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ABSTRACT

Outsourcing is a growing phenomenon driven by cegtiction, reduced time cycle and access
to highly skilled professionals. Although there aeod reasons to outsource, a number of
potential obstacles and problems associated wittsoatwcing are also recognized. While
outsourcing is associated with several importamebts, it also entails number of risk factors.
The banking industry is currently facing stiff coatipion from other emerging banks and
financial institutions in terms of performance aswtvice delivery to the intended customers in
the society. The purpose of the study is to idgntife business operations that Standard
Chartered Bank Kenya Limited outsources, identifg factors that drive Standard Chartered
Bank Kenya Limited to outsource its business opamatand to establish the challenges facing
Standard Chartered Bank Kenya Limited in implenmentihe adopted BPO strategies. This
research was a case study. The researcher usearpdata sources. Primary data was collected
by use of structured interview guides. The researthus used content analysis to analyze the
data. From the study findings, the study concluithes the business operations that Standard
Chartered Bank Kenya Limited outsources includermftion systems, accounting, auditing,
archiving, cash sorting, product design, securigyspnnel, transport, training, market Probe
services, facilities management, card transactionitoring, network services outsourcing and
payroll. The study also concludes that the factbed drive Standard Chartered Bank Kenya
Limited to outsource its business operations inelad need to realize cost efficiency; for
technical considerations, increase productivityirenance and the need to focus on core
activities. The challenges facing Standard Chadt&ank Kenya Limited in implementing the
adopted BPO strategies include lack of capableicerproviders, financial risk, lack of
compliance with the contract, opposition from intdrstaff. The study recommends that for
Standard Chartered Bank Kenya Limited to succeeditsn outsourcing strategy good
communication should be ensured, job quality shdudda priority, strict rules should be
implemented to guide outsourcing, an explanatiosukhbe given to the entire staff why the
bank has to outsource, benefits of outsourcing lshalso be made clear to all the bank
members, there should be a thorough follow-up (stien) so that the work is done
professionally and in good time and also costs lshbe considered before outsourcing to make
sure that they do not exceed the benefits of outsug!



CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Outsourcing is an arrangement in which one compganyides services for another company
that could also be or usually have been providetiomse. Outsourcing is a management
approach that allows delegating to an external tagparational responsibility for processes or
services previously delivered by an enterprisealt be defined as “the purchase of a good or
service that was previously provided internally’Ini@ti and Kathawala, 2000). In general
outsourcing can be related to make —or- buy detwssan intermediate goods, to the hiring of
temporary labour, and to the use of external sesvi€he term outsourcing is used to describe all
the subcontracting relationships between firms, tedhiring of external workers we presume
that firms engage in outsourcing activities becatisy expect a positive impact on firm
performance by saving resources in terms of bdibuaand capital. If for instance intermediate
goods are no longer internally produced but puretidsom an external supplier, this leads to a
reduction of both labour costs and capital invesiisieln the absence of transaction cost, a firm
will decide to outsource, When the market pricednroutsourced activity is lower than internal

marginal costs for that activity (Fixler and Sieded99).

Outsourcing is a fast-growing aspect of the woddr®my with a worldwide spending of about
US$ 3.7 trillion in 2001 (Clott, 2004). Busines®&ess Outsourcing (BPO) has been suggested
as one of the biggest area of growth in the outsogmarket. Nevertheless, many organizations
are still reluctant to outsource business procegsdsare part of their core business (Kakabadse

and Kakabadse, 2002).



Outsourcing is a management approach by which ganaation delegates some non-core
functions to specialized and efficient service jpdevs. In the era of ‘global market’ and ‘e-
economy’, outsourcing is one of the main pillarstted new way to conceive the relationship
among companies. Despite outsourcing large diffysimge business cases and big deals of
documentation available on network or press, tieen® structured procedure able to support the

governing the evolution of a generic outsourcingepss (Fransceschini and Galleto, 2003).

Standard Chartered Bank Kenya limited is a findnaistitution whose core activities involve
banking. The bank has invested heavily in infororatiechnology to help improve efficiency
and effectiveness. To help allow the Bank concéatom its core business of banking, the
management decided to outsource non core bankivice® These saw the engagement of
several vendors to supply various non banking sesvio the Bank as it concentrated to its core

banking services.

1.1.1 Concept of Business Outsourcing Strategy

Business process outsourcing refers to an Orgamiz#tat contract with another company to

provide services that might otherwise be perfortmgth-house employees (Clott, 2004).

Many large Organizations outsource jobs such dsceater services, cleaning, Security, e-mail
services, and payroll. These jobs are handled pgrage companies that specialize in each
service. One of the most familiar forms of outsaugcis business process outsourcing (BPO),
like transferring the operational ownership of @manore of the firm’s business processes to an

external supplier that, in turn, administers thecpsses according to some predefined metrics.



Business Process Outsourcing refers to the reggnaent of entire business functions to some
other service providers, primarily in low cost ldoas. The service provider may be either self-
owned or a third party (Lankford and Parsa, 199%)s relocation or transferring of business
processes to an external provider is essentialgctmmplish increased shareholder value. BPO
involves business process management and outsQuiBuUsiness process management utilizes
technology aimed at revamping the process, trimndiogn unnecessary steps, and eliminating
redundancies. On the other hand outsourcing useficipncy and resources of dedicated
external service providers to execute many of tliesdamental yet non-core activities (Mclvor

and Humphreys, 2000.

1.1.2 Challenges of Implementation of the Busine$socess Outsourcing Strategy

According to Vaniet al. (2008), the successful implementation of any sgnain an organization
takes more time than its formulation which can ldmgle managers' attention to execution details
thereby leading to failure in achieving the setlgo@hese challenges may include: identification
and inclusion of key stakeholders successful implaiation. Such challenges if not dealt with in

time may hinder the achievement of intended purpbsiee BPO.

In general, most organizations do not achieve tereld benefits from the outsourcing process.
The acquisition of resources from outside doesbyatself, guarantee competitive advantage to
the firm. There are daunting challenges that hirtlerdemand of the outsourcing process of
which lack of capable service providers, fear df joss, loss of control, failure to realize the
hidden costs of contact, lack of organizationalpgupand loss of critical skills are the major

ones.( Blumberg, 1998; Lazzaque and Sheng, 1998, 2003).



1.1.3 The Banking Sector in Kenya

The banking industry in Kenya is governed by thenpanies Act, the Banking Act, the Central
Bank of Kenya Act and the various prudential guites issued by the Central Bank of Kenya
(CBK). The banking sector was liberalized in 199%l a&xchange controls lifted. The CBK,
which falls under the Minister for Finance’'s dockeés responsible for formulating and
implementing monetary policy and fostering the idjty, solvency and proper functioning of the
financial system. The CBK publishes information Kenya’'s commercial banks and non-
banking financial institutions, interest rates artkler publications and guidelines (Central Bank

of Kenya, 2010).

The banks have come together under the Kenya Ba#isociation (KBA), which serves as a
lobby for the banks’ interests and also addresseges affecting its members. There are forty six
banks and non-bank financial institutions, fifteaitro finance institutions and one hundred and
nine foreign exchange bureaus. Thirty-five of tremls, most of which are small to medium
sized, are locally owned. The industry is dominabgda few large banks most of which are
foreign-owned, though some are patrtially locallyn@d. Ten of the major banks are listed on the
Nairobi Stock Exchange. The commercial banks ana-bamking financial institutions offer
corporate and retail banking services but a smathlver, mainly comprising the larger banks,

offer other services including investment banking.

The banking industry is facing a competitive enmiment among the many banks operating in
Kenya, exemplary customer service is one of théngjgishing characteristics that banks can
exploit to establish a competitive edge. Since mumtks offer comparable products and
services, they continually search for a competitidgantage that will attract new customers and

help them retain existing ones. Banks thereforestrandeavour to develop innovative programs
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and initiatives to maintain superior customer ss\evels while remaining profitable (Mullei
and Masai, 2006). Over the last few years, thekBansector in Kenya has continued to grow in
assets, deposits, profitability and products afigriThe growth has been mainly underpinned by;
an industry wide branch network expansion strategth in Kenya and in the East African
community region and automation of a large numlfeseovices and a move towards emphasis

on the complex customer needs rather than tradittoff-the-shelf’ banking products.

Players in this sector have experienced increasetpetition over the last few years resulting
from increased innovations among the players amdardrants into the market. The key issues
affecting the banking industry in Kenya are: - apes in the regulatory framework, where
liberalization exists but the market still contisue be restrictive, declining interest margins due
to customer pressure, leading to mergers and reaggsons increased demand for non-
traditional services including the automation daeage number of services and a move towards
emphasis on the customer rather than the produadt;iraroduction of non-traditional players,
who now offer financial services products. The baglksector is poised for significant product
and market development that should result in furdomsolidation of the banking sector (CBK,
2010). Thus basing the study on an organizatidhigisector provides a suitable context for the

study of strategy implementation issues.

1.1.4 Standard Chartered Bank Kenya

Standard Chartered PLC is the parent company ofimber of banks and financial service
companies spread across the world. Its largestidiaby is Standard Chartered Bank, which
accounts for the overwhelming majority of its openas. Standard Chartered was formed in
1969 as a merger between the Standard Bank ofsiBriiouth Africa, which did business

throughout Africa, and the Chartered Bank of Inddstralia and China, which operated
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branches throughout India, China, and South Eagtsiamm Standard Chartered Bank opened its
branches in Kenya in January 1911, with 2 brancbes;at Treasury Square in Mombasa and
the other on Kenyatta Avenue in Nairobi. Today, Mehrs later, the Bank has an excellent
franchise, with a network of 32 branches stratdlyi¢acated across the country, 84 Automated
Teller Machines (ATMs) and 1,040 employees. With%2%ocal shareholdings, Standard
Chartered Bank has remained a public quoted companthe Nairobi Stock Exchange since
1989.

As the oldest foreign bank in Kenya, it enjoys akaetishare of approximately 27%. The Bank
has two core business divisions: — Wholesale Banlkand Personal Banking. These two
businesses are supported by the functions of Qpesat& Technology, Finance, Human
Resources and Corporate Affairs. The corporateirstdutional business is mainly handled out
of the four major cities in Kenya: Nairobi, Mombagasumu and in Eldoret TownThe banks
srategy is to be the world's best internationalkba@ading the way in Asia, Africa and the
Middle East. Its focus is on building deep andglstanding relationships with its clients and

customers and constantly looks to improve the guafiits products and services.

1.2 Research Problem

Business process outsourcing has been a rising inesutsourcing since the end of 1970s. Most
common type of business process outsourcing, irdbam technology outsourcing, started to
become more popular in the 1980s. In the same itifobemation and computer systems become
more complex and new possibilities for companiesdek competitive advantage were found
(Mierau, 2007). Outsourcing is a fast-growing aspdcthe world economy with a worldwide

spending of about US$ 3.7 trillion in 2001 (Cl®604). Business Process Outsourcing (BPO)

has been suggested as one of the biggest areavathgn the outsourcing market.
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Nevertheless, many organizations are still relud@mutsource business processes that are part
of their core business (Kakabadse and Kakabad€§2)2Binancial institutions are facing a new
reality with the evolving mobile and online behawi® of customers and partners who demand

new and uninterrupted services, 24/7.

Additionally, pressures to deliver improved trangpay and risk management, reduce costs, and
successfully navigate an ever-changing and coretelidfinancial ecosystem is adding to the
complexity. As resources in the financial servigedustry continue to become even more
strapped, institutions are turning to outsourcisgaaway to reduce costs. Outsourcing is a
growing phenomenon driven by cost reduction, redugee cycle and access to highly skilled
professionals. Although there are good reasonsit®oarce, a number of potential obstacles and
problems associated with outsourcing are also r@zed. The banking industry is currently
facing stiff competition from other emerging bankad financial institutions in terms of

performance and service delivery to the intendedacners in the society.

The benefits of IT outsourcing in the Banking andaRce Industry (BFI) seem to be quite well
understood from both an academic and a practiti®r@erspective. However, we still lack
thorough and empirically validated understanding tioé risks of outsourcing, especially
concerning business processes. This raises questioout the impact of risk facets such as
financial, strategic, performance and social risks outsourcing decisions in banks and
ultimately challenges the field to propose soundsawrcing decision support that considers

benefits and risks.



Previous studies relating to business process ouisg have been undertaken as depicted
below; Kinyua (2010) conducted a study based onntipact of business process outsourcing at
Kenya Power and Lighting Company Limited. Nyara(®001) found out that most outsourcing
initiatives are formed with clear objectives, howe¥ implementation is not carried out well it
might account for the dissatisfaction in outsougciMachoka (2008) conducted a study on

business process outsourcing strategy in the adslial industry in Kenya.

Another study undertaken by Kirui (2001) focused BT (British American Tobacco) as a

case study; it focused on how competitive advanthgmugh outsourcing of non-core logistics

activities within the supply chain of BAT could beneficial. Drawn from the above studies, it is
observed that no known study has been carried mthe challenges facing Standard Chartered
Bank Kenya in the implementation of the businesg@ss outsourcing strategy. Consequently,
this study sought to address the following questiahStandard Chartered Bank Kenya. What
are the challenges of adopting business processowging strategies? Thus, the study

endeavors’ to bridge the gap in the above studiaducted in different fields and environments.

1.3 Objectives of the Study
The objectives of this study were:-
i. To identify the business operations that Standatér@red Bank Kenya Limited
outsources.
ii.  To identify the factors that drives Standard ChradeBank Kenya Limited to outsource its
business operations.
iii. To establish the challenges facing Standard CleaitedBank Kenya Limited in

implementing the adopted BPO strategies.



1.4 Value of the study

This study would assist in addressing issues rgjato the body of strategies adopted for
business processes outsourcing in which firms o@erg particularly in the following areas:

Government and policy makers at various levels @nagement would gain value added
information on adapting business processing outsogirin response to changing competitive
environment. For instance, the managers respon$ibletrategies may use the findings to
formulate effective monitoring and control systetosmitigate against the challenges while

formulating and adopting strategies for businesggssing outsourcing.

Academic scholars and researchers would be alidertow from the findings of this research to
support literary citations as well as develop therue further research. Specifically, the study
would make theoretical, practical and methodoldgicantributions. The findings would
contribute to professional extension of existingwtedge in business processing outsourcing by
helping to understand the current challenges faptg these strategies and their effects on

environmental response in various financial inits in general.

Stakeholders would benefit from this research asiild be an important blueprint for the other
players in the banking and financial industry (BHhe findings of this study would act as a
reference source for other commercial banks edpecsiden planning on which services to

outsource.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This section draws on literature in the area ofifess process outsourcing and the challenges
encountered while adopting the BPO strategies. ri&&ry material such as books, journals, and
articles which carry previous research work ondhely topic are analyzed. The material is of
importance to this study as it forms a basis faensbations which will be made during the study

in line with the study aims and objectives.

2.2 Theories of Business Process Outsourcing

This section reviews the theoretical framework ohicl the concept of business process

outsourcing is built. Specifically, the section eoy the resource based theory,

2.2.1 Resource-Based View

According to Barney (1991) the resource based vigwased on the concept of productive
resources. In this strategic theory, the firm iswed as a collection of physical and intangible
resources that enable it to compete with otherdirnit makes the assumptions of resource
heterogeneity and resource immobility. Resourceerbgeneity is the assumption that the
resources that firms possess and the strategigpthisue are idiosyncratic to the firm. Resource
immobility is the assumption that all resourcesraseperfectly mobile, that is, all resources may
not be bought and sold in open markets to createuree homogeneity between firms.

Competitive advantage is gained through resouttasare valuable, rare, imperfectly imitable,

and without strategically equivalent substitutesl€§, McGee and Rasheed, 2004).
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A conceptual understanding of these constructsssrdial to understand the relationship of this
theory to other theories. Value refers to the gbibf a firm attribute to exploit specific
opportunities and counter threats in the envirortm@nly when a firm attribute possesses value
does it become a resource (Brown and Wilson, 200%).provide sustained competitive
advantage, a resource must also have the remaimieg qualities. The resource must be rare
among the firm's present as well as potential camgps. As long as the number of firms
possessing this resource is less than the numbdemsf needed to generate perfect competition,
the resource is adequately rare to potentiallytereampetitive advantage (Beaumont and Sohal,
2004). A resource may be imperfectly imitable daeaty of the following three factors: it is
dependent on unique historical settings; its refatto competitive advantage is causally
ambiguous; the resource is socially complex (EB996). Non-substitutability indicates that
there are no strategically equivalent substitubed &re valuable but are either imitable or not
rare. If potential competitors can easily acquirénatate these substitutes for the resource, then

the resource does not provide a means for sustaoragetitive advantage.

The resource based view does not address the afstien boundaries directly. Silverman

(1998) posits that the resource based view imphed a firm should possess all valuable
resources within its boundaries, and thereforeumaleremphasized a firm's seeking competitive
advantage through outsourcing rather than by expgnorganizational boundaries. However,

since the theory does not explicitly make this fsfjgn, it can be easily extended to include
outsourcing. According to Gilley, McGee & Rashegf)04), on the antecedents to outsourcing,
studies using this theory assume that a firm isabt¢ to internalize more than a few resources.
The firm then decides between all the resourceg tleed by comparing the attributes of the

resources with each other. Resources with grealee\and rareness and lesser imitability and
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substitutability are internalized while the othesources are outsourced. However, the resource
based view may also guide the decision even ituatgdn in which a firm does have the luxury
of internalizing all resources. The decision tosoutce is a decision to replace a resource that

the firm possesses with a resource in the extemaltonment (Conner, 1991).

The resource acquired should therefore be of greatae and rareness and of lesser imitability
and substitutability than the resource previousigsessed by the firm. Hence, a comparison of
the resources of the firm with the resources ofdeerfirms is more crucial in deciding which
resources to outsource than comparing the firmsuress to each other (Beaumont and Sohal,
2004) From a purely resource-based perspective, raspurce that provides a greater
competitive advantage than a substitute resoureé ¢hn potentially be acquired through
outsourcing should be internalized, while otheloueses should be outsourced. This decision,
however, is affected by other factors, as predittgadconomic theories. It may be noted here
that the fact that a resource may be outsourcetidmiine availability of substitutes, which could
possibly reduce the resource's potential for susthcompetitive advantage. The resource may
still possess this potential if the substitute vese is rare and imperfectly imitable (Al-Qirim,
2003). The resource based view also makes anotbdicpon from its perspective as a unique
combination of resources: a resource may be mar@ugtive in combination with certain other
resources (Conner, 1991). Therefore, a firm hagasan to internalize when an equivalent
resource is available in the environment. If theotece can create greater value in combination

with the firms other resources than if it was outsed, the resource should be internalized.
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In terms of the outcomes of outsourcing, the resowhould be able to provide the ability to
generate above normal rents. Obtaining above noretakns requires that the outsourced
product is distinctive or available at a lower ctisan identical products (Al-Qirim, 2003).
Sustained competitive advantage may not be possibigh outsourcing according to the
resource based view as this requires the resoordee trare, imperfectly imitable and non-
substitutable. However, it has achieved a uniquabioation between the outsourced resource
and other internal firm resources are possible. Thecept of core competences has been

developed on the basis of the resource-based ti¢€onner, 1991).

Prahalad and Hamel (1990) defined the core comgpieteras the collective learning in the
organisation, especially how to coordinate divepseduction skills and integrate multiple
streams technologies. The application of conceptané competences in outsourcing became
very popular among researchers. The concept has gredominantly used to develop and test
various outsourcing decision frameworks arguing tha core activities shall remain in house.
Learning and communication premises of the conoegde it also applicable in the Managing
relationship and Reconsideration phases. Vendanrspetences are assumed to be one of the
most important factors that influence success ob@isourcing arrangement (Levina and Ross,

2003).

According to Barney and Hesterly (2006), the carenpse of the resource-based view is that
resources and capabilities can vary significantigoss firms, and that these differences can be
stable If resources and capabilities of a firm miged and deployed in a proper way they can
create competitive advantage for the firm. The wes®based view in outsourcing builds from a

proposition that an organization that lacks valaakdre, inimitable and organized resources and
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capabilities, shall seek for an external provideoider to overcome that weakness. Therefore
the most prominent use of the theory is in the grafion phase of the outsourcing process for
defining the decision making framework and in thendor selection phase for selecting an
appropriate vendor. The theory has been also usaexkplain some of the key issues of the

Managing relationship and Reconsideration phaseh@fad and Hamel, 1990).

2.2.2 Transaction Cost Economics

According to Conner (1991) transaction cost ecowesnfTCE) looks at firms as avoiders of
market costs by analyzing the relative efficientyh® market in comparison to internalization.
This theory was pioneered by Coase in 1952 whoigiestithat "a firm will tend to expand until
the costs of organizing an extra transaction withafirm become equal to the costs of carrying
out the same transaction by means of exchangeeoopn market or the costs of organizing in
another firm". If the market is perfectly compet#tj outsourcing may be more efficient than
internalization. However, these conditions may atways exist. Williamson expanded on
Coase's framework by identifying specific instanedsere firms can avoid market costs by
internalizing. This approach has two behaviorabaggions that pay more attention to "human
nature as we know it" - bounded rationality and arpymism. Bounded rationality recognizes
that agents possess limited abilities in formufatend solving complex problems and in
processing information, and therefore they rematehdedly rational, but only limitedly so"

(Prahalad and Hamel, 1990).

The agents are also simultaneously subject to d&pem, or self-serving with guile. All
transactions in a market are associated with ptamtucosts, as well as additional costs due to

incomplete contracts caused to bounded rationaifity the risk of opportunistic behavior. These
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costs depend on the asset specificity, small nusnbargaining, and imperfect information.
Asset specificity refers to the amount of dependeais asset has on an input or producer to
which it is specific. A resource that is highly esspecific requires highly specialized or
idiosyncratic assets. This can arise in one or nebrtaree ways; site specificity, physical asset
specificity and human asset specificity (Clott, 200This puts the producer at a higher risk as
the assets are so highly specific that they cabeaasily transferred elsewhere. This can lead to
a lesser number of suppliers, and a potential fsrcampetitive opportunistic behavior by the
suppliers. This condition creates small numbergdiamg, as a replacement for the asset cannot

be found without cost (Hussey and Jenster, 2003).

Imperfect information is the condition that it igfidult for the buyer to assess the performance
of the vendor, and a complete contingent contracnat possible, leaving open risk of
opportunistic behavior by the latter. Transactiosteeconomics assumes that there is no danger
of opportunism within the firm, and a firm theredagxists to decrease opportunistic potential. It
predicts that when the conditions of asset spdgifiemall numbers of transactions, and
imperfect information exist simultaneously, a fimould internalize the production of this asset
(Elmuti and Kathawala, 2001). When these three itimmd do not exist simultaneously, the
opportunistic potential of the vendor is not sigraht, and market transactions will dominate
instead. Under the conditions of low asset spetififrequent transactions, and more complete
information, the vendor may achieve economies a@lesdy outsourcing to several firms
requiring the same asset or resource. This wouddltrén a decrease in production cost for the
buyer. From the above, we note that only TCE adeéseutsourcing directly, as it deals
primarily with firm boundaries (Lau and Zhang, 2DOBCE deals with both the antecedents as

well as the outcomes of outsourcing.
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2.2.3 Contingency Theory

According to Drazin & Van de Ven, (1985), most posjtions in organizational research may be
considered a contingency theory as long as thegifgpe relationship that holds during certain
conditions. Structural contingency theories mayrdf@e, vary greatly in terms of their
constructs and predictions. However, all of thenaldeith the concept of ‘fit' between
organizational variables and environmental varigbldowever this concept of fit may vary
greatly as well and may be construed to mean moderanediation, matching, gestalts, profile

deviation, and co variation (Venkatraman, 1989).

Under this view, it is suggested that organizatithred face a high degree of uncertainty in their
environments, for example due to fluctuations intseand/or prices, may seek to ensure some
stability by entering into outsourcing contract®flerg and Ungson, 1987). This framework may
be understood in context of resources with regarasitsourcing. An organization has selected,
acquired and combined a set of resources that aveitable in the environment. However, these
resources may not be sufficient for it to meegisals. This causes the organization to perceive a
gap between its present capabilities and its irgdrapabilities. This gap may be also caused by

the dynamics of the external environment.

The changing environment may expose new opporasénd threats to the firm (Venkatraman,
1989). This again causes the perception of a gapelka the present resources of a firm and
those needed to exploit opportunities and coulhterats. The organization seeks to achieve a fit
between the resources of the firm and the competénvironment by acquiring the resources in
the gap either through outsourcing or internalizi@pntingency theory would predict the

decision to be a result of the fit between envirental and firm-level factors. If the environment
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is uncertain, the firm cannot predict whether tbsource would be needed in the future (Koberg
and Ungson, 1987). The resource may lose valuevantt no longer be able to generate rents,
or imitations or substitutes of the resource mayvealable that may have higher value. In such
a situation, the firm may decide that greater fidity may be achieved through acquiring the
resource through short-term outsourcing rather thaimternalizing through heavy investments.
Therefore, from the perspective of contingency themvironmental uncertainty or dynamism is
an antecedent to outsourcing. We posit that greateironmental uncertainty will lead to an
increasing in outsourcing. As a consequence ofoouttng, the contingency theory implies

greater organization-environment fit.

2.2.4 Agency Theory

Agency theory deals with the principal agent problen which the principal delegates an

activity to an agent. Principals and agents arerasd to be self-interested, rational and risk-
averse (Eisenhardt, 1989). Agency theory deals with problems. The first is the agency

problem, in which (a) the agent's goals do not gbmaeet with the principal's, and (b) it is

difficult or expensive for the principal to verifgr control the agent's behavior. The second
problem is that of risk-sharing. Since both therdgand the principal are risk-averse, they may
prefer different approaches towards risk-sharingis Tresults in increased agency costs for
developing monitoring and enforcing contracts. Bhe®sts may be predicted by outcome
uncertainty, span of control, and programmabil&gency costs may decrease over time as

principals and agents develop better relationsuiinaepeated transactions (Gong, 2003).
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Agency theory has several areas of overlap withstation cost economics. It includes the
assumption of opportunistic behavior through théebehat the agent will not behave in the
principal’s best interests. It also includes thesuasption of bounded rationality through the
belief that it is not possible to write a completantract (Eisenhardt, 1989). There is also content
overlap between the agency theory constructs ofoou¢ uncertainty, span of control and
programmability, and the transaction cost constrattimperfect information. Imperfect
information is the condition that it is difficulof the principal to assess the performance of the
agent, and a complete contingent contract is nssipte, leaving open risk of opportunistic
behavior by the agent (Gong, 2003). This would udel ability to assess that the desired
outcome would occur (outcome uncertainty), abildymonitor and control the agent's behavior
(span of control) and the ability to write a compleontingent contract (programmability). From
the perspective of agency theory, these are tha ar#ecedents of outsourcing. The lower the
outcome uncertainty, the higher the span of cordra the higher the programmability, the

greater the likelihood to engage in outsourcing.

An increase in the transaction cost economics oactst of asset specificity, small humbers
bargaining, and imperfect information, may alsaules higher risk of opportunistic behavior
by the agent, and therefore create increased émsthe principal to negotiate, monitor, and
enforce a contract with the agent. This includesdbsts predicted by agency theory; the costs of
the agency problem and the costs associated wsth sharing (Schilling and Steensma,

2002).These is the primary outcomes of outsourasgredicted by agency theory.
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2.3 Strategies of Business Process Outsourcing

Two new strategic approaches, when properly conthimdiow managers to leverage their
companies’ skills and resources well beyond leesilable with other strategies; concentrate
the firm’s own resources on a set of “core compaesi where it can achieve definable
preeminence and provide unique value for custonfgtrmtegically outsource other activities
including many traditionally considered integralaiy company, for which the firm has neither

a critical strategic need nor special capabilif@sinn and Hilmer, 1994).

Outsourcing is a business strategy whereby a coynipiaes an independent outside company to
do some of its non-core company work. More commameefer to own brand rather than
physical assets they are de-capitalizing. A few ganies are moving toward hiring outside
parties to provide almost all services (Kotler, 2D00utsourcing is a trend that is becoming
more common in banking and other industries fovises that have usually been regarded as

intrinsic to managing a business.

In some cases, the entire information managemers gbmpany is outsourced, including
planning and business analysis as well as thellmsta, management and services of the
network and workstations (Nag, 2004). Outsourciag hecome a critical strategic decision that
can allow organizations to develop and leveragectpabilities required to compete in today’s
global business environment. Outsourcing is inénglhy being employed to achieve
performance improvements across the entire busihesgling firms have been adopting more
sophisticated outsourcing strategies and are oxgdisgu core processes such as design,
engineering, manufacturing, and marketing. Thegmarurzations have been benefiting greatly
from accessing the specialists capabilities of Bapm a range of business processes (Aron and

Singh, 2005).
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The key strategic issue in in-sourcing versus autsng is whether a company can achieve a
maintainable competitive edge by performing anvagtinternally, usually cheaper, better, in a
more timely fashion, or with some unique capahilty a continuing basis. If one or more of
these dimensions is critical to the customers dnitha company can perform that function
uniquely well, the activity should be kept in houstany companies unfortunately assume that
because they have performed an activity internalljgecause it seems integral to their business,

the activity should be in-sourced (Quinn and Hilni€94).

Effective strategies seek out places where therenarket imperfections or knowledge gaps that
the company is uniquely qualified to fill and whene@estments in intellectual resources can be
highly leveraged. Companies consistently make mawaey than their competitors only if they
can perform some activities, which are importantastomers, more effectively than anyone
else. True focus in strategy means the capacibyitm more powers to bear on a selected sector

than any competitors can.

Many companies can substantially leverage theiouees through strategic outsourcing by
developing a few well-selected core competenciesigiificance to customers and in which
company can be best-in world, focusing investmemt management attention on them, and
strategically outsourcing many other activities vehg cannot be or need to be best. There are
always some inherent risks in outsourcing, butdlae also risks and costs of insourcing. When
approached within a genuinely strategic framewosk@ the variety of outsourcing options
available and analyzing the strategic issues deeeloCompanies can overcome many of the
costs and risks when intelligently combined, commpetency and extensive outsourcing
strategies provide improved returns on capital, el@d risk, greater flexibility, and better

responsiveness to customers needs at lower costsrib, 1992).
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2.4 Challenges of Implementing Outsourcing Strategs

Although there are good reasons to outsource, abeurof potential obstacles are also
recognized. There is evidence that outsourcing doéseduce costs as expected in some cases.
These include loss of control, loss of criticalllskinadequate capabilities of service providers,
loss of flexibility, failure to realize the hiddetosts generated by the contract, difficulty in
obtaining organizational support, indecisivenessvbich activities to outsource, inadequacy of
cost and benefit analysis systems, are among themoaoly cited inhibitors to outsourcing

(Mclvor and Humphreys, 2000).

Despite the dramatic rise in outsourcing in recgedrs, few empirical investigations of the
subject have been conducted. Previous work on oudsm has been primarily theoretical in
nature and has relied mostly on anecdotal evideéacsupport assertions. Furthermore the
conclusions of these works are inconsistent. Mantyitively appealing arguments have been
offered both for and against outsourcing as a me#nachieving sustainable competitive
advantage (Gilley and Rasheed, 2000). Inadequatibddies of service provider results in loss
of competitive advantage and loss of market shaen(ings, 2002). Service providers who form
the major backbone of business process sourcingpaesl with key challenges, ranging from;
organizing and designing the work, facilitating dayee transitions, managing performance,
managing turnover and legal obligations (Lankfond ®#arsa, 1999). “Lack of capable service
providers” is a major problem of outsourcing whicttludes inability to provide effective

transportation networks, poor transportation toold, -designed warehousing facilities, lack of

gualified staff, and lack of IT capability.
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Fear of job loss results in increased resistanahémge and lower staff morale (Razzaque and
Sheng, 1998; Emblemton and Wright, 1998). Pre amst putsourcing costs in areas like
administration, and office expenses have no cleat-putsourcing measurements. Managing
performance has the obstacles such as employeetiscin performance (customer service),
assessment of employees working on the work, andecaverses task-oriented training
(managing turnover such as maintaining serviceigoity to meet contract obligations, and
transition of former client employees to servicevypder and identified as obstacles of business

process outsourcing (Quinn and Hilmer, 1994).

Loss of control is one of the potential obstacled paroblem associated with outsourcing, the
impacts comprises of loss of core competence akd wf alienating customers (Lonsdale and
Cox, 2000). Loss of control over the outsourcedvaygtis also considered one of the most
commonly cited inhibitors to outsourcing. Aligniegnployee behaviors with the organization’s
objectives often is facilitated by a performancananagement process. In the outsourcing
environment, it is impractical to apply the tradital performance management process

(Beaumont and Sohal, 2004).

Several researchers have discussed a wide ranggksfin outsourcing scenarios, resulting in
undesirable outcomes such as unexpected escalzts] disputes and litigations, lock-ins, and
loss of organizational competencies, and loss oftrob over outsourced functions. When

outsourcing is carried out with an offshore vendoposes additional risks such as cultural
differences, language barriers, and geographiaaltiame zone related barriers (Beaumont and

Sohal, 2004).
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Although there are a good number of reasons tooaute, a number of potential obstacles are
also realized. According to Beaumont and Sohal 4200utsourcing does not reduce costs as
expected in some cases. Failure to realize hiddsts ©f contract, results in increase operating
cost. The pre and post —outsourcing costs are lyseigderienced in the areas of administration,

operation and office expenses.

After over a decade of economic boom times, theermeglobal economic turndown has

significantly accelerated and intensified marketmpetition pressures, causing many
corporations to seek innovative ways to deal with thanged economic landscape. In the
process, an increasing number of organizations dwadle have turned to BPO, which has
significantly lower overhead costs without sacnfg quality and productivity levels. Today,

BPO is considered not only as a simple cost-cuttireghanism but also a strategic initiative,
which is expected to shape and prepare the orgamzar future business dynamics (Quinn and

Hilmer, 1994).

Difficulty in obtaining organizational support aniehdecisiveness on which activities to
outsource, results in increased chances of faildmvever, the positive implications of BPO
services for a company’s performance also depenth@managerial ability of the BPO client
company (Kakabadse and Kakabadse, 2000). Coniffiatsitsourcing are a result of difference
of interests between the client and their vend@mse of the major risks in outsourcing is
contractual conflicts, which arise because of:edéhces in objectives of the client and vendor. If
conflicts are not resolved amicably, the hostifityd bitterness resulting from them can lead to
negative consequences including employee resistamck employee turnover (Quinn and

Hilmer, 1994).
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Loss of Critical skills, mostly results in loss @dmpetitive advantage, and increased number of
competitors. By strategically outsourcing and engphag a company’s core competencies,
managers can leverage their firm’s skills and resgaifor increased competitiveness (Quinn and
Hilmer, 1994). Executives need to look beyond tbepany’s products to the intellectual skills
or management systems that actually create a nraabta competitive edge. Products, even
those with valuable legal protection, can be tosilgdack—engineered, duplicated, or replaced
by substitutes. Instead competencies tend to lseo$ekills that cut across traditional functions.
This interaction allows the organization to coresigly perform an activity better than functional
competitors and to continually improve on the astias markets, technology, and competition
evolve (Maloney, 1992). The interactions amonglatitipeople in different functional activities
often develop unexpected new insights or soluti@Qumpanies fear outsourcing will make such

cross- functional serendipity less likely.

2.5 Drivers of Outsourcing Strategy

A large number of studies have analyzed the drieérsutsourcing from both a theoretical

perspective (Jennings 2002) and a practical pdintiew using case studies and surveys in
developed countries such as US, UK, Australia aad Mealand while many drivers are unique
to specific organizations and industries, there ssmme common key factors that motivate
organizations of all industries to make outsourcadegisions. These factors can broadly be
categorized as economic, strategic and environrhdByameans of outsourcing, organizations
can gain competitive advantage through cost redi@nd improved responsiveness to changing

business environment and market demand (Al-Qirid032.
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Organizational competitiveness is determined byathidty of an enterprise to constantly meet
changing customer needs better than the competitioa market place where in socio-techno-
economic factors are dynamic, it is not feasibledio organization to build competitiveness and
sustain the same at all the stages of the value.chgpically, the drivers for outsourcing can be
internal or external and these have been a focustuafy by some researchers in the past

(Ramachandran and Voleti, 2004).

The key drivers include financial reasons suchiegisicing costs, generating additional profits
and reducing capital outlays with periodic paymentschnical reasons for outsourcing are
guality improvement, gaining access to new talemd &echnology, the easy availability of
vendors with expertise, and economies of scale. grtbe tactical drivers the most prominent
ones are shortage of skilled workers and cost-temtuopportunities. Cost—reduction results in
anticipated outcomes such as, improved profitghilihproved operating efficiency, and adding
value to a product service. Costs saving objecthaage the anticipated outcomes of, improving

cash flow, and increasing efficiency.

Strategic reasons refocus on innovation and competencies. Leading organizations are
shrinking their business cycles and tightening lbeett loops, and increasing quality standard
(Brown and Wilson, 2005). These factors involve ee@tion of business process re-
engineering, flexibility enhancement and focus oreccompetence. These factors result in the
following anticipated outcomes; improved performanachievement of competitive advantage,
improved business focus, increased competitivenks&rage of the firm’s skills and resources,
enhanced customer satisfaction, reduced const@imiganizations own production capacity, to
convert fixed costs to variable costs, increassgarsiveness to market change, and eventually

to reduction in risks (Lynch, 2004).
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“To accelerate re-engineering benefit” is one @& s$trategic factors that influence the decisions
of companies. Clott (2004) view that re-engineeginges companies the opportunity to consider
outsourcing as one of the tools that they can uséhé new business process to improve
company performance and reduce operational castaings (2002) suggests that organizations
should outsource activities for which they do naivdr a critical strategic need or special
capability, and focus their attention on core cot@pee to increase customer value.
Environmental reason for outsourcing is “to faeid market penetration” which is principally
viewed as a global outsourcing that helps orgaimzatto enter new markets quickly without
heavy initial investments and get geographicalbsel to customers to enhance responsiveness

to changing customer needs (Lynch, 2004).

Environment factors in outsourcing comprises otl€velopment, globalization and capability of
supplier. The objective related to the factors ofsourcing affected by environmental factors
anticipates the following outcomes; to meet inargaglemand for new information. Systems
and resources more efficiently and economicallyhétp companies gain global competitive
advantage and to enable partnering to improve cerquality and customers service and
increase competitive advantage (Clott, 2004). Tigeificant objectives of this initiative are to

improve operating performance; obtain expertisélsséknd technologies, improve management
and control; improve risk management; acquire imtioe ideas; improve credibility and image

by associating with superior providers.

Performance measures of productivity, quality, timess, cycle time, utilization, can be targeted
for improvement. When companies outsource, theyormnec more flexible, dynamic and
competent to change themselves to exploit changppprtunities (Ramachandran and Voleti,

2004). BPO is one of those interdisciplinary of @mabling workplace innovations that require a
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diverse set of skills in order to be successfuk Tritiation and implementation of a BPO project
in an organization requires focused attention owers# human factors, both within the

organization initiating the project and within tbetsourcing vendor (Pai and Basu, 2007).

Gonzalez, Gasco and Llopis (2005), analyzeD theaghpf business process outsourcing on the
firm level performance of German manufacturing 8rimn the period between 1992 and 2000
using a large dataset of 43,000 firm-year obsewmati Cost cutting remains the primary
explanation for business process outsourcing. Feereduate business process outsourcing to
determine whether current-operating costs can loeicesl and if saved resources can be
reinvested in more competitive processes. Somanasers contend that an important source of
cost reductions is the business process outsoufcm{ access to economies of scale and the
unique expertise that a large business proces®wutsg vendor can deliver (Barney and
Hesterly, 2006). Since these business processesusaing contract receivers typically serve
many clients, they often achieve lower unit costant can any single company. Specialist
business process outsourcing vendors can alsodatifomvest more in new technologies and

innovative practices than can many business pramgssurcing contract-granting firms.

Studies using survey techniques to evaluate theedegf business process outsourcing of their
sample firms overcome the potential flaws of theowess measures for vertical integration. This
approach also ensures that the firms observed ddually outsourced business functions, while
an observed change in vertical integration (e.casueed by bought in services over labor costs)
may also stem from rising labor costs without amarge in the value chain of the firm.

However this approach comes at the cost of farlsmsamples and possibly subjective biased
data provided by the respondents. There are otimgirieal studies that show that business

process outsourcing does not result in cost redlic{Pai and Basu, 2007), or increase

27



productivity, profitability, quality, continuous delopment (Gilley and Rasheed, 2000), and the
quality of working life. In their research, theyuiod that there are managers who think that

business process outsourcing does not change pagamial performance or lowers it.

Most companies consider business process outsguearsineffort to increase flexibility in the
utilization of transportation and warehousing cadyaaend to reduce risks in IT investment.
These are consistent with the findings from survieythe US and Europe. Business process
outsourcing is also used to provide seasonal workfcand to overcome constraints in
production capacity. These also agree with previessarch findings by Embleton and Wright
(1998) and Kakabadse and Kakabadse (2000). The stisd reveals that business process
outsourcing has been used to convert a largelyl foast business to one with variable costs in

which expenses can change according to the busihesse.

Several potential benefits may be achieved by legsirprocess outsourcing in-house activities
(Ramachandran and Voleti, 2004). One of these hsnisf increasing the firm's flexibility
capabilities. Because flexibility is viewed as aa®on to environmental uncertainty (Parolia and
Parikh, 2005), it is important to extend the notadrilexibility beyond the factory floor linking it

to market requirements. Firms may outsource in rotdeobtain workplace flexibility to face
environmental uncertainty and improve performandewever, the review of the literature
indicates that the impact of business process outsw on firm performance is highly
inconclusive. Besides, we have not found any sthdy has analysed the concurrent impact of
business process outsourcing and other workpla&sgbility dimensions on firm performance.
Workplace flexibility practices like multi-functi@ teams or temporary contracts are also aimed

at reducing costs or increasing the flexibility abities of the firm.
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The literature usually classifies workplace flektlpi into internal and external. Internal
flexibility involves efforts to increase the firmability to adjust to changing circumstances
through modifications of the internal labour marketwork organisation (functional flexibility
and internal numerical flexibility) whereas extdrflexibility uses changes in the external labour
market (external numerical flexibility) and busieeprocess outsourcing(Parolia and Parikh,
2005). Functional flexibility makes the deploymaesitindividual workers to particular tasks
more adaptable by implementing workplace practisash as multi-skilling teams or job
rotation. Internal numerical flexibility involves search for adjustment through changes in the
amount or distribution of working time by using ptiaes like overtime, flexitime or part-time
contracts. Finally, external numerical flexibilitpakes the volume of labour more flexible by
externally changing the level of employment throlayoffs or the use of temporary employees

(Prahalad and Hamel, 1990).

Business process outsourcing presents organizatitinghe opportunity to avoid the constraints
of their own productive capacity in meeting changethe volume of sales. In situations where
the pattern of sales displays seasonal or cyctibatacteristics the penalties of under used in-
house capacity may be avoided. However, care hhs taken in ensuring that a viable supply
base is maintained that is capable of meeting [@alts of demand. The adoption of lean supply
by Boeing has at times resulted in the companydoaimable to meet cyclical increases in the

demand for aircraft.

Lacking sufficient in-house production capacitg tompany has found that attempts to increase
capacity have resulted in their drawing resourcsayafrom the company’s suppliers. The
potential for improved flexibility may apply not ynto the volume of output but also the ability

of the organization to change the product rangesponse to market conditions. Ramachandran
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and Voleti (2004) describes how rapid informatiotcleange, rather than ownership of the
various stages of production, enables companiessfmond to the industry’s short life cycles and
abrupt changes in fashion. Business process ogtagunas been prescribed as an important tool
for attaining and maintaining a competitive advgetaGlobal sourcing is nothing less than the
whole sale restructuring of the corporation aroende competencies and outside relationship
(Corbett, 1998). This exploratory empirical invgation into global business process
outsourcing provides tentative avenues for increpghe probability of success of global
business process outsourcing projects and raiseyg issues for further study of the outsourcing

phenomenon.

Business process outsourcing is the strategic tiseiteide resources to perform activities that
are traditionally handled by internal staff ando@ges. It is a management strategy by which an
organization delegates major, non-core functionspecialized and efficient service providers,
or as Corbett, a leading consultant on global mssinprocess outsourcing asserts, business
process outsourcing is nothing less than the whtdeestructuring of the corporation around
core competencies and outside relationships (CR@04). The traditional global business
process outsourcing emphasis on tactical benéescbst reduction — cheaper labor cost in low-
cost countries — have more recently been replagegrbductivity, flexibility, speed and

innovation in developing business applications, acxkss to new technologies and skills.

A core competency lies in an ability to differem¢iautputs so that they match a market segment
very precisely. To identify the core competenciequires assessment of the contribution of
every activity undertaken in an organisation, toide whether: has a direct effect on satisfying
customers’ needs; would achieve comparable quafibye cheaply; of resources to other

activities would earn a superior return; benefiighharise from business process outsourcing
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such as lower inventory cost, reduced managemsrg &nd improved production flow. An
increased focus on a firm's core competencies isngortant benefit associated with business
process outsourcing (Gilley and Rasheed, 2000).e Gmmpetencies activities should be
performed either in house or by suppliers. Actestiwhich are not core competencies, should be
considered for business process outsourcing witlt-ibethe-world suppliers. Some non-core
activities may have to be retained in house if they part of a defensive posture to protect
competitive advantage (Barney and Hesterly, 200&lthough some authors indicate
characteristics of core competencies, most of iteeature on this subject seems tautological —
core equals key or critical or fundamental. Empésyen non-core functions (even if not facing
business process outsourcing) may feel excludethéyrganization because they are a non-
dominant discipline. For example, information teclogy employees working on web based

legal services in a law firm may feel excluded &yyers in the firm.

With the ever growing interest for business procesgtsourcing, organizations should have
closer collaboration with their partners and trgiccess depends on successful interaction of
various teams and stakeholders based in differecatibns. Information and knowledge
transferring and sharing without direct interactiamong the concerned participants are
necessary to have a successful partner's cooper@&@rown and Wilson, 2005). On one hand,
knowledge sharing beyond one's organizational baynith an extended network of participants
will be inevitable. On the other hand, versus ofjamization's resistance to keep core
competencies and their own knowledge, there areymrataining, utilizing and creating

knowledge problems arising from extending the saufd®isiness process outsourcing in firms.
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The risk of loss of strategic information coupledhathe threat of opportunistic behavior by
another partners is a strategic challenge of basipgocess outsourcing. The resource-based
theory of the firm holds that, in order to generstistainable competitive advantage, a resource
must provide economic value and must be preseo#ics, difficult to imitate, non-substitutable,
and not readily obtainable in factor markets. Kremge is an intangible resource for
organization that could be as a strategic resodrcerefore, it is necessary using an intelligent
knowledge management system to manage the firnowlkdge as a strategic resource versus
the threat of loss of strategic information (Broand Wilson, 2005). They have argued that
when a firm outsources in order to benefit fromed of complementary skills, the firm's
management will have to be involved not only in thegotiation of the business process

outsourcing contract, but also in methods of opemadnd interaction between the two firms.

Since the employees of the two firms would probddgymutually antipathetic, the management
would have to establish the rules, forcing peoplshare each other's knowledge. They point out
that firms business process outsourcing their kadgeé-based processes for a quick return on
investment might be in for a rude shock (Brown aNdson, 2005). There are significant
management challenges that need to be addressditie Idegree of complementarily of
knowledge between the firms is low, the results hhigot be this prescriptive. When the
knowledge of the two employees are similar enowgltaring does not lead to a significant
increase in each other's knowledge, but comesitgihissociated costs and this is especially dire
when much of the time in the meetings might be spedetermining the exact knowledge which
is dissimilar between the employees (and therefaygh sharing). Thus, forcing a higher level

of cooperation would add to the costs but not @éelocommensurate benefits.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

The chapter discussed the research design usekisinstudy. The methodology it applied,
sampling procedures, data collection and data aisalgchnique and sampling technique will be

explained.

3.2 Research Design

This research was a case study. Kothari (2004heéfa research design as the arrangement of
conditions for collection and analysis of data imanner that aims to combine relevance to the

research purpose with economy in procedure.

Case study research is a commonly adopted stratedlie study of outsourcing decision
(Benson and Leronimo, 1996; Fill and Visser, 2@6lumole, 2001; Mclvor, 2003). The use of
case study approach in this study ensures an ithvaegploration of the research question and
enables the researchers to gain an insight inteetllenotivations behind the companies engaged
in outsourcing, the obstacles and problems in thtsomrcing process, and their impacts on the

organization performance.

The case study approach lends itself to a coratedtrfocus on the topic and allows a
combination of multiple sources of evidence whiclaldes the researcher to capture and place

the complex reality under scrutiny (Saunders, Leamid Thornhill, 2003).
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3.3 Data collection

The researcher used primary data sources. Primaiiy was collected by use of structure
interview guides. The interview was conducted orfui@tional heads who are members of the
country committee of Standard Chartered Bank Kdrigated responsible for business process

outsourcing.

Interviews have the potential to yield the highesality and quantity of data compared to other
methods because supplementary information can lkecta in the course of the interview. As
such were preferred over other research instrunseris as questionnaires and observation. The
interview guide was modeled on known business @oceutsourcing concepts deemed
applicable in managing outsourcing strategy in sarganizations was utilized (Dawson 1994).
The researcher believed that this would make isipts to obtain data required to meet the

objective of the study.

3.4 Data Analysis Technique

The data collected was qualitative in nature. Esearcher thus used content analysis to analyze
the data. The data obtained from the interview guihs analyzed using content analysis.
Nachmias and Nachmias (1996) define content amalgsi any technique used to make
inferences through systematic and objective ideatibn of specified characteristics of
messages. Content analysis was used to detertmnerésence of certain words, concepts,
themes, phrases, characters, or sentences witkia ¢& sets of texts and to quantify this

presence in an objective manner.

Kothari (2004) explains content analysis as thdyamaof the contents of documentary and

verbal material, and describes it as a qualitaimalysis concerning the general import of
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message of the existing documents and measurespaguass. These are done from texts within
books interviews, conversations or any occurrefiammmunicative language. This approach of
analysis was preferred because it gave resultsatieapredictable, directed and comprehensive
and enable the researcher to shift through largenes of data with relative ease in a systematic
fashion as the contents obtained from the intervége categorized into emerging common
themes. However, content analysis is criticizedldoking reliability; for instance, the way one

categorizes the data does not cohere with how sodyséise would do it.
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CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION OF RESULTS

4.1 Introduction

This chapter presents the analysis and interpoatatof the data from the field. It presents
analysis and findings of the study as set out enrdsearch methodology on the implementation
of the business process outsourcing strategy indatd Chartered Bank Kenya Limited. The
data was gathered exclusively from an interviewdguas the research instrument. The interview

guide was designed in line with the objectiveshef study.

From the study 9 out of the 10 respondents targpteticipated in the interview making a
response rate of 87.5%. This commendable respatsevas made a reality after the researcher
made personal calls and visits to request the relpu to avail themselves for the interview

guide as well as insisting the importance of pgoditng in the study.

4.2 General Information of the Respondents

The study sought to establish the distributionhaf interviewees in various departments within
the organization. From the findings, majority oé timterviewees indicated that they worked in
the human resource, finance, strategic managenuwgerations, marketing and business
development departments.

On the length of duration that the interviewees hadked in the bank, the interviewees had
worked for the organization for at least five yesirsce most promotions are internal, within the
organization. The interviewees’ responses hence thadadvantage of good command and
responsibility being that they headed departments experience and aptitude owing to their
years of experience in the organization.
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4.3 Outsourcing of Businesses Processes by the Bank

The study sought to establish whether the depatsmeuntsourced any business processes.
According to the interviewees, majority of the depeents in the Standard Chartered Bank
Kenya Limited outsource various business processhsding information systems, accounting,

archiving, card transaction monitoring, auditingoguct design, security personnel, transport,
Market probe services, facilities management, egaghansit, network services outsourcing and

payroll.

The study sought to establish the challenges tmatBank has experienced as a result of
outsourcing. The interviewees unanimously agreadl ttere are various challenges associated
with the outsourcing of businesses processes. Ttkgated that the major challenges include:
vendor exposure of customer data, financial ridckl of compliance with the contract,
opposition from internal staff and increases thgaaization’s liabilities to third parties such as
software licensors. Other challenges cited inchidelen costs, indirect and social costs, contract

monitoring and oversight, contract generation, prement of intangibles and transition costs.

4.3 Types of Business Processes Outsourced by trenB

On the major services that the Bank has outsourttedinterviewees indicated that the most
outsourced services include information technol@dy services, consultancy services, ATM
facility management services and security servigBer services outsourced include transport,

training, Market probe services, and facilities egement.

The study sought to establish whether the bankoauted various back office services and how
frequently they are outsourced. From the studygrmétion technology is the most frequently

outsourced back office service since IT is a bankbof the services offered by the bank
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followed by engineering services due to mechangadertise required in the furnishing and

setting of Bank facilities. Transcription servicase also outsourced to a great extent where
records are stored in form of soft data in data agament systems, as well as data entry.
Financial sector services such as reporting andusting are also outsourced to a little extent as

well market probe services.

4.4 Factors that Drive Standard Chartered Kenya Ltdto Outsource its Business

Operations

The interviewees were required to indicate the meason for the Bank to outsource business
services. Majority of the interviewees indicatedttthe bank outsource in order to realize cost
efficiency; for technical considerations, incre@seductivity/performance and the need to focus
on core activities. They also indicated that thenlB@s motivated to outsource for quality
improvement, gaining access to new talent and tdolg, the easy availability of vendors with
expertise and economies of scale. Thus the Bankdiah meeting changing customer needs,
making better use of time and energy costs, reiiligge®r conserving energy directed at the
competencies of the business, or to make moreiegifiaise of labor, capital, (information)

technology and human resources.

The study sought the interviewees’ opinion on wbeethe management provides information to
the organization when seeking to outsource. Theriigwees responded that the management
rarely consults the lower cadre staff when outsogrcOthers indicated that the management
provides information to the organization when segkb outsource. This information is usually
in regard to expertise, skills and technologiesiiregl of the outsourcing company. Other factors

regarding the information provided include managena@d control of the third parties; required
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innovative ideas, credibility and corporate imagmsiderations. The study further sought to
establish whether there are benefits that havdteglsfrom business process outsourcing in the
Bank. The interviewees indicated that outsourcesglito improvements on service delivery and

to improved efficiency.

Outsourcing also led to meeting the set targetgbite service delivery, effective decision
making, growth of the company, increased custoraseland also reduction in number of staff.
The interviewees also indicated that functionakifidity in the Bank makes the deployment of
individual workers to particular tasks more adajgdly implementing workplace practices such
as multi-skilling teams or job rotation, the potehtor improved flexibility apply not only to the
volume of output but also the ability of the bamkdhange the product range in response to

market condition.

4.5 Discussion of the findings

The findings in this study revealed that informattechnology is the most frequently outsourced
back office service since IT is a backbone of thevises offered by the bank followed by
engineering services due to mechanical expertgained in the furnishing and setting of Bank
facilities. These findings conform to the findingfsNag (2004) who argued that outsourcing had
become a critical strategic decision that couldvalbrganizations to develop and leverage the
capabilities required to compete in today's glolmisiness environment. Outsourcing is
increasingly being employed to achieve performangerovements across the entire business.
The bank outsourced its information technology ises/to outside firms so as to gain access to

expertise skills which would be very expensive amgk consuming to maintain in-house.
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The outsourcing posed challenges to the Bank. Aesalt of outsourcing, the Bank became so
reliant on the outsourced vendors. These findingg#facm to those of Maloney (1992) who
found out that there were always some inherensriskoutsourcing, but there were also risks
and costs of insourcing. Maloney added that whapraached within a genuinely strategic
framework using the variety of outsourcing opti@wailable and analyzing the strategic issues
developed, companies can overcome many of the aostsisks when intelligently combined,
core competency and extensive outsourcing strategievide improved returns on capital,

lowered risk, greater flexibility, and better reapiveness to customers needs at lower costs

The findings in this study also established thadulgh business processes outsourcing, the Bank
realized functional flexibility where employees @work for different countries right from the
Kenyan office. These findings are consistent withse of Prahalad and Hamel, (1990) who
established that functional flexibility makes theptbyment of individual workers to particular
tasks more adaptable by implementing workplacetioes such as multi-skilling teams or job
rotation. Internal numerical flexibility involves search for adjustment through changes in the
amount or distribution of working time by using ptiaes like overtime, flexitime or part-time
contracts. Finally, external numerical flexibilitpakes the volume of labour more flexible by

externally changing the level of employment throlagjoffs or the use of temporary employees.

The outsourcing processes increased the bank’s etttimeness as determined by the ability to
constantly meet the challenges posted by the chgrgavironment without necessarily having
to invest into new equipment to cope with the clesnigp technology as the outsourced vendor
did this on behalf of the bank. This in turn rediidbe level of obsolesce provisions on the

bank’s financial resources hence more profitability
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presented the summary of key datanysd conclusion drawn from the findings
highlighted and recommendation made there-to. Tdreclasions and recommendations were
drawn are in quest of addressing the researchiqnest achieving at the research objective
which is implementation of the business processauting strategy in Standard Chartered

Bank Kenya Limited.

5.2 Summary of Findings

The study found that majority of the departmentthim Standard Chartered Bank Kenya Limited
outsource various business processes includingrnidiion systems, accounting, auditing,
product design, security personnel, transport,nitng, market probe services, facilities

management, network services outsourcing and ppayro

The researcher also found that the major challemygerienced as a result of outsourcing
include financial risk, lack of compliance with tlo®ntract, opposition from internal staff,
increases the organization’s liabilities to thirargees such as software licensors, hidden costs,
indirect and social costs, contract monitoring amdrsight, contract generation, procurement of
intangibles and transition costs. Others includdura to adhere to quality systems poor
structures to manage the outsourcing function walltion of control, increase in cost of

administering the outsourcing function, providingclear specifications and poor planning.
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The study also established that the most outsowserdces include information technology (IT)
services, consultancy services, ATM facility marmagat services and security services. Other

services outsourced include transport, trainingketgorobe services and facilities management.

The study also revealed that information technolegyhe most frequently outsourced back
office service since IT is a backbone of the s&wioffered by the bank followed by engineering
services due to mechanical expertise required enfainnishing and setting of Bank facilities.

Transcription services are also outsourced to atgetent where records are stored in form of
soft data in data management systems, as well tased#y. Financial sector services such as

reporting and accounting are also outsourced itti@éxtent as well as call center.

The study also established that the bank outsourcerder to realize cost efficiency; for

technical considerations, increase productivityirenance and the need to focus on core
activities. The Bank is motivated to outsource daality improvement, gaining access to new
talent and technology, the easy availability of d@ns with expertise and economies of scale.
Thus the Bank aimed at meeting changing customegts)enaking better use of time and energy
costs, redirecting or conserving energy directeth@atcompetencies of the business, or to make

more efficient use of labor, capital, (informatigeghnology and human resources.

The study further established that the managenaetyr consults the lower cadre staff when
outsourcing. It was clear that the management gesvinformation to the organization when
seeking to outsource which is usually in regar@xpertise, skills and technologies required of
the outsourcing company. Other factors regardiegrformation provided include management
and control of the third parties; required innovatiideas, credibility and corporate image

considerations.
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The study also found that the benefits that haselted from business process outsourcing in the
Bank include improvements on service delivery amdniproved efficiency, meeting the set
targets, reliable service delivery, effective derismaking, growth of the company, increased
customer base and also reduction in number of. $taffctional flexibility in the Bank makes the
deployment of individual workers to particular taskore adaptable by implementing workplace
practices such as multi-skilling teams or job rotatthe potential for improved flexibility apply
not only to the volume of output but also the &pibf the bank to change the product range in

response to market condition.

5.3 Conclusion

From the study findings, the researcher conclutles the business operations that Standard
Chartered Bank Kenya Limited outsources includermftion systems, accounting, auditing,
product design, security personnel, transportpimgi call center services, maintenance, data
centre outsourcing, network services outsourcirdy@ayroll. The banks also outsource services
such as information technology (IT) services, cttasgy services, ATM facility management

services and security services.

The study also concludes that the factors thatedftandard Chartered Bank Kenya Limited to
outsource its business operations include a needeatize cost efficiency; for technical

considerations, increase productivity/performanace the need to focus on core activities. The
Bank is motivated to outsource for quality improwst) gaining access to new talent and

technology and redirecting or conserving energgaled at the competencies of the business.

The study also revealed that the challenges gaStandard Chartered Bank Kenya Limited in

implementing the adopted BPO strategies includantiral risk, lack of compliance with the
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contract, opposition from internal staff, failure adhere to quality systems poor structures to
manage the outsourcing function well, dilution ohtrol, increase in cost of administering the

outsourcing function, providing unclear specifioas and poor planning.

The study further concludes that the bank has adcsome benefits from business process
outsourcing such as improvements on service dgligad to improved efficiency, meeting the
set targets, reliable service delivery, effectivecidion making, growth of the company,

increased customer base and also reduction in nuofilséaff.

5.4 Recommendations

From the discussions and conclusions in this chaibte study recommends that for the Standard
Chartered Bank Kenya Limited to succeed in its autsing the good communication should be
ensured, job quality should be a priority, strides should be implemented to guide outsourcing,
an explanation should be given to the entire stdfy the bank has to outsource, benefits of
outsourcing should also be made clear to all th&k baembers, there should be a thorough
follow-up (supervision) so that the work is donefpssionally and in good time and also costs
should be considered before outsourcing to make that they do not exceed the benefits of

outsourcing.

5.5 Limitations of the Study

Being that this was a case study on one bank ttzegddhered might differ from implementation
of the business process outsourcing strategy ier dtnks. This is because different banks adopt
different strategies that differentiate them fromneit competitors. The study however,
constructed an effective research instrument thagist to elicit general and specific information

on the challenges of implementation of the busipessess outsourcing strategy.
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The study faced both time and financial limitatiod$e duration that the study was to be
conducted was limited hence exhaustive and extsew@inprehensive research could not be
carried on implementation of the business processoarcing strategy. Due to limited finances
the study could not be carried out on the othendltas of the bank. The study, however,
minimized these by conducting the interview at tmenk’s headquarter since it is where

strategies are made and rolled out to other brarittae operate on the blue print.

5.6 Recommendations for Further Research

The study recommends that further research shoeldldne on the implementation of the
business process outsourcing strategy in other @opiah banks in Kenya to allow for
generalization of implementation of the businesscess outsourcing strategy in commercial

banks in Kenya since each employs a differentegratapproach.

The researcher further recommends that a similadysbe done on other institutions for the
purposes of benchmarking. This will help in theabBshment of how outsourcing has influenced

the business operations of firms in general in Keaiyd the wider African continent.

The study further recommends that a further stuglgdme on the benefits of business processes
outsourcing where the advantages and disadvantatidse clearly outlined and brought to the
attention of managers so that when they are mad@ogsion as regards outsourcing that clearly
understand it well. This will help avoid the chalies encountered once the organization has

embarked on business processes outsourcing strategy

45



5.7 Implication of the Study on Policy and Practice

The findings imply that Standard Chartered Bank y&ehimited has been able to improve its
business operations through implementation of autsog on its non-core activities. However,
in order to improve on the same, the bank manageshenuld put more efforts to overcome the
challenges of financial risks, lack of compliancighvihe contract and service level agreements,

opposition from internal staff and failure to adhéw quality systems.

In practice, the findings of this study can be ud&gdother organizations in planning their
strategies for maximum utilization of their resasc This will help in the development of

optimum strategies to facilitate better resourdezation.
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Appendices

Appendix I: Interview Guide

Part I: General Information of the Respondent.

1) Name of Respondents

2) Which department are you in?

3) How many years have you worked in thisbank ...............comeeennne.

4) Does your department outsource any business pex®dhich business process do you

outsource?

5) Are there any challenges that you have experieasedresult of outsourcing? If Yes, please

outline the major ones.
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PART II: Types of Business Processes that the bardutsourced

Please respond to all questions in accordanceuoparsonal opinion for each statement.

VI.

1) What are the major services that you have outsd@rtest them in the order of the most

outsourced service.

2) Do you outsource the following as back office seegl? How frequently?
Call CBNIIE. .. e e e
Data ENtry ... e
L= 1 S Tod 11 0 1o o 1R PP
IS T=Tex (o] g @ U1 K510 o | o TR PPN
Financial Sector OULSOUICING ... ..ovie it s e e e

Engineering Services OULSOUICING ... ....uuuiuueiie it it eie e eie e venieieneeanes

PART lII: Factors that Drive Standard Chartered Bank Kenya Limited to Outsource its

Business Operations.

6)

What was your main reason for outsourcing services?
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7) Does the management provide information to thammation when seeking to outsource?

If Yes, what sort of information?

8) Are there any benefits that have resulted from Yusiness Process Outsourcing? If
Yes, highlight some of the benefits.
a.
b.
C.
d.

9) Any comment regard business process outsourcing?
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Appendix II: Introduction Letter from the Universit y of Nairobi
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Appendix lllI: interview Confirmation Letter from St andard Chartered bank Kenya
Limited
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