyrigseput forward have created
confusion among the scholars handling the outsogrpractice, (Mclvor, 2005). The

study will build on the two theories below these #re Transaction Cost economic

theory and the Agency cost theory.

2.2.1 Transaction cost economic theory

According to the transaction cost theory, orgamirest are considered to be
economical players utilizing the most efficient maism for dealings (Williamson,
1981). This theory suggests when utilizing a marketorganization experiences
costs. Operational expenses such as search gosgiory holding expenses as well
as the charges of writing and enforcing an agreénaea some of the costs
experienced. To avoid transaction costs, an org#oiz can make their own input
which also enables it to gain economies of scalewvéVer as the firm increases in
size it will also require an increase in the covoation from within the organization
(Grover et al 1996). Choosing to outsource wilbléaincreased transaction costs and

7



more than likely a loss of its economies of sc&eofer et al 1996). On the other
hand outsourcing can help to take advantage o$t¢bpe and economies of scale of
the vendor while at the same time reducing intecoalrdination costs. However the
external co-ordination costs the firm that outsearwill more than likely increase.

The increase or decrease of these costs will bendigmt on the level asset
specificity. An organization will experience higlsset specificity when its products
and services are highly customized and not easilysterable to alternative vendors
(Williamson, 1985). Due to the distinctiveness ariqueness the vendor will be
unable to develop adequate economies of scalejnipises higher costs, in such a
scenario it is prudent to develop the capabilittemm within the organization

(Mclvor, 2008). The transaction cost approach gigegood framework that helps
organizations decide what processes they shoulsborwde and which they should
maintain (Lacity & Hirschheim, 1993) it also helps success prediction of

outsourcing (Wang, 2002) in terms of financial Heae

2.2.2 Agency cost theory

Agency theory is majorly concerned with challentiest arise during the outsourcing
relationship between the principal and the (Eisedth&989, Lassar & Kerr 1996).
The procuring organization needs to embrace manageefforts especially when
supply ambiguity becomes a big factor. This willthéo reduce the impact of a

negative event that may be harmful to the orgaiuaat

The model suggests the importance of carrying airiticuous monitoring and
application of all efforts possible towards strévegting the connections amongst the
two corporations (Barney & Hesterly, 1996). Thisingortant to help counter any

problems that may arise during the relationshig@®r 1985). The Agency theory is



a key guide used as corporations start to prepareoditsourcing. It is useful
especially when the organization is evaluating ta® possible partners for the

outsourcing process; this is because it helps tmsh the relationship style it will

apply.

2.3 Phases of Outsourcing

(Perunovic, 2007) put forward an overall classtima of outsourcing procedure into
five stages; he proposes that outsourcing goesughrahe stage of ground work
(preparation stage), vendor selection, transiticmafge), relationship management

and reconsideration. The phases are as shown below.

2.3.1. Preparation Phase

As per perunovic (2006; 2007) classification, theparation stage is the phase where
key questions to the corporation are asked. Thenraan of the questions is to
determine why the company is interested in outsngr(Heywood, 2001; shepherd,
1999). At this stage, the firm needs to have assesdl possible or alternative
strategies, using objective analysis and decisiakimg models to help justify the
decision to outsource. During this stage, the dmgdion should be able to answer the

three questions “what?”, “How?”, and “if’

2.3.2. Vendor Selection Phase

The phase of vendor selection is and importantandial one as the chosen vendor
automatically becomes a close partner to the fioma period of time as will be
determined by the agreement. (Perunovic & Christeéin, 2005). According to
Cullen & Willcocks (2003) it is very important t@mplete the preparation phase as it

sets the platform for the outsourcing operationsgeds to be done before embarking



on the vendor selection procedure. Proper preparghase will guarantee that the
firm will move into the outsourcing process withetmost suitable service provider.

The question addressed in the vendor selectioreghasrmally: “To whom”

2.3.3. The Transition phase

The transition phase follows after the completibthe vendor selection procedures,
generally; contracts are put in place that will govthe outsourcing relationship. At
this phase the planned activities agreed upon guttve preparation and vendor
selection phases, start to be applied. The mamsfat this phase is to ensure smooth
flow of operations from the old way of doing things a new way as per the
scheduled operations, the main focus should beagare the organization will remain
functional and fruitful (Cullen & willcocks, 2003Mclvor, 2010). During the
transition phase, important issues addressed iecladw to ensure the contact
between the external and internal processes isisadt how the human resources
function will be distributed or adjusted, as wetlvhthe overall productivity of the
organization will be readjusted (Greaver, 1999)key delicate issue relates to the
management of workers who may either require ttalskoff or be taken up by the
outsourcing partner, (Ordnanini & Silvestri, 2008pzzo & grimshaw, 2011; Picard

&wildasin, 2011)

2.3.4. Relationship Management Phase

After the outsourcing process is in place, theti@highip management phase enters.
(Barthelemy, 2003) has referred to it as the “safiproach to outsourcing, rather than
management of contract. (Perunovic, 2006) howewelicates that relationship

management is far more intricate than contract gemant. For outsourcing to be a

10



success, it will be highly dependent on the sucoés$ise relationship management at

the business level between the two (Marinagi, @t42.

2.3.5. Reconsideration phase

When the process of outsourcing nears its end, piioeess goes through the
reconsideration phase. There are various reasaitsctntribute to ending of an
outsourcing relationship; the relationship can aaglanned in the contract terms. A
relationship can also end abruptly due to vari@aesors such as changes in structures
in the parent company, either party becoming bastkrout of mutual agreement, a
violation or breach of contract terms by eithertlod partners (Cullen & willcocks,
2003). Despite the factors that have led to the@rmh outsourcing relationship, an
organization needs to review and analyse the eostfiis effect that resulted from the
association, from there it will make a decision thlee to continue with the
association which positive aspects they will wishmaintain or negative ones they
may need to change if they choose to use the santeep or a different one in the
future. At this point the key question the managanreeeds to ask at this stage is
“Now what?” , is the organization going to rendwe toutsourcing contract with the
same partner, is it looking to choose a new veidas it thinking of reverting back

the operations back to the organization.

2.4 Qutsourcing Strategy

As King (1994) explains that the most strategiciglens that can be made in
organizations would be to outsource some of its kags. These decisions are
strategic because they will determine the choiceiétions that the organization will
choose to either develop internally or seek to Ipase. For outsourcing to be

successful there is a need for understanding tlyanarations capabilities and

11



direction it intends to take in the future. Ellranal. (2007), states that outsourcing
will have implications on the day to day performanaf the organization hence,
corporations need to subcontract smartly. Long teompetitive advantage, cost
structures and risks experienced by organizatiomsuaong the key areas that will be
affected by the decision to outsource (Brannemd)620A clear conceptual

framework for the outsourcing decision is thereforery important for any

organization seeking to. Furthermore a company lghalso know the benefits and

risks they are exposing their organization to befalopting the outsourcing strategy.

Yankelovih (2003) study has shown that at least business process has been
outsourced in at least two-third of companies dlgbaCountries mostly practicing
outsourcing are Canada, United States of Ameriah Anstralia. Javaligi (1998)
noted that when the outsourcing strategy is sutWgsplanned and implemented it
will eventually contribute to reduced costs, caparicrease, capacity improvements

and better quality products.

A survey was carried out among business executiwtiisan aim of establishing why

they sought to outsource. The main reasons higkliglluring the research were
found to be to gain outside expertise, to gain netdgical access, to save on
expenses, to improve services and to also focusoo@ competences and to gain
access to technology. When asked about the fautsourcing trends and if they
planned to carry out any outsourcing in the futld®% of the respondents showed
that they would increase and continue with outsagrc40% will also continue with

outsourcing but will make changes in the agreementgin more benefits from the

relationship, 25% indicated that they would redtineelevel of outsourcing or stop the

12



outsourcing altogether. The study shows that a llesfe dissatisfaction was

experienced among the business executives, (Gdlusk@i03).

2.5 Drivers of Outsourcing

The most common drives for outsourcing globally poise, cutting down operating
cost, cultivating company focus, attaining accessworld class proficiencies,
allowing the companies resources for other usestruguring to improve on
efficiency for time consuming functions, exploitingge of external resources and

sharing risks with a partner corporati@viclvor, 2010)

2.5.1 Cost Reduction

Reducing costs is the most recognized motive fésaurcing according to (Do et al.,
2006). Cost seems to be a consistent theme thaesdroutsourcing in most
organizations (Quintens et al., 2006). Neverthetagsnizations fail to realize cost
savings during the outsourcing process (Jennin@82)2 and some companies even

experience an increase in costs as a result obunaisg (Embleton & Wright, 1998.

2.5.2 Focus on core competencies

Another strategic motivation for outsourcing is tlehoice to focus on core
competences and hence outsource non-core competéAnsold, 2000; Mclvor,
2009). Management, human and financial resourcedirarted within corporations
and therefore they should be utilised to focus loea @rganisation’s core business

activities rather than be locked up in non-cordarmess activities (Brannemo 2006).

13



2.5.3 Access to external competences and quality

Another key reason for outsourcing is to enableesgdo resources, competencies,
technology and knowledge missing in an organizafi®elso & Martinez, 2010). The
trend is becoming a key strategic approach to outsng, which is less cost driven

and more concerned with strategic positioning (8a006)

2.5.4 Risky Business Environments

When a company outsources production (or anothemufaaturing activity) the risk
associated to the outsourced function is sharedh whie supplier, who faces

uncertainty in demand (Rolstadas et al., 2012).

2.6 Benefits of Outsourcing

Advantages are the positive effects that follow aralanticipated by companies from
the decision of outsourcing. The most acknowledgggbacks of outsourcing are to
reduced costs and increase efficiency (LankfordagsR, 1999). Suppliers commonly
work with diverse customers and by doing so thay teke advantage of economies
of scale resulting in lower prices for outsourciogganizations. Because of the
consolidation, outsourcing organizations can eitifégr their products to customers

at a more competitive price or reduce costs anease profits, (Holweg et al., 2011).

Exploiting outsourcing opportunities allows the smuircing company to focus on its
core activities (Mclvor, 2010), which are fundanerio fulfil customer needs and to
sustain the organizations viable gain. Outsoureatpns which are not critical for
the organizations competitiveness releases vaksulirces, which can be transferred

to the activities and functions that are criticedtead (Mclvor, 2009).

14



Outsourcing non-core activities possesses the g¢heal benefit of getting them
performed by a supplier in a more effective way derdoid of the need of investing
capital to continuously improve them internallya@y et al., 2007). The outsourced
activity becomes the core activity for the suppligho is able to carry it out quickly,
providing a short lead time to avail the producttive market (Jian et al., 2007).
Companies that outsource production are therely/tabhccess resources that are not
available in their organizations such as spec@inelogy and machineries, which in
turn contribute to more flexibility (Dabhilkar, 201 Besides, the experienced
workforce enable any type of product customisafMohiuddin & Su, 2013a), which
enables the outsourcing company to adjust productervices according with the

dynamics of the changing market (Scully & FawcEd94).

Another significant advantage is with regards te thossibility of lowering the
uncertainty in demand, which can be decreased ghrthe risk pooling effect at the
supplier level (Romano & Danese, 2010). When prbdnds outsourced, ambiguity
in demand earlier faced by the outsourcing corpmmat transferred to the external
supplier. The risk pooling effect takes place wie supplier (who generally
produces goods of the same nature of the outsguommpany) is able to combine
the unevenness in demand from many clients. In sashs, there is a higher chance
that a positive variation in demand from one clieompared to the average can be
balanced by a negative variation from another ecnstoRomano & Danese, 2010).
Hence, the larger the production volume supplieesheandling at a time, the lower
the uncertainty they will experience. If a suppkaiperiences lower uncertainty then
the outsourcing organization can benefit from thatjing less need for materials and

stock items, which normally represent tied up @asgitich is a cost.
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2.7 Risks of Outsourcing

The most dangerous decision for an organizatiohb&ithe decision to outsource any
of its core activities (Mclvor 2010; Barthélemy,), which may result to a loss of
competitive advantage. Therefore, it is importamts company to comprehend which
of its activities represent a competitive advant@geung, 1996). Due to their vital

importance, these activities ought not be outsalistece it would be problematic and

costly to develop such capabilities once againiwithe organization (Mclvor, 2010).

When production is outsourced, the company countsam external provider for
perform the production; it also transfers knowledge that supplier (Gilley &
Rasheed, 2000). This contributes to a loss of oboirer the outsourced activity and
a risk of opportunistic behaviour from the suppl{&redriksson et al., 2010). It
normally happens when activities close to the dmusiness are outsourced, which
would cause a loss of intellectual property andneneased risk of vulnerability for
the company. Due to this, an organization needsdwosider that control over
outsourced activities can be exerted only througlegal agreement. Hence, this
agreement has to be written with a high level dailen order to specify the role,
duties, and responsibilities of the two partiesr{B&emy, 2003). A poorly written
contract might cause undesirable effects in termthroughput, incomes, customer

satisfaction, brand image, and lead times to the&kenéBarthélemy, 2003).

Another criticism to outsourcing concerns the laak internal development of
competencies that are needed to make the compaoispetitive advantage
sustainable in the long run (Jiang et al., 2007%ssMg coordination between sources
of knowledge and new product development might waake company’s capability

to innovate and develop cutting-edge products ¢&i# Rasheed, 2000).
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Despite the possibility of reducing uncertaintyotigh risk pooling effect, physical
distance matters and thus increased lead-time bexandisadvantage. Physical
distance might reduce the ability of a companyespond quickly to radical changes
in the market (Fredriksson et al., 2010). Therefortgsourcing can make adjustments
or rescheduling of activities more challenging wer than in-house production

(Fredriksson et al., 2010).

Over and over again, it is taken for granted thasourcing reduces costs. Most of the
time it does, nevertheless cost reduction mightahetiys be achieved or it might be
lower than expected (Berggren & Bengtsson, 2004). t@e other hand the
outsourcing process itself has additional cost$ tleeed to be taken into account
(Barthélemy, 2003). Besides that, there are otaetofs that produce costs, such as
increasing labour cost and wage inflation; custéaxes; logistics; quality problems
(e.g. due to employee turnover at the suppliedifgci Selecting outsourcing as the
main strategy to minimise costs might cause poonufaturing performance
(Dabhilkar & Bengtsson, 2008). This might be thsuieof a feeling of uncertainty
among employees, which leads to insecurity (Bagthgl 2003). The personnel might
be concern on their job security, this causes eyeel® to have low productivity , de-

motivation and reducing loyalty (Mazlan et al., 8RO

According to Weil (2014), outsourcing operationyd@ontributed to a reduction in
the quality of jobs and salaries paid, this isifatied to the fact that most outsourcing
partners will tend to pay no regard to employmanabour laws. Reason being they
may lack experience or are less knowledgeable wrrdguirements with regards to

employment. Most of these organizations operata thin budget hence with a bid to
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improve their profit margins they will tend not tovest in experienced Human
resources function. Ji & Weil (2015), found thataper violation on overtime
regulations and minimum wages was more prevalefraimchisee companies than in
company-managed outlets this is related to themdifft profit models adopted by the

two entities.

2.8 Conceptual Framework

Organisational
Extent of
performance
Outsourcing
1. Cost

2. Productivity
OUTSOURCING

Drivers of Outsourcing > 3. Flexibility

4. Quality products

5. Customer satisfaction

6. Innovation

Figure 1: Conceptual Framework

There are several drivers that lead organizatiormitsource; the main reason why an
organization outsources is to improve the firm'sf@enance. It is alleged that the

higher the extent of outsourcing the better theohtihe organization will be.

2.9 Summary

The review of literature above leads us to concltidg indeed a vast amount of
outsourcing studies on different industries hasaaly been done. They have revealed
that benefits are derived from the outsourcing @ss¢ such benefits include but are

not limited to reduction of costs, ability to belallo focus on the core business,
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availing opportunities for organizations to tapite¢chnology that is superior, to grow
in capacity, to become more flexibility etc. Thadst will focus on Diversey Eastern

& Central Africa Ltd and will seek to get the view$ company employees on the
extent of outsourcing, the drivers of outsourcing an how the decision to outsource

has influenced the performance of the organization.
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CHAPTER THREE: RESEARCH METHODOLOGY

The objective of this chapter is to explain the moels used in this research. The
chapter will describe the type of research degigmtarget population, data collection

methods, and data analysis methods that were used.

3.1 Research Design

Descriptive research approach was chosen for iy sthis is because the study
involved getting detailed information from publiaits and using numbers to analyze
or determine the existing relationship (Kothari02p A case study was applied,

according to Donald (2006) a case study pursuedbeiliseful in analysing a unit in

detail and drawing generalizations from the univeyed. Thus, the study was a case
study of Diversey Eastern and Central Africa Lidjitea manufacturer of detergents
situated in Nairobi, at Ruaraka area. This desigs appropriate for this study, since

the organization provided a conducive and naturairenment for data collection.

3.2 Target Population.

The research was highly specific hence the nongtitity sampling method was
chosen for the selection of the respondents. Tlowed for the researcher to be able
to choose the respondents who held relevant infiomaseful for the research. The
choices of the respondents was made out of thelatthe respondents chosen have
excellent experience or knowledge of specific issagsociated with outsourcing and
are accountable for controlling projects or teanith wignificant involvement in the

outsourcing process. Total number of responderas was thirty (30)
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3.3 Data Collection

This study used both primary and secondary data. imformation was acquired
directly from the respondents; this was done uaimell-structured questionnaire that
addressed the objectives of the study. The questioen had both open and closed-
ended questions. It comprised of four sectiongj@eone addressed the employment
profile of the respondents, section two addreskedeitent of outsourcing, section
three sought to find out the key drivers of outsmg, section four sought to find out
the employees perception about the effect of outsag on the firm’s performance.
Documentary secondary data was obtained from thgany’s records dates ranging
from (2008 - 2015). The research also used threscktists for collecting the
secondary data as sown in Appendix 11. The secprafa captured the varying

costs and quality of products before and aftecctrapany started outsourcing.
3.4 Data Analysis

Data collected was prepared for analysis; thisiketahecking the questionnaire for
completeness and legibility. The data was editagfured and tabulated for ease of
analysis. Section one that covered the employmeriilgpand general information of
respondents will be analyzed using descriptivassizal analysis to provide a profile
of the respondents. Tables and charts were useddoal representation of the key
findings. Section two that covered the first objpeethat is to determine the extent of
outsourcing in Diversey, section three that coudes drivers of outsourcing and
section four that covered the effect of outsourcog the performance of the
organization were analyzed using descriptive teBte research employed use of
frequency analysis, cross tabulation and correlaimalysis. Final data was presented
in form of tables and charts for easy interpretaamd recommendation in decision

making.
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CHAPTER FOUR: RESULTS AND DISCUSSIONS

4.1 Introduction

This chapter offers the analysis of the findings ©@atsourcing and operational
performance in Diversey Eastern and Central Afticated. The findings are based
on data collected from 30 respondents and secom@ayobtained from the company
records. The questionnaires were issued subjegtiieelemployees to whom the
researcher felt had the information that was relet@the research. According to the
responses received and secondary data collectednilgsis and interpretation is

hereby undertaken

4.2 Employees Profile and General Information

The research was carried out across all the depatthof the organization. Out of 30

guestionnaires issued out, 27 were successfuliggdfdnd returned on time.

Table 1: Category of Representation in the sample

Employees Department Frequency %
Customer Service 5 16.67
Technical 1 3.33
Procurement 1 3.33
Warehouse 4 13.33
Quiality Control 2 6.67
Contract Manufacturing 2 6.67
Information Technology 1 3.33
Administration 3 10.00
Finance Department 4 13.33
Sales and marketing 4 13.33
No Response 3 10.00
Total 30 100.00

Source: researcher (2016)
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4.3 EXTENT OF OUTSOURCING

From the study, majority of employees indicated Manturing and distribution as
operations that have been outsourced to a largenexFinance management,
Customer service, Sales & Marketing and IT, werewsh not to be outsourced.

Human Resources and warehousing were identifigaudilly outsourced operations.

Table 2: Extent of outsourcing in the organization

Nos | Extent of Large Fairly Somewhat |Toa Notat | No Total
Outsourcing Extent | Large Outsourced | small all response | %
Extent extent
5 4 3 2 1 0

1 Manufacturing 90 3 4 3 100
2 Distribution 87 7 3 3 100
3 Human Resources 7 10 46 17 2( 1q
4 Finance Management 13 84 3 10
5 Customer Service 10 90 10¢
6 Warehousing 7 20 17 57 10(
7 Sales and Marketing 3 10 87 10
8 IT 3 3 14 80 100

Source: researcher (2016)
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Chart 1 — Extent of outsourcing

The following areas were listed by employees ofddéey Eastern and Central Africa
Limited as areas the organization can considerooutgng. Procurement, Finance
Housekeeping, Warehousing Finance areas were tlye akeas suggested for
outsourcing consideration.

Table 3: Additional Areas where Diversey can outsage

Operation Frequency | Percentage
Procurement 4 13.3
Financial Data Entry/ Petty Cash management 4 13.3
House Keeping & Front Office Management 4 13.3
Warehousing 3 10.0
Printing and IT services 3 10.0
Catering 2 6.7
Logistics 2 6.7
HR and Payroll 2 6.7
Sales and Marketing 2 6.7
Research and Development 1 3.3
Protective Gear Management 1 33
Staff Transport 1 3.3
Team Building 1 3.3
30 100.0

Source: researcher (2016)
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4.4 Drivers of outsourcing

The respondents were asked to rate the drivershinz led Diversey Eastern and
Central Africa Limited to outsource some of its igi®ns. They were given a list of
common drivers to outsourcing and were asked tk tha drivers from the greatest
driver to the least driver of outsourcing. Tabl@ #elow presents the summary of
how the respondents ranked the drivers of outsogyavith one being the greatest
contributor

Table 4: Ranking the drivers of outsourcing

Drivers of Greatest é?(celate 3rd 4th 5th 6th 7th
Outsourcing ot Greatest | Greatest | Greatest | Greatest Greatest
Cost Reduction 20 5 2 2 0 0 0
Cost Saving 14 8 4 2 1 0 0
Capital Investment 14 1 4 5 5 2 5
reduction

Improved

Company Focus on13 4 4 2 1 2 2
core activities

Increase flexibility | 10 3 2 6 3 1 1
Improve product 6 5 4 5 5 2 5
quality

Increase variability] 1 3 4 5 5 1 3
in Demand

Take advantage of

suppliers greater

innovation 3 2 2 4 6 1 9
capability

To facilitate s 5 5 5 4 6 6
market penetration

Source: researcher (2016)

From the findings, it was observed that the gréadeser to outsourcing is Cost
reduction at 23%, followed by cost saving and @pitvestment reduction, both at
16%, the least driver to outsourcing was found & "to increase variability in

demand” at 1%.
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Increase  Take advantage of
variability in  suppliers greater
Demand innovation
1% capabili
4%

To facilitate market
penetration

/_6%

Improve product
quality
7%

Chart 2: Drivers of Outsourcing

The respondents were asked if there were any atiditional drivers of outsourcing,
33% of the respondents identified Head count rednics a major driver and 15%
felt that mitigation of risks also contributed toetdecision, a further 11% felt that

outsourcing was aimed at reducing safety hazarasnpioyees.
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Table 5 — Additional Drivers to outsourcing

Additional Drivers to Outsourcing Frequency | Percentage
Human Resource Management / Head count reduction 9 33%
Share Risk with partner organizations / Mitigate Risks 4 15%
Reduce Safety Hazards on employees 3 11%
Time Management 2 7%
Access to Expert Knowledge and technology 2 7%
To Focus on core business of offering quality sales services | 2 7%
Improved Efficiency 1 4%
Control Wear and tear 1 4%
Easy Exit strategy from Markets 1 4%
Reduction in inventory holding 1 4%
To gain global competitive advantage 1 4%
Total 27 100%

Source: researcher (2016)

4.5 Outsourcing and Operational Performance.

The respondents were given a list of operationafop@ance measures and were

asked to indicate using a scale of 1-5 to whatrdxteey agreed that outsourcing had

influenced the performance measures. The tablel@brepresents a summary of the

respondents views

Table 6 — Influence of outsourcing on operational @rformance

Neither
Strongly Agree or Strongly | No Total
Performance Indicator | Agree Agree Disagree Disagree | disagree | Response | Percentage

5 4 3 2 1
1 | Costs 77 17 6 100
2 | Productivity 77 17 6 100
3 | Flexibility 53 27 20 100
4 | Quality 47 20 30 3 100
5 | Service Delivery 74 23 3 100
6 | Innovation 32 29 39 100
7 | Production technique 48 40 12 100
8 | Customer satisfaction 67 17 16 100

Source: researcher (2016)
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From the results in the table above, 77% of th@aedents strongly agree that
Outsourcing will influence the costs of the orgaian.77% also agreed that
productivity will be affected, Customer satisfaatiand service delivery will also be
affected by outsourcing. 30% of the respondentngtdisagreed that Quality will be
affected by outsourcing and 16% also strongly desedy that customer satisfaction
will be affected; the indications above show ug thgsourcing does influence the
performance measures and thus the study went fuidhfend out if the influence is

positive or negative, by comparing performance teeémd after outsourcing.

The respondents were asked to compare how thebifiexi before and after
outsourcing was. 60% of the respondents felt thatidility had improved after
outsourcing, with 10% of respondents saying flditibihas reduced. 30% felt the

flexibility has remained constant.

Reduced
10%

Constant
30%

Chart 3 — Flexibility Performance

The respondents were also asked to rate the pexfmenof service delivery before
and after outsourcing. 79% of the respondentgtielt service delivery had improved
after outsourcing.13% felt the service delivery lmadatly improved. On the other

hand 8% felt the service delivery had reduced.
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Greatly Improved Greatl{; ql‘lbeduced Reduced
13% 40

4

Chart 4 — Service Delivery performance

On innovations 68% of the respondents felt thabwation had remained constant
after outsourcing whilst 18% felt that the innowatihad greatly improved, while 5%

felt innovation had reduced.

No Response Reduced
9% 5%

Greatly Improved
18%

Constant
68%

= Reduced = Constant = Greatly Improved = No Response

Chart 5: Innovation Performance
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36% of the respondents felt that the productiohriee has remained constant after
outsourcing while 37% felt Production technique Inaproved after outsourcing.

27% felt that the production technique has reduced.

Reduced
27%

Improved
37%

Constant
36%

" Reduced = Constant Improved

Chart 6 — Production technique performance

57% of the respondents felt that customer satisiad¢tas improved after outsourcing
but 33% feel that customer satisfaction has redacédther 10% felt that customer

satisfaction has remained constant.

Reduced
33%

Improved
57%

Constant
10%

wReduced wm Constant Improved

Chart 7 — Customer Satisfaction Performance
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When asked for further commen®&% of the population sampled felt that product
quality had reduced, 3% also felt a loss of conbradr operation, and additional 3%
also felt the safety performance had also greattjuced. On the other hand another

3% felt that costs had reduced.

4.6 Secondary Data Review
To support the findings on the primary data cold¢ctsecondary data was collected
from company records from 2008 to 2015, the findiage recorded below.

Table 7 — Summary of secondary data collected

Year 200 | 2009 | 2010| 2011} 2012 2018 2014 2015
8

Distribution Costsas|1.49| 1.65| 1.68| 184 210 143 094 115
a percentage of

Company Sales

Product quality 76 73 53 43 65 54 51 77
complaints as a
percentage of total

company complaints

Source: researcher (2016)

From the results above, we see that the cost tilifon was rising up until 2012,
when the distribution was fully outsourced, frone tyear 2012 the distribution costs
drastically reduced, thus proving that outsourdiag led to reduction of distribution
costs.The complaints on Quality have gradually been regduérom 2008 to 2011,
but after outsourcing the manufacturing function2dl2, we see that the quality
complaints have started to gradually increase hgalie highest percentage of 77% in

2015.
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4.7 Conclusion of the Findings

From the data analysis, it can be concluded the¢Sey Eastern and Central Africa
Limited has indeed outsourced. Some operationsudinoy) manufacturing and
distribution have been fully outsourced. Other afiens like human resources and
warehousing have been partially outsourced. Thdysaiso found out that some
operations have not been outsourced at all; thedede finance, sales & marketing
and Information technology. The major drivers oftsmurcing are cost reduction,
followed by cost saving and capital investment ofidum; to focus on core business
was also found to have been one of the major driwdroutsourcing. From the
findings, we also see that outsourcing has impagtesitively on the performance of
the organization. There has been notable improveorethe reduction of distribution
costs. A lot of the employees felt that costs, potidity and service delivery had
improved, but there were some concerns on thebiléyj innovations, quality and

customer satisfaction.
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CHAPTER FIVE: KEY FINDINGS, CONCLUSIONS and
RECOMMENDATIONS
5.1 Introduction

This chapter summarizes the research findings sb ghresents the summary,
conclusions and recommendations of the study. Tmelasions were based on the

survey objectives and proposed findings of theystud
5.2 Summary of Findings

The study sought to establish the extent of outsogy the drives of outsourcing and

the result of outsourcing on the performance ofelbsey Eastern and Central Africa
Limited. The research established that Manufacturing anttiision functions were

outsourced to a large extent, finance managemerdtomer service, sales and
marketing were found not to be outsourced. Humaouees and warehousing were
found to have been partially outsourced. The redpots were also asked to suggest
additional areas where they felt the organizatiamuld also outsource. 13.3%
suggested outsourcing of procurement activities¥ 38uggested outsourcing of
housekeeping, warehousing and financial data e@tkier operations which were
proposed for outsourcing were Human resources &gtlayesearch & development,
petty cash management, protective gear managefmeamt,office management, staff

transport and team building activities.

From the findings of the study, the major driveattted to outsourcing was found to
be Cost reduction at 23%, Cost savings and capiaktment reduction were found
to be the second greatest contributors both scofié®, The next driver of
outsourcing was to improve company focus on corgviaes, aim to increase

flexibility which came at 12%, improving productality at 7%, to facilitate market
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penetration at 6%, to take advantage of suppliexatgr innovation capability at 4%,
the least driver was found to be to increase vditigim demand that came in at 1%.
Further questioning of the respondents on whatrdtdetors they thought drove the
organization to outsource, 33% felt that humanuesmmanagement and reduction of
headcount contributed to the outsourcing deciaadnsther 15% thought sharing risks
or mitigating risks, contributed to the outsourcibgcision. 11% suggested that the
organization had outsourced in order to reducetydfazards on the employees.
Other drivers to outsourcing were time managemengain expert knowledge and
technology, to focus in offering quality sales se#g, to control wear and tear, as an
exit strategy form markets, to reduce inventorydivaj and to gain global competitive

advantage.

On the effect of outsourcing on the operationafgrerance, the respondents were
asked to indicate if they agreed that outsouraifigeénced the performance measures
listed. 77% of the respondents strongly felt thatsourcing influenced the costs of
operations in the organization, 77% also agreet gr@ductivity was influenced by
outsourcing. 53% felt outsourcing will influencexibility but 20% felt disagreed
with it. On quality, only 47% agreed that outsoogcwill influence it, but 30% felt
outsourcing will not contribute to quality. 74% agd that service delivery will be
influenced by outsourcing. 74% agreed that serdieevery will be influenced by
outsourcing, while 23% neither agreed nor disagre®&ctording to the results,
innovation and production technique did not chadge to outsourcing. 67% of the
respondents agreed that outsourcing will affectaruer satisfaction while 16% felt

that customer satisfaction will not be influencegdooitsourcing.

The study also sought to compare how some perfarenameasures differed before

and after outsourcing, from the findings, flexityilwas found to have improved by
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60% of the respondents, while 30% felt the no ckaag flexibility. 79% of the

respondents felt service delivery had improved 8%t felt that it had reduced. 68%
felt the innovation had remained constant. On ttealyction technique, 36% felt it
had remained constant, 37% felt it had improvedevkv% felt it had reduced. 57%
felt that customer satisfaction had improved bux3elt it had reduced. Additional
areas of concern were that outsourcing had lecéédoaed product quality, reduced

costs, and reduced safety performance.

The secondary data confirmed that Outsourcing bagributed to reduced costs of
distribution, this is evidenced by the fact thastribution costs as a percentage of
company sales were increasing while using the cawipalistribution vehicles up to
2012, but after outsourcing, the costs have grigimden decreasing. On product
quality the secondary data showed quality perfoceamad reduced, as a matter of
fact, the highest level of complaints were expergeh during the time the

manufacturing had been fully outsourced in 2015

5.3 Conclusions

The study established that Diversey Eastern andr&effrica limited had indeed
outsourced some of its operations. These were eegdefrom the participants from
different departments of the organization that oesied. On the other hand, the study
established that the organization could also outsowther operations that the
employees suggested, especially procurement arahdin operations. The main
drivers to outsourcing were found to be Cost radactcost savings and capital

investment reductianThe least drivers to outsourcing were found to déntrease

feasibility in demand and to take benefits of sigrfd greater innovation capability.

On operations performance, the study confirms tbatsourcing does indeed
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contribute positively to cost savings, productivigervice delivery and customer
satisfaction. However from the study we find thet tespondents have noted that the
flexibility, quality, production technique and caster satisfaction to some extent
have been affected due to the outsourcing decisioording to Brannemo (2006)
many organisations are choosing outsourcing asategl believing it will help them
to reduce costs, gain access to other companiepatencties, and permit them to
concentrate on their own main abilities, while Daay Eastern and Central Africa
have experienced a lot of this benefits accordinthé study, we see that the quality

of products, customer satisfaction, flexibility andovation have not benefited much.

5.4 Recommendations

The benefits of outsourcing are tremendous butHeroutsourcing organizations to
work well, Proper research should be carried owtrtsure the service providers are
capable of delivering the required services befmrgaging them for any business.
Standard operating procedures should be agreed apdncommunicated early
preferably before the start of any outsourcing ti@hship. For the organizations
outsourced to regular supplier audits should beethout to ensure they comply with
the standard operating procedures set. This ix@ordance with the Agency cost
theory that suggests that the organization thautsourcing needs to continuously
seek to monitor and strengthen the ties with thesaucing partner (Barney &
Hesterly, 1996). During the outsourcing relatiopsbioth parties should ensure
communication lines are open. So that if the sepmkperiences any challenges they
can be able to communicate to the organization,iftite organizations needs any
clarity, they should be able to reach the serviawigers fast. Payment terms should

be agreed upon and adhered to, this will ensureellationship is not strained hence
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leading to a committed supplier who shall not coonuise on quality of service or

product delivered.

On innovations, Thompson's (1965) defines Innovaas the generation, acceptance
and implementation of new ideas, processes, preducservices. The study showed
that by outsourcing the organizational innovati@d remained constant to a large
extent. Organizations seek opportunities for chahgaugh innovation in the current
volatile and uncertain business environments. latiom will not only help the
organization to survive but it will also help itcessfully compete. This implies that
the organization when making an outsourcing decisimould also consider partners
who will support it to become more innovative byeoing superior ideas, services

and flexibility to enable adaptation to changes.

The organization needs to critically re-evaluate tality performance of the
organization, if not addressed promptly, the deswaa quality performance will lead
to loss of customers and demotivation of staff. e Tost of replacing a profitable
customer can be significant; therefore the orgdimzaneeds to continuously work on

improving the quality in an effort to retain thestomers.

5.5 Limitations of the study

This study focused on one organization the linotatrising from this is that the
findings may not be applicable to other compamestiher industries in Kenya
because these findings are specific to the orgaoizar organizations in the same
business. The primary data collected by the Ligeale may have biases of the
respondent reflected in the results. This mightefoge lead to results being

dependent on the attitudes of the respondent. ythrage been possible to receive
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different responses from different respondents deing on the exposure of the
respondent and the length of time the respondentvoaked for the organization.
Manufacturing costs could not be obtained fromdabi@pany financial records, this is
because the cost of goods sold was combined todaaiost of goods manufactured
and costs of imported products. Hence the reseacchid not be able to ascertain if
outsourcing the manufacturing function had actulaidito reduced manufacturing

costs.

5.6 Suggestions for further study

This study can be carried out using a wider popraof study across a mix of
industries in Kenya so as to get findings thatagpplicable to all industries in Kenya

where outsourcing is evident.
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Appendix 1: Questionnaire.

The questionnaire seeks to obtain data from Diyeisastern and Central Africa
Limited employees. It will seek to determine thetdf® of outsourcing within the
organisation, the key drivers of outsourcing, amel general effect of outsourcing on
the firm’s performance. The findings of the resbangll be useful to manufacturing
organizations for the planning, implementing andprioving of the outsourcing

practice. Please give your honest opinion as fraglgossible.

SECTION I: EMPLOYMENT PROFILE & GENERAL INFORMATIO N
1.1 Name (OPLIONAL) ... ... e e e e e e e e
1.2 Designation (where applicable)..........cccoo v
1.3 DePartMENt ... .o e e e

SECTION II: EXTENT OF OUTSOURCING

a) To what extent has Diversey Eastern and CeAfirata limited outsourced the
following activities, (With5 being to a Large Extent addoeing Not at all)

Nos | Extent of Outsourcing 5 4 3 2 1

1 Manufacturing

2 Distribution

3 Human Resources
4 Finance Management
5 Customer Service

6 Warehousing

7 Sales and Marketing

8 T

(@1 [T
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b) In the space provided below, please suggesttiaddi areas where you feel

Outsourcing can be applied in Diversey EasternGemntral Africa Ltd

SECTION 111: DRIVERS OF OUTSOURCING

a) Rank the following in terms of being the greatestributor to outsourcing, with 1

(One) being the greatest contributing factor tasoutcing

Drivers of Outsourcing

Cost Reduction

Cost Saving

Capital Investment reduction

Improved Company Focus on core activities

Increase flexibility

Improve product quality

Increase variability in Demand

Take advantage of suppliers greater innovationlmagya

To facilitate market penetration

b) In the space provided below, please list anyerfactor that you think drives

Diversey Eastern and Central Africa Ltd to outseurc
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SECTION 1V: OUTSOURCING AND OPERATIONAL PERFORMANCE

a) Below are some performance indicators, indioateg a tick {) to what extent do

you agree that outsourcing has influenced the pedaoce of the firm. Rate using a

scale of 1-5, wheret strongly disagree? Disagree3 neither agree nor disagreg,

agree5 strongly agree

Performance Indicator

Strongly
Agree

Agree

Neither
Agree or

Disagree

Disagree

Strongly
disagree

3

Costs

Productivity

Flexibility

Quality

Service Delivery

Innovation

Production technique

0 N| O O M W N| B

Customer satisfaction

()1 1<) S

b) In your own opinion how would you rate the penfi@ance indicators below before

and after outsourcing some of the operations obtlganization.

Performance Indicator

Greatly

Improved

Improved

Constant

Reduced

Greatly
Reduced

5

2

1

Flexibility

Service Delivery

Innovation

Production technique

gl | W N

Customer satisfaction

(@1 [T £ T

Thank you for your valued input.
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Appendix 111: Check Lists for Secondary data coll¢mon

The researcher will collect data from the compaegords from the year 2008 to

2015. The table below will guide on data to beesitd
Section 1: Costs

Distribution Costs as percentage of Company Sales

Year 2008 | 2009 | 2010f 2011 201i

A4

201

20

14

20

15

Distribution Costs as

D

percentage of Comparny

Sales

Table (i)

Cost of goods Manufactured as a percentage of Coyrfpales

Year 2008 | 2009 | 2010f 2011 201i

A4

201

20

14

20

15

Cost of goods
Manufactured as a
percentage of Compary

Sales

Table (i)

Section 11: Quality of Products

Complaints related to product quality as a perggta Total Company complaints

Year 2008 | 2009 | 2010/ 2011 2012

201

3

20]

14

20

15

Product quality
complaints as a
percentage of total

company complaints

Table (iii)
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