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ABSTRACT

This study was conducted to examine the outsoupmactices in banking sector of Ethiopia. A
descriptive case study was employed to achievgdakof this research. Two government banks
and three private banks were selected as samplds180 participants from three areas of
business process (Human Resource Management, tifadilanagement and Information
technology business process) were involved onttlty sin order to get relevant data from the
target population questionnaire and interviews wased. The questionnaire was administered
to the experts, senior officers and managers aediriterviews were conducted with the senior
managers of the five sampled banks. The colleca¢al Were analyzed using frequency, mean,
standard deviation, and percentage values. Theirfgel generally indicate that outsourcing
practices in Ethiopian banks is at its infant stadgminated by outsourcing very few noncore
businesses which are security, cleaning, and maamee services. The major motivations for
outsourcing are management convenience and focusoon business. Moreover, cost saving
was found to be important motivator but not majeason for outsourcing. Achieving focus on
core business, cost shifting and management coswemiare given high expected benefits of
outsourcing. Data security and data confidentialitisks are highly expected risks of
outsourcing. The major challenge for Ethiopian bartk outsource is lack of qualified and
professional service provider from the market. Galhe finding indicates that outsourcing
strategy has a potential to grow in the future. &on findings of the study banks are
recommended to make a serious risk analysis ofoautgg and to incorporate efficiency
variables on the outsourcing contracts to monitatsourcing strategy effectiveness. Service
providers also recommended to focus on growth sfri@ss value not cost reductions on their
offers because clients are tend to value qualigythure cost savings.

Key words: outsourcing, perception, Business precegsourcing, Banks
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CHAPTER ONE
INTRODUCTION

1.1Background of the study

One of the current business strategies to have gaddior many organizations has been the
growing importance of outsourcing (Mclvor, 2000ut€oburcing is defined as having work that
was formerly done inside the organization perforiog@n external organization (Beaumont and
Sohal, 2004). The practice of outsourcing is notew phenomenon; since firms have always
made decisions on buy or made. The advancemenfarmation technology and globalization
make easy to outsource activities which are nonandeless competitive business functions. The
drive for greater efficiency and continuous codduation has forced many organizations to
outsource activities which traditionally were cadiout in-house. For this reason, organizations
can focus on their core competencies, which camiilbmost to a sustainable competitive
advantage (Gewald, 2010).

The growth of outsourcing market is increasing ypes that moves from activities that are
noncore to the organization such as cleaning, iogteand security, to include core areas of
activity such as design, manufacture, marketingtridution and information systems with

almost the entire value chain open to the use tsidel supply (Mclvor, 2000).

The global trend of outsourcing is growing fastenms of complexity and market whereas the
growth of outsourcing in Ethiopia is at its infatége. It is dominated by non-core functions like
Security and Janitorial service (Meresea, 200Me Banking environment in Ethiopia has, for
the past decades, undergone many regulatory aadcia reforms. These reforms have brought
about many structural changes in the banking seftéine country and have also encouraged
private banks to enter and expand their operatioanthe industry. Despite these changes,
currently, the banking industry in Ethiopia is cheterized by operational inefficiency, little and

insufficient competition and also can be distingeis by its market concentration towards the

big government owned commercial bank (Lelissa, 26tEd in Abera, 2012).
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In the context of the above discussions, the p@pdsthis study is to assess challenges and

opportunities of outsourcing practices in Ethiopo@mking industry.

1.2 Statement of the problem

Firms in this dynamic global economy are expectebe highly competitive in every aspect. To
be competitive they need modern management pradiia go with the current organizational
culture and global market. One of current modernagament practices that are growing rapidly
across the globe is outsourcing. It is becomingensophisticated and complex (Beaumont and
Sohal 2004). The trend of outsourcing started fi®@80 with the basics information technology
outsourcing to non core business process and naghee to the more strategic core business
process of organizations (Schniederjans et al.,72€€d in Kumar and Natarajan, 2011).
Several global research agencies have reportedvtrddwide, outsourcing engagements have
been growing and will continue to grow consisteriitbth in terms of number of contracts and
their average contract value. The global outsogravarket in terms of total contract value has
grown to US$1.3 trillion in 2007 (Global Outsourgiri00 Index 2011 cited in Kumar and
Natarajan, 2011).

Various empirical as well as theoretical studieswaisourcing list benefits of outsourcing based
on various theoretical explanations. They indidatg outsourcing is an efficient tool for using
the technology and capital resources of firms fompetition in fast changing market
environment. It also leads to costs savings andmeds the quality of servic@sim et.al, 2007).
External organizations can often provide greatememies of scale, flexibility, and levels of
expertise for overhead services that virtually aognpany can achieve internally. In the mean
time the outsourcer firm may lose its control otrex outsourced service and it may bear risk of

becoming dependent on the service provider comfdaynard, 2006 cited in Meresea, 2007).

According to Kumar and Natarajan, 2011, severalistuin financial services sector pertaining
to outsourcing show a gradually growing trend imsourcing, both in terms of nature and scope
of activities outsourced, and also emphasize thttonrrcing is an inevitable and critical aspect

of financial institutions to survive in a rapidljz@anging business environment. In fact, industry
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research indicates that Banking and Financial Sesvindustry has been the largest sector user
of outsourcing services worldwide, next only to mi@cturing (Ackermann, 2003 cited in

Kumar and Natarajan, 2011).

In Ethiopia, banks are more of driven by modern ag@ment practices. However, the practice
of outsourcing as a strategy is not well develoffddresea, 2007). This variation attracts the
researcher to undertake a research with the obgectievaluating the current practice and future
potential of outsourcing in the country’s bankimglustry. Hence, the financial services sector

was a logical choice to focus on. Thus, the re$eailt answer the following questions:

What is the trend of outsourcing in Ethiopian bagkindustry?
Which activities of the banks are outsourced?
What are the perceptions of bank management tobedfits and risks of outsourcing?

What is the significance of outsourcing as a bissrstrategy?

a ~ w0 Dh e

What are the major obstacles to outsource?

1.3 Objective of the study

The general objective of the paper is to find doullenges and opportunities of outsourcing

practices in banking industry of Ethiopia. The speobjectives are:

To assess overall outsourced activities by the ©iank
To find out the perception of managers on benafit possible risks of outsourcing.

To find out barriers for outsourcing.

YV V V VY

To evaluate the importance of outsourcing as anegsistrategy.

1.4 Hypothesis

The study has three sets of hypothesis which datetewith association of different sets of

variables. These are:
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1. Ho: There is no relationship between the perceivecfitsnof outsourcing and criticality of

outsourcing as business strategy.

Hi: There is a relationship between the perceivedflier@ outsourcing and criticality of

outsourcing as business strategy.

2. Ho: There is no relationship between the perceivegsauuting risks and criticality of

outsourcing as a business strategy.

Hi;: There is a relationship between the perceivedoonting risks and criticality of

outsourcing as a business strategy.

3. Hq: There is no relationship between the perceivedioeks of outsourcing and criticality

of outsourcing as a business strategy.

Hi: There is a relationship between the perceivedhbioalls of outsourcing and criticality of

outsourcing as a business strategy.

1.5 Significance of the study

The practice of outsourcing in Ethiopia and awassreamong the society is not well developed.
In the academic areas research related to outsgufocusing on Ethiopia is few. Hence the
study aims to create awareness about outsourcinglifierent stakeholders of the financial
industry specifically for employees and managemehthe banks and also for business persons
and scholars. Furthermore, this research can saregepping stone for other research in similar

area.
1.6 Delimitation of the study
The study is conducted in the banking sector ofdpih in the areas of outsourcing as a business

strategy. The research covers five banks as a salmguh nineteen banks that are operating in

Ethiopia. The data were gathered from senior managés and experts of banks in the area of
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information system, human resource and facility aggment. Due to time and budget constraint

outsourcing service supplier’s perspectives areentdrtained in this study.

1.7 Operational definitions

Back sourcing: - work that was outsourced is taken back in-hoeaumont and Sohal,
2004).

Business Process Outsourcing (BPQ)the delegation of one or more entire businessgss to

an external service provider (Gewald and Dibbe@®5).

Facilities Management: -the integration of processes within an organiratm maintain and
develop the services which support and improve dffectiveness of its primary activities
(Borisova, 2011).

Facilities Management Outsourcing: An outsourcing solution in which the custometrests
to an external services provider, the respongjtiitit operations and maintenance of one or more

facilities (Borisova, 2011).

In-sourcing: - applying outsourcing’s discipline to internal sliers, often having them

competes with external supplieBgaumont and Sohal, 2004).

Offshore Outsourcing:- the transfer of organizational activities cadrieut locally to product

and service providers in other countries (Bojan leedandowski, 2010).
Out-tasking: -indicate work being done outside the organizatinn,the organization retaining

full control over the operation over how it is te kdone. The vendor has no discretion and

performs a programmable taskgaumont and Sohal, 2004).
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1.8 Organization of the study

The research work is organized in five chapterse fitst chapter is an introductory part. The
second chapter concentrates on literatures inoel#&d the subject matter of the paper. The third
chapter discussed about the methodology of theysiitte fourth chapter is all about results and

discussion. The last chapter bring the study terahthrough conclusions and recommendations.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Practices of outsourcing

Outsourcing traced back to the industrial revolutas England in 1700 (Beaumont and Sohal,
2004). But its significance and its fashionable wégolving some business problems are getting
more attention as a business strategy is incraasegent years. It is initially used primarily for
information technology (lbid, 2004). Now a wide ey of business process is outsourced. The
use of outsourcing is becoming more sophisticatedre organizations are outsourcing their
business processes. Cleaning, IT, catering andiseeuwe well-known examples of activities
that are frequently outsourced (Ibid, 2004).

2.1.1 The global trend

With the global telecommunications, transportatioa other infrastructure now well established
and consistently reliable, more outsourcing iniies are under taken beyond in shore and near
shore service providers to include shifting workintternational providers (Duening and click,
2005). Oshri et al. PP1, (2009) on title, Globatgaurcing Recent trends and issues, discuss the

global trends of outsourcing. They summarized tbba] trend as follows:

There will be a continuing rise in outsourcing raues for global outsourcing, with BPO
overtaking ITO within five years. India will contia to dominate the outsourcing market
but its role will change. China gives out promis# Will still struggle to achieve scale in
Western European and North American markets. Emgrgountry competition will
intensify. Near-shoring will be a strong trend. Swmtrcing, by offering a potential
alternative, will help discipline in-house capabés and service. Knowledge process
outsourcing will increase as emerging countries enap the value chain. Outsourcing
successes and disappointments will continue as bla@hts and suppliers struggle to

deal with a highly dynamic set of possibilities.
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2.1.2 Trends of outsourcing in Ethiopia

In order to gather the trends of outsourcing inidgiia there is lack of research works. However
according to one master’s thesis research thatdeag by Meresea, (2007) on outsourcing
practice in Ethiopia, the use of outsourcing inigtra is very low and limited with the exception

of the use of some Non-core functions like Secusiyvice and Janitorial service. The most
outsourced business functions listed are maintenaacvice, janitorial service, security service
and information technology. Conversely, Accountamgl Administration services are mentioned
less outsourced by Ethiopian organization. The megasons for not outsourcing are

organizations fear of loss of confidential inforioat and loss of control. In addition, the

organizations suspect that the external serviceigecs are not loyal to them (lbid, 2007).

2.2 Outsourcing practice in financial institutions

The outsourcing strategy has shifted from prodadt service focus to that of differentiation and
speed to market. Several studies pertaining tooautgng in the financial services sector show a
gradually growing trend in outsourcing, both innmer of nature and scope of activities
outsourced, and also emphasize that outsourcigcigtical aspect of financial institutions to

survive in today’s business environment (FederaleRee Bank of New York, 1999).

The justification for outsourcing activities, suels cash management, research and business
analytics, and other processes that otherwisearsidered core to the banking business, lies in
the argument that these activities, though esdetdiadhe bank, do not provide a unique
competitive advantage. This implies that thosevdes, where a bank can do better than its
competitors, and which generates a competitive rddge, are retained in house and the rest are
outsourced (Chris, et.&2004 cited in Prasad et.al., 2011).

Financial institutions have outsourced activitieehs as information technology, accounting,
audit, electronic funds transfer, investment mansge, and human resources. According to

Federal Reserve Bank of New York (1999) citing mli#d reports, thirty-nine percent of all
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U.S. banks and thrifts outsourced at least someegsing activities in 1998 and the most
frequently outsourced activity is some aspect &drimation technology. Next in importance is
BPO, such as treasury operations, internal audithaman resources. BPO is the emerging area
of growth since it facilitates financial institutie’ reengineering of core business processes
(Federal Reserve Bank of New York, 1999).

2.3 Types of outsourced services

The general trend in all sector shows that compaim&t outsource those business functions that
are noncore for the organizations with the aimeafucing costs and focusing on core functions.
Among non core activities call centers, janitorgdrvices, maintenances and information
technology are commonly outsourced. Recently moiek rore business processes are being
outsourced from partially outsourcing a businessc@ss to completely outsourcing the total
work of business process. Various researches raligstthat Information technology; human

resource and facility management are among the outsburced business process.

2.3.1 Information technology outsourcing

Outsourcing is a trend that is more common in imi@ion technology for services that have
usually been regarded as intrinsic to managingsinbss. In some cases, the entire information
management of a company is outsourced, includiagrphg and business analysis as well as the

installation, management and servicing of the netwmd workstations (Nag, 2004).

As financial processes are almost fully digitizallee banking and finance industry heavily
relies on information technology. Accordingly, IBibeen a strong driver of developments in
the BFI with ATMs being a renowned example. Powleiritormation systems have made the
processing of large transaction volumes possilti¢heasame time enabling new E-Commerce
products and services like online banking. Driven dost pressure and new competitors,
outsourcing IT together with the relevant businesgesses is a promising way to focus on core

competencies and to restructure the corporate hlai.
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The benefits of IT outsourcing in the BFI is wetiderstood. However, the risk of outsourcing is
not well known. This raises questions about theaiohpf risk facets such as financial, strategic,
performance and social risks on outsourcing deassio firms Gewald et. al (2006). Advances in
IT have provided banks with the opportunity to os#sourcing as a means to reduce costs and

focus on core competencies (Ibid, 2006).

2.3.2 Human resource outsourcing

The decision of HR outsourcing is contingent upatdrs like flexibility, availability of
adequate resources, affordability, and acceptgb{lipenness to information-sharing) etc.
According to analysts, companies usually cite cedtction as the most crucial reason for HR
outsourcing. As companies were discussing how tocosts in the face of an economic
downturn, many look at outsourcing for some of th#lR processes. However, some analysts
argue that by outsourcing major HR activities, tioenber of HR jobs is decreasing, others feel
that on the contrary by outsourcing these kindsepétitive and administrative jobs, higher-level
HR professionals get the time they need to tadkétegic workforce challenges (Seth and Sethi,
2011).

HR services are among the key elements in theg@ntaoutsourcing game. Recognizing the fact
that senior management needs to get out of mundaypeo day processing work and focus
instead on strategic planning, core competencigstomer satisfaction and decision making, a
number of large companies, across globe have beglatting for outsourcing of their HR
services. Some of the functions most commonly hanoler to outside providers include
payroll, benefits administration, background cheaksig testing, recruiting and training. Even

small companies turn to outside services to hetp such everyday jobs (Seth and Sethi, 2011).

2.3.3 Facility management outsourcing

Facility management is one of noncore business egsa@ctivities commonly outsourced.
Facilities and properties maintenances and proceménare the main areas of facility

management services. Facility Management can lmemswized as creating the optimal
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environment for the organization’s primary funcsopmaking an integrated view of the business
infrastructure, and using this to deliver custosatisfaction and best value through support for

and enhancement of the core business (Borisovd,)201

In many organizations Facility Management funci®mew function that provides a connection
between the core activities and the facility atig. Facility Management function can be
fulfilled by a facility manager internally or byfacility manager of an external service providers
(Borisova, 2011). Today the trend is that many isees related to Facility Management,
transferred to the outsourcing. In the internatianarket there are companies that specialize in

transportation logistics, cleaning, archiving, pregtion, security, etc.

The reason why Facility Management services arergio the outsourcing is enormous costs
that are hold by the owner, if performed internalBacility Management companies can
professionally optimize and significantly reducegb costs (Tswetkow 2011 cited in Borisova,
2011).

2.4 Theoretical background and concept of outsourng

2.4.1 Theories in outsourcing

Various theories are used by scholars for explanatiof why outsourcing occurs. Many of
outsourcing arguments have a basis in economicrigseoTransaction cost theory which
typically frames outsourcing as a decision abowwiltg firm boundaries or as vertical
integration, offers economic perspective of outsmg (Ang and Straub 1998). Mclvor (2008)
on the study of general reviews of outsourcingteelaesearch identified the “top-10” list of ten

theories which have come across most frequentlyutsourcing related research, these are:

(1) Transaction cost theory (Coase, 1937;Williamst®75, 1985).

(2) Resource-based view (Penrose, 1959; Richards®i?).

(3) Principal agent theory (Ross, 1973; Jensen lsiedkling, 1976).
(4) Vertical integration theory (Bain, 1968; Grasan and Hart, 1986).
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(5) Strategic management (Quinn and Hillmer, 1994)

(6) Evolutionary economics (Nelson andWinter, 1982hnke, 2001).
(7) Relationship market/view (Berry, 1983; Somr2e03).

(8) Industrial economics (Porter, 1980).

(9) Strategic alignment theory (Henderson and \dénaknan, 1990).
(10) Core competence theory (Prahalad and Han#90)

2.4.2 Outsourcing decision framework

Outsourcing is often combined with competitive teridg for the contract under which the
goods and services are to be provided. Businedsas types, both large and small, have been
outsourcing activities for many years and have fieefrom it; they know the value that
outsourcing brings to their organization, as a ttmlenhance and enlarge the business.
Organizations that have repeatedly used outsourcuggy a substantial period know that to
sustain the positive benefits that it brings to dnganization, it is also important to have a well
managed plan of action for the outsourcing procékss includes deciding which activities or
tasks to outsource, which companies should be hirgebrform these tasks, how to manage the
outsourced business process, how to agree on payeners, and how to ensure that the desired

results are achieved (Beaumont and Sohal, 2004).

Outsourcing is a hierarchical sequence of decisidbhe fundamental decision is whether or not
to outsource a business process or function. Oudismu decisions can be complex because
modern organization’s applications tend to be irgexyl with each other, sensitive; it may be
difficult to separate and outsource a single apfibo. The criteria used to evaluate outsourcing
decisions may be multidimensional and intangibksitbes difficult to estimate cost savings, the
firm must consider intangible effects such as frgeup managerial time and possible

dependence on the vend8eaumont and Sohal, 2004).

Kremic et. al (2006) mention that an empirical gynof BFI managers covering 90% of the

cumulated German BFI balance sheet, it is shown pleaceived risk does indeed have a
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significant impact on managers' attitudes towarBORnd that these attitudes strongly influence

Motivation for
outsourcing

the outsourcing decision.

Benefits: Risks:
- Cost savings - Loss of core knowledge
- Increased quality - :_ncreasedlcosts
- Augmented staff - Low morale
- etc. . - etc.

e Consider

outsourcing?

Factors:
- Costs
- Environment Evaluate organization’s
- Strategy functions for possible
- Function outsourcing

characteristics
- efc.

Select which
functions if any
to outsource

Figure 1: Outsourcing decision framework. Adagtedh Kremic et. al (2006)

2.5 Motivations of outsourcing

Companies that are Successful in practicing outsogr leverage their capabilities and
investments by exploiting three areas of functiawivities performed in house by outsourcing.
These activities are complementary, integrativejuplicative activities scattered throughout the
company; in which outsiders have greater expertsespabilities for innovation. Therefore, by
outsourcing noncore activities for vender orgamizes, clients can focus on their core activities
that give them competitive advantage and improverall/ performance (Kim and Won, 2007

cited in Kremic et. al., 2006).
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There are motivations for outsourcing in companiggy can be categorized in to three: cost,
strategy, and politics. Whereas there may be ttagsgories, outsourcing activities are mostly to
be initiated by elements from all three categor@sst and strategy motivations commonly drive
outsourcing by private organizations. Political rdgs often drive outsourcing by public
organizations (Kakabadse and Kakabadse, 20004d,initeremic et. al., 2006).

2.5.1 Cost Driven Outsourcing

Saving cost is the major reasons for outsourciragtmre for many organizations. Cost saving
can occur when suppliers’ costs are low enough ¢vanh with added overhead, profit, and

transaction costs suppliers can still deliver aiserfor a lower price. Service provider can able
to deliver the service with low cost than the dignth the mechanisms of Specialization and
economies of scale Kremic et.al. (2006). A desbesave indirect costs may also drive

outsourcing. Outsourcing allows having fewer empky that requires less infrastructure and
support systems which may result in a more efficogganization. Some organizations outsource
to achieve better cost control while others trghift fixed costs into variable costs (Kremic et.

al., 2006).

Even though organizations may outsource for coktte@ reasons, increasing evidence on
literatures shows that cost savings have been sttaiged and costs are sometimes higher after
outsourcing. In addition to not realizing the casiat originally drove the outsourcing initiative,
there are also some additional indirect costs @&atract monitoring and oversight, contract
generation and procurement, intangibles, and tianscosts and social costs like low morale,
high absenteeism, lower productivity etc. that niey incurred. The literature shows that
significant savings can result. However, savings aot a given. Apparently the effects of
outsourcing on an organization’s cost are not yy tinderstood and perhaps the variables and

their relationships are more complex than expektednic et.al. (2006).
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2.5.2 Strategy driven outsourcing

Another mostly cited driver for outsourcing is $#gic issues such as core competence and
flexibility. Because of intense competition, orgaations are forced to redirect scarce resources
where they make the greatest positive impact, nante® organization's core functions.
Outsourcing is to allow the organization to befterus on its core competencies. Other strategy
issues which encourage the consideration of outsmymare restructuring, rapid organizational
growth, changing technology and the need for gretiéibility to manage demand swings
(Mclvor, 2000). Organizations need to react quidkecustomer requirements and outsourcing is

seen as a means to accomplish it (Kremic et. @GD6R

2.5.3 Politically driven outsourcing

Political motive for outsourcing shown in publicganization since most of their issues may be
more social than economic. Other factors that meagive outsourcing by public organizations
include public organizations are sometimes percka® inefficient and bureaucratic, political
candidates may promote outsourcing ideas, partiguéd election time, to demonstrate their
willingness to make positive changes, for bettecoaatability in public organizations, the
agendas of elected officials, public opinion, aodrent national or international trends (Avery
2000, cited in Kremic et.al., 2006). Manager’'s prehce to divest of troublesome functions is
another major reason to outsource. In summarygtigeenough evidence in the literature to
suggest that outsourcing by public organizationg b&initiated for reasons quite different from

private industry (Kremic et.al., 2006).

2.6 Advantage and disadvantage of outsourcing

Outsourcing is used because it gives advantagée torganization. However it brings also a risk
for the organization. Ang and Straub (1998) citéferent studies and forwarded that a cost

advantage by hiring outsiders to perform certamises and produce certain products is one of

the most commonly cited reasons for outsourcinghbpagers.
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If the organization has accumulated specific asaats skills peculiar to the process then in
house processing should be considered (this iscedlyeso if the in-house operation, through
experience or economies of scale, is cheaper ammtfides higher quality than potential

vendors) If the internal operation is inefficient or disttacmanagement, an outsourcing
partnership should be considered. The partner &adtavill cooperate by using their skills,

experience, and assets to optimize the processadapt it to changing business conditions
(Beaumont and Sohal, 2004).

According to Beaumont and Sohal (2004) a businesseps is strategic if it gives a unique
competitive advantage. If the business processragegic, the organization will probably not
want to become dependent on or share sensitive lkdger with vendors who might supply the
client's competitors; the normal option is in sooge However, a strategic business process may
have several aspects some of which can be outsbufem example, although customer
relationship management (CRM) may be critical anaksgic, it may be appropriate to outsource
call center operations while retaining in houséharghip of operators’ scripts and responsibility

for databases

Pressures to outsourcing in the goal of compah@saggressively outsource most functions are
to enhance competitiveness by achieving a high&rreon assets through less capital
commitment and increasing the ability to adjustcilyi to a changing environment through less
commitment to in-house resources.' Their mott@@smore with less. Outsourcing is motivated
by growing pressures on management to remain catmpddy accomplishing more with fewer
resources at a faster pace. Competitive pressuee denstant driver to increase efficiency.
Organizations have been, or are being, restructui@ainsized, and reengineered in a relentless
attempt to achieve a state of efficiency, effectess, and agility expected to deliver increased
productivity. In order to do more with less, a canp must focus its limited resources on those
activities that are essential to its survival andstrieverage activities that are peripheral. The
result is a greater use of partnerships, collatmrst and simple buying to substitute for in-house

capabilities.
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2.6.1 Advantages of outsourcing

Given that outsourcing will be a natural outgrowttglobalization and fast changing technology
for many companies in the world, those who antigi@nd manage these changes strategically,
the gains can be enormous (Zhu et.al, 2001). Resesushows that there are various reasons to
outsource that include reduced costs, enhancedrpehce, an ability to access superior
expertise and industry best practices, and a désidevote scarce human resources to core

businesses (Federal Reserve Bank of New York, 199@) following elaborate the major once

Reduce and control operating costs: - A vendor prayide better performance at a lower cost
than in houses because of economies of scale adipatipn and tactical focus. Cost savings may
be secured by converting fixed costs to a variabk structure to accommodate fluctuations in
labor and equipment needs and by purchasing seraice fixed cost per transaction, a client can
avoid financial uncertainty. Additionally, outsourg can provide immediate access to expertise
and best business practices that may be too exgetwsibuild internally or hire particularly in
areas such as technology (Federal Reserve Bankewf Ybrk, 1999). Outsourcing reputedly
reduces IT costs. Vendors convince firms by clagnto cut costs by 10-50 percent and
Economies of scale can lower costs (Lacity anddfingim, 1993 cited in Beaumont and Sohal,
2004).

Concentration on core activities and competenei&anagers should apply their experience and
knowledge to core competencies and outsource aesivin which they are less competent; can
benefit from vendors’ expertise. The choice of viahactivities to outsource is often determined
by the strategic value of the activity and its lew€ operational performance. Generally less
strategic activities that show low internal perfarme are more likely to be outsourced
(Beaumont and Sohal, 2004).

Variable and fractional demand: - A small firm’snlted internal resources make coping with
sudden changes in demand difficult. Responsescteased demand usually lag demand as new
capacity is acquired or new staff are recruited tathed. Diminished demand may necessitate

dismissing loyal staff in whom training and expade has been invested. A vendor may have

28



ample resources. A small organization will not hiralf a lawyer, but outsource its legal

requirements.

2.6.2 Disadvantages of outsourcing

Since outsourcing is recent tool of managers thmptete costs are not yet known, which
possess a risk in itself. One of the causes ofoouteng failure is lack of guiding methodology
for managers and skills to manage and monitor outgal functions (Kremic et.al, 2006). While
outsourcing may seem attractive at the strateginag@ment level, serious pitfalls are often
encountered as the strategy is pushed downwardopeoations. At the operational level, the
strategic intent tends to be lost in a hectic dagtaty, problem to problem business environment.
Outsourcing decisions made at the operational leaeleasily lead to dependencies that create

unforeseen strategic vulnerabilities (Ibid, 2006).

Kremic et.al (2006) listed potential risks in réat to outsourcing that are gathered from

outsourcing literatures. The following are the paitd risks

* Unrealized savings or hidden costs

» Less flexibility

» Poor contract or poor selection of partner

* Loss of knowledge/skills and/or corporate memoryd athe difficulty in
reacquiring a function

» Loss of control/core competence

» Power shift to supplier

» Supplier problems (poor performance or bad relatiopportunistic behavior, not
giving access to best talent or technology)

» Losing customers, opportunities, or reputation

» Uncertainty/changing environment

* Poor morale/employee issues

* Loss of synergy

» Create competitor
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* Conflict of interest

* Security issues

» False sense of irresponsibility
* Legal obstacles

» Skill erosion Lafferty and Power shift to supplier

Basel committee on banking supervision paper ofs@Quting of financial services on 2005
identified and explained some of common outsourcisks of financial services encountered.

The key risks that may arise due to outsourcing are

» Strategic Risks - The service provider may condudiness on its behalf, which is
inconsistent with the overall strategic goals & bank.

* Reputation Risk - Poor service from the serviceviler, its customer interaction
may not be consistent with the overall standardb®bank.

» Compliance Risk - Privacy, consumer and prudenéials may not be adequately
complied with by the service provider.

* Operational Risk - Arising due to technology fadurfraud, error, inadequate
financial capacity of service provider to fulfilbbgations and/or provide remedies.

» Legal Risk — includes, exposure to fines, penatiregunitive damages resulting from
supervisory actions, as well as private settlemdaésto omissions and commissions
of the service provider.

» Exit Strategy Risk - This could arise from overaate on one firm, the loss of
relevant skills in the bank itself preventing ibrin bringing the activity back in-house
and contracts entered into wherein speedy exitddameiprohibitively expensive.

» Country Risk - Due to political, social or legainchte of country where the service
provider is located.

» Contractual Risk - This risk arises from inabildy degree of ability of the bank to
enforce the contract with the service provider.

» Concentration and Systemic Risk - Due to lack oftad of the bank over a service
provider, more so when overall banking industry bassiderable exposure to one

service provider. The failure of the service pr@vith providing the desired services
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covered by the terms of agreement or any non camgdi of any legal / regulatory
requirements by the service provider can lead potegional or financial loss for the
bank which can trigger a systematic risk in thelozm system (Basel Committee,
2005).

2.7 Theoretical framework of the study

Perceptions of decision makers towards outsourisimiscussed by Kumar and Natarajan, pp 8,
(2011) as positive perceptions are often equated with theaathges of outsourcing and the
criticality of outsourcing for the organization; gative perceptions are equated with the risks of

outsourcing and the roadblocks for implementingsoutcing decisions.”

The risk and benefits of outsourcing have influenoethe attitude of decision maker towards
outsourcing (Gewald and Dibbern 2009ttitude towards outsourcing is positively influssd

by the perceived benefits and perceived criticaityoutsourcing; and negatively influenced by
the perceived risks and perceived roadblocks foplementing outsourcing”(Kumar and
Natarajan, pp 8, 2011)

A way to evaluate outsourcing risks despite the anailability of quantitative data is to use the
expert judgment of Bank managers. Supported bynabeu of studies showing that the actual
outsourcing decision is strongly influenced by geeticular manager in charge of the process
and is thereby an individual rather than a groupsien (Kakabadse and Kakabadse 2002, cited
in Kremic et.al., 2006). It becomes obvious thatanager's individual perception of outsourcing
risks and benefits plays a major role as an anetetb corporate outsourcing. Therefore, if
managers are involved in the decision process ®sMaPO it is of utmost importance how they

perceive the risks as no reliable objective meaisucarrently available.

The perceived risks and benefits associated wit® BfPongly influence managers' intention to
outsource business processes. Hence detectingtbeptions of decision makers in outsourcing
is important to identify the reasons of currentiytsmurced activities as well as future trends of

outsourcing practices.
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Prasad et.al (2011) has seen various dimensionsiteburcing that have been identified from

both in practice and literature as:

1) Shoring model (vendor location/service creation)
2) Sourcing model (vendor type),
3) Engagement model (humber of vendors engaged), an

4) Duration of the engagement (contract periods).

The ownership of the outsourcing facility and thansfer of assets is also an important
dimension of outsourcing. Dibbern and Heinzl (2006it¢d in Prasad et.al (2011), for example,
distinguish between the procurement of a serviomfa legally independent entity (third party
vendor) and from profit centers with capital ties the enterprise (e.g. subsidiary or joint
venture). Another important dimension of outsougcis the number of vendors engaged by a
client (Lacity and Willcocks, 2001, cited in Prasadil, 2011).

An organization may choose to engage a single wverfdimgle outsourcing) for all its
outsourcing needs or may engage multiple vendorstlie same (multiple outsourcing)
depending upon several factors, like nature oftttevities, vendor’s capabilities, client’s ability
to manage vendors, availability of vendors, andunigt of outsourcing market, and so on
(Prasad et. al, 2011).

Gallivan and Oh (1999) cited in Prasad et.al (20&bplyzed various IT outsourcing
relationships as business alliances and descrilimat @endor relationship (single client/single
vendor, multiple clients/single vendor and so amj highlighted that these simple relationships
may prove to be risky for the client due to the etefency on single vendor. Engaging with
single vendor poses a serious risk of vendor deganyg especially in an immature outsourcing
market, and hence, it is prudent for the orgaroratito consider engaging multiple vendors for

outsourcing.
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The scope or the extent of outsourcing is also rg aportant dimension of an outsourcing
decision. There are terms Total or complete outsngrand selective or partial outsourcing
describing the coverage or scope of the outsouseedces. In a total (complete) outsourcing
arrangement, a client outsources a complete activia business process or an entire function,

while in selective (partial) outsourcing, the cligorocures services from the vendors only
partially (Ibid, 2011).

As the outsourcing practice was getting widely dddpacross several industries and
geographies, coupled with the maturing of the vemdarket and the outsourcing services being
offered in a variety of packages, several new sogrenodels have emerged during the late

1990s (Prasad et. al, 2011). Therefore this rekearanchored based on the above theoretical
frameworks.
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CHAPTER THREE

METHODOLOGY

The study investigates challenges and opportungfesutsourcing practice in Ethiopia with
particular focus on the banking industry. In ortlergather relevant data and draw useful and

realistic conclusion, the researcher has usedoltening methodology for the research.

3.1 Research design

A descriptive type of research design is usedHerdstudy The reason behind using descriptive
study design is because the researcher is intdréstdescribing the existing situation under
study. The study shows the current practices o$aaurting within the banking industry. In

addition, the bank managements and senior offiggggteptions toward outsourcing in terms of
strategic business tool are described by gathahegrelevant information and analysiEhe

study is cross-sectional in the sense that reledatiat were collected at one point in time.

3.2 Source of data

Both primary and secondary data were used for theys Primary data were gathered using
guestionnaire and semi-structured interviews, wdeersecondary data were collected from
reports, websites, and various unpublished andighdd materials through documentary

analysis.

3.3 Population and sample

The population of the study is Ethiopian banks tivat operating within the country. There are
sixteen private and three government owned bankEshiopia. Among them the study gathered
relevant information from five banks as a sampieorder to represent the population the sample
contains two government banks and three privat&dddtratified random sampling technique

was used to select the sample banks based orylatethod. Accordingly, Commercial Bank of
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Ethiopia (CBE) and Development Bank of Ethiopia @Brom government owned banks and
Awash International Bank (AIB), Abay Bank (AB), ahthited Bank (UB) from private banks
have been selected as a sample. The study contesndrathree areas of business process. These
are Human Resource Management (HRM), Informaticste®y Management (ISM), and Facility
Management (FM). Various studies confirm that aldwide trend shows these three areas of
business activities widely outsourced. Data welected from the above five banks managers

experts, and senior officers. They were contaatech the three business process.

Purposive sampling technique was applied to disteilbhe questionnaire for respondents in each
bank and in each business process. Respondentsefrom bank of the three business areas
which are from HRM, FM and from IT business actestwere contacted. Hence, the size of the
sample reaches 100 respondents. The determindtithe sample size based previous works in
similar studies. The main purpose applying purppsampling technique in this study is to
gather information from senior management and efficwho have relatively high role in
decision making process in relation to outsourciftgeir perception influences their support for

outsourcing decisions.

Semi structured interview is another tool usedathegr data on practical activities of the banks
in relation to outsourcing. Interview were made tbe selected five banks outsourcing
department managers or in related areas to coveg practical aspect of outsourcing and this

was done based on purposive sampling methods.

Besides, secondary sources were used for supplamemirpose. Secondary sources include

bank’s annual report, unpublished internal repantd prior research reports.

3.4 Development of instrument

The survey questionnaire has six sections. The diestion was designed to collect personal
information about the participants relevant to fyekiey informants. The second section contains
measurement questions that assess the currenicpratbutsourcing in the bank. The third and

fourth sections are designed to collect informatiegarding the perceptions of senior officers
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and managers to outsourcing in terms of benefitsreaks. The fifth section contains a rating
scale measurement questions designed to collectotiblocks of outsourcing and the last

section, deals with question relating to critigabf outsourcing as a business strategy.

The questionnaire design used two scales to cdlectlata. The nominal scale and five point
Likert scale ranging from five (very high) to onee(y low) is used to measure the responses.
Most of these designs have been adapted from ueworvey done by Kumar and Natarajan
(2011) with some modification by the researchdittfor the Ethiopian context and this research

purposes.

With regard to interview, semi structured questicgre prepared to address actual practices of
outsourcing of banks. The question was used datimis for discussion but during the interview.

Based on the discussion necessary questions weedmastanding of interviewee response.

3.5 Data collection procedure

The researcher adopted three steps in collectiagiéita for the study. First, relevant literature
was reviewed to get adequate information on thectofecond, objectives and research
guestions were formulated to show the directionhef study. Third, data gathering tools were
developed. After the questionnaire was distribused collected, interview with the senior

managers and officers of the bank were conducted.

3.6 Method of data analysis

Statistical Package for Social Science (SPSS) softfor version 20.0 was used to compute and
analyze the data. The statistical tools are use¢taranalysis of data include percentage, mean,

standard deviation, chi square and rank. Graphdadoiées are used for presentation of data.

Chi square test is applied in order to test sigaiites of relationships among different sets of
variables. Pearson Chi square test is used us#&H IBM Version 20). The reason for using

Pearson Chi square test is because of its apptepess to measure association among two
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variables. The variables considered under thisyséud ordinal variables, which are perceived
degree of expected benefits of outsourcing, peeckidegree of expected risk related to
outsourcing and the level of perceived roadblodgksoatsourcing practices. Each of the three
ordinal variables is checked if they have a refatiath the perceived criticality of outsourcing as
a business strategy, taking 0.05 at different degrees of freedom.
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CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

This chapter presents analyzed results and intexpidiscussions of the data obtained from the
primary sources as well as secondary sources. Timeany data was obtained from the
guestionnaire and semi structured interview questivhich are designed to collect the
necessary data to answer the research questioesguéstionnaire was administered for one
hundredrespondents, from the five sampled banks, situstedddis Ababa, Ethiopia whereas
interviews were made with five senior higher mamaget officers. This chapter is organized
based on data gathering tools. Hence, first alldag from questionnaire are presented and

secondly data from interview and documents areyagndl

4.1 Results of data gathered from questionnaires

This part has seven sections in relation to datguektionnaire. The first section deals with the
demographic data of respondents. The second sed#i@ms with general practice of outsourcing
in banks. The perceptions of senior officers anakbaanagers toward the benefits and risk of
outsourcing are presented in third and fourth eastirespectively. Fifth section deals with the
obstacles to outsource business process. Theslasgtrs reveals the criticality of outsourcing as a

business strategy.

4.1.1 Background information of respondents

One hundred questionnaires were distributed to mhgpondents and out of the 100
guestionnaires 78 of them were collected with goese rate of 78%. However, only 74
responses were valid with complete answers. Theodmphic characteristics include:
designation, gender, age, level of education, andth of service. This aspect of the analysis
deals with the personal data on the respondentiseofjuestionnaires. Table 1 to table 4 below

shows the details of background information ofréspondents.
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Table 1: Respondents category by bank ownershigasition

N Bank Total
Position :
Private Government Frequency| Percent
Managers 16 12 28 38
Experts /Senior Officers 18 28 46 62
Frequency 34 40 74 100
Total
Percent 46 54 100

The above table shows that 54 % of the respondegrts from the state owned banks and 46%

of them were from private banks. In terms of orgational hierarchical positions all participants

were senior officers and managers who have relgtiaggher information and as well as

experience within the banks. Among respondents 8&¥& managers whereas the rest of them

(68%) were experts and senior officers.

Table 2: Respondents length of service on curgmand their department

Length of service on current job Total
Respondents )
_ Below Six | 6 month | 3 -5 | Above 6
department/Business Frequency| Percent
Month old | to 2 years| years| Years
Information Technology 2 2 4 4 12 16
Human Resource 1 8 21 7 37 50
Facility(propert
Y(property) 2 12 10 1 25 34
Management
Frequency 5 22 35 12 74 100
Total
Percent 6 30 47 16 100
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Table 2 demonstrates respondent’s current job fagid éxperience on their current job. Majority

of the respondents are from HR department whicleicé@% of the respondents. 34% and 16%
of the respondents were from Facility or propertgnaggement department and information
technology department respectively.

Experience of respondent on their current job maghthat 63% of the respondents have more
than three years of work experience on their ctijegn Thus, the survey response can be relied
upon data gathered from these groups to reflectctireent practice and understanding of

outsourcing with in the banking sector.

Table 3: Educational level and experience of radpats

Educational Level Total
Experience College First Second Degree &
) Frequency Percent
Diploma Degree above

Below 1 year 2 2 4 5
1 -5 years 1 7 11 19 26
6 — 10 years 22 2 24 32
Above 10 years 24 3 27 36

Frequency 3 55 16 74 100
Total

Percent 4 74 22 100

The above table presents information relating tsqmal attributes of the respondents in relation
to education and job experience. With regard toegepces 68% of the respondents have more
than five years of experience. The respondentsvalieeducated in which 96% holding at least a
first degree and all the respondents occupyingosesflicer and management positions. This
suggests that all the respondents were well vessidthe policies and operations of the bank,

and have good understanding in outsourcing dedsiothin their organizations.
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Table 4: Respondents age and sex

Respondents Age Total

Respondents Sex Below 25|26 — 35/ 36 - 55 Above 55
Frequency Percent
years old years old |yearsold | Years old

Male 2 32 8 1 43 58
Female 21 10 31 42
Frequency 2 53 18 1 74 100
Total
Percent 3 72 24 1 100

From the above table about 58% respondents are thmalkeast amount 42% are females. The
age majority of the employees are between 25 ttagears old which comprise 72% of the
respondent and 24% of them aged within 36 to 5%syelhis shows respondents of the study

have a good mix of sex as well as age groups.

Generally from the details of background informatiof the respondents it is possible to
conclude that respondents of the study have gopérence and educational background and
have a good mix of sex as well as age groups tlattb have better complete perspectives of
outsourcing that would be reflected on their petioss.

4.1.2 Trend and practice of outsourcing

4.1.2.1 Outsourcing concept awareness level in bang sector

To assess the awareness level of bank staffs dbewtoncept of outsourcing, respondents are

asked to reflect their observations of subordirzaté supervisors level of awareness in ranging

from very high to very low. Result of respondenimsnarized in figure 2.
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Figure 2: Awareness levels of bankers about outgoy

60

® Higher position Staffs

B Low position staffs

Very High High Medium Low Very Low

According to figure 2, majority of the respondebédieve that their subordinates as well as their
supervisor have more than medium level of awareabssit the concept of outsourcing. Thus,

the result shows bank staffs have reasonable té\al/areness about the concept of outsourcing.

Awareness among organizations staffs to a strategyportant for the strategy successful
implementation. Hence the above medium level ofram@ss on the bank staffs will have its

own positive impact on success of outsourcing etyat

4.1.2.2Trends of outsourcing practice

Globally, according to Federal Bank of New York 999 the financial services sector show a
gradually growing trend in outsourcing, both innter of nature and scope of activities

outsourced To assess the future trend of outsourcing pradtic&thiopian banking sector

respondents are asked their perception of fututentials of outsourcing.
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Figure 3: kiture growth of outsourcir

Future trend of outsourcing
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m Decreasing

® Do not know

Figure 3 show that 50 respondent which is 68% ef régspondents believe that outsourc
practice is increasing. The other 16% of the redpats believe that outsourcing sices will

notbe change within the bank in the future or it \sthy constan

4.1.3 Perceptiorof bank managers and senior officers to outsourcingenefits

The perceived benefits associated with outsoursingngly influence managers' intention
outsource business processes. Hence revealing tiseppiens of decision makers and tr
subordinates in outsourcing is important to idgnitiife reasons of currently outsourced activi
as well as future trends of outsourcing practidé® perceptior of respondents on the degree
expectation of benefits from outsourcing were asked measured using f-point likert scale
(Scale: Very high to Very Low). Table 5 shows thsuit.
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Table 5: Perception of bank managers and senimeeosfto outsourcing benefits

Std.

N Mean Mode Deviation Rank
Achieve better focus_ on cofe -, 3.68 4 1.366 1
competencies (core business)
‘Cos_t si?lftlng (from ‘fixed to 74 3.62 3 1.003 5
variable’)
Management convenience -, 354 4 1088 3
(spreading risk)
cost cutting 74 3.51 4 1.208 4
Improved operational efficiency 74 3.49 4 1.010 5
Improved customer service 74 3.41 3 1.134 6
Access to  new gnd updqtad 74 3.41 4 1158 6
technologies on continuous basiq
Ac_cess to new capabilities and 74 3.41 4 1971 6
skill sets.
Process improvemennt
(restructuring and process 74 3.38 3 1.030 9
standardization)
Improved business intelligence 74 3.30 4 1.362 10
Introduce new products/services
(with quick time-to-market) 4 3.19 3 1.401 1
Overall outsourcing benefits 74 3.49 4 .798

The results of the questionnaire responses on igetcéenefits of outsourcing are shown in

Table 5. The respondents are generally in agreethanbutsourcing process brings benefits to a
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bank. The mean value of 3.49, mode 4, and 0.798 dDfjve point likert scale for overall
benefit for the organization indicates that resmosl expected high level of outsourcing

benefits.

The analysis further shows that the main motivatmmnoutsourcing comes from the perception
to achieve better focus on core competencies (ooseess), with mean value 3.64 ans mode
value 4 represent high degree of expectations toarcing benefit. Cost shifting (from ‘fixed’

to ‘variable’) mean (3.62), mode (3) and SD 1.088¢d Management convenience (spreading
risk) mean (3.54), mode (4) and SD 1.088 are rardembnd and third next to focus on core
business. Introduce new products/services andowegr business intelligences are the least

expected benefits of outsourcing.

Finding of Seth and Sethi, (2011) also supporssfihding where managers want to engage their
internal staff in strategic functions and entrimst toutine and non-core functions to third party
service providers. Recognizing the fact that semianagement needs to get out of mundane day
to day processing work and focus instead on sti@glgnning, core competencies, customer
satisfaction and decision making, a number of lacgenpanies, across globe have begun

selecting for outsourcing of their HR services.

According to Gewald and Dibbern (2005), cost adwzges are the prevailing reason why
corporations choose to outsource parts of theiinkess. But their study in German banking
sector shows that business value seems to be imgpleost reduction as the main motive for

outsourcing.
4.1.4 Perception of bank managers and senior officéor risk related to Outsourcing
The degree of perceived risk due to outsourcing ask®ed to respondents on the likert scale

(Scale: Very high to Very Low). The insight gainiedthis study is the ranking of the different

risks from Ethiopian context instead of merely nagnihem.
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Table 6: Perception of bank managers and senimeodffor risk related to outsourcing

Std.
N Mean Mode . Rank
Deviation
Data security 74 3.46 4 1.184 1
Data confidentiality 74 | 341 4 1.158 2
Loosing process control 74 3.32 3 .995 3
Regulatory violations angd
T 74 3.27 4 1.138 4
legal obligations
Complexity in  vendo
) ) 74 3.27 3 .983 4
relationship management
Unable to realize expected
) _ 74 3.24 3 1.057 6
deliverables/benefits
Increased management
N 74 3.22 4 1.174 7
complexities
Over reliance on vendors 73| 3.16 3 1.093 8
Overall outsourcing risks 74 3.35 4 .818

Analysis of the section on the level of outsourciigl indicates that the highest expected risk
from outsourcing are data security and data confidity in the banking sector in Ethiopia with

mean value of 3.46 and 3.41 respectively and madigev4 which is above normal degree of
outsourcing risk expectations. The perceptionigh ldegree of outsourcing risk of data-related

risks (Data security, Data confidentiality) may éelained by the seriousness the banks attach

to the principle of confidentiality and the senstii of banks customer data.
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Over reliance on vendors and increased manageremplexities are the least degree of risk
attached to them. Possible reason for the leaseded] risk attached to Management and policy-
related risks (Losing process control, Regulataojations and legal obligations, Complexity in

vendor relationship management, Over reliance oees, Increased management complexities,
Unable to realize expected deliverables/benefitay tme believes of banks internal capacity to

manage and to substitute outsourced services easily

4.1.5 Major Roadblocks of outsourcing

To implement outsourcing as a strategy there am@lesiges from various points. These
challenges impact vary from country to country freector to sector. Degree of impact of major
Roadblocks for Bank to outsource were asked andsuned using likert Scale (Very high — 1,

High — 2, Neutral — 3, Low — 4, Very Low - 5).

Table 7: Outsourcing obstacles Level of impact

Std.
N Mean Mode . Rank
Deviation
Absence of matured vendor
74 2.24 1 1.373 1
market
Size and scale of the
_ o 74 2.35 1 1.349 2
operations/organization
Infrastructure inadequacy 74 2.38 2 1.392 3
Regulatory and polic
o 74 2.54 2 1.295 4
restrictions
Resistance from Employge
) 74 2.73 3 1.436 5
union
Overall roadblocks of
_ 74 2.46 2 1.113
outsourcing
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Table 7 shows that ‘Absence of matured vendor ntaikehe highest roadblock to outsource

with 2.24 mean values that nearly equal to highrekeg@f impact it has on outsourcing. Size and
scale of the operations/organization the second wiwalenger for outsourcing with the mean
value of 2.27. In the same way Resistance from Byga union is the least barrier for

outsourcing with the mean value 2.70 and Regulatoy policy restrictions is also less barrier
with the mean value of 2.51.

This finding strengthens the finding of (Kumar asatarajan, 2011 cited in Adeleye et al., 2004)
outsourcing among Nigerian banks that the non-aldity of a matured vendor market can be a
big roadblock which not only impedes the outsowgcattivities but also contributes to the

vendor-related risks of outsourcing.

According to Kumar and Natarajan, (2011) ReservekBaf India developed initiatives to
provide a stable and reliable framework for banésatlopt outsourcing practices. But the
restrictions imposed by these regulations weregtrt enough to call for concerted efforts to
remain compliant on the part of both the banks el & the outsourcing service providers; thus
posing a serious roadblock to engage in outsouraatyyities. In highly unionized employee
resistance from employee unions can also be ausenmpediment to outsourcing (Kumar and
Natarajan, 2011).

Based on the above discussion it is possible & ithfat lack of matured vendor market is major

obstacle for outsourcing in Ethiopia.

4.1.6 Criticality of outsourcing as a business sttagy

The perceptions of experts, senior officers andagars regarding the criticality of outsourcing
as a business strategy presented in figure 4. iueef shows that 38% of the respondents
believe that outsourcing is a critical businesatetyy for their banks. In the same way 38% of
respondents expressed outsourcing as basic stridedpanks and still 19% of them consider
outsourcing as it is not so critical. Outsourcisgai critical aspect of financial institutions to

survive in today’s business environment (FederalkBz New York 1999).
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Figure 4: Criticality of outsourcing as a businstrategy
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4.1.7 Chi square test

The relationship among expected benefits of outsogy perceived risk of outsourcing a

perceived roadblocks with criticality of outsourgias business strategy of variables is te

4.1.7.1Expected benefits of outsourcin(Vs criticality of outsourcing as business strate(

The result for the test for independence betweaweped benefits of outsourcing and -

perceived criticality of outsourcing as a businessategy obtained from the SS

experimentation is shown belc
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Table 8: Chi square test result of Perceived benefioutsourcing Vs criticality of outsourcing

as business strategy

Criticality of outsourcing as a business strate{ Total
Not so Neutral | critical Very
critical critical
Low 6 2 0 0 8
) . Neutral 0 10 16 2 28
Outsourcing benefit
High 4 8 10 10 32
Very high 0 2 2 2 6
Total 10 22 28 14 74
Value df Asymp. Sig. (2-sided
Pearson Chi-Square 40.645 .000
Likelihood Ratio 37.868 .000
Linear-by-Linear Association 11.224 .001
N of Valid Case 74

As the calculated Chi square result, 40.645 istgrehan the critical value (tabulated Chi square
value ata= 0.05 with 9 degrees of freedom (16.919), we tdjee null hypothesis. Therefore, it
is possible to conclude that there is a relatignfligitween benefits of outsourcing and criticality

of outsourcing as business strategy.

4.1.7.2 Perceived outsourcing risks Vs Criticalityf outsourcing as a business strategy
The result for the test for independence betweeneVel of expected risks from outsourcing and

the perceived criticality of outsourcing as a basme strategy obtained from the SPSS

experimentation is shown on table 9.
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Table 9: Chi square test result of perceived outsng risks Vs criticality of outsourcing as a

business strategy

——

Criticality of outsourcing as a business strateq Total
Not so critical| Neutral critical Very
critical
Very low 0 2 0 0 2
Low 2 2 2 2 8
Outsourcing risks Neutral 4 10 12 2 28
High 2 8 14 10 34
Very high 2 0 0 0 2
Total 10 22 28 14 74
Value df Asymp. Sig. (2-sided
Pearson Chi-Square 25.446 12 .013
Likelihood Ratio 21.412 12 .045
Linear-by-Linear Association 1.403 1 .236
N of Valid Case 74

As the calculated Chi square result, 25.446 istgrehan the critical value (tabulated Chi square

value ato= 0.05 with 12 degrees of freedom (21.026), wectdjee null hypothesis. Therefore,

we conclude that there is a relationship betweenlelel of perceived outsourcing risk and

criticality of outsourcing as a business strategy.

4.1.7.3 Roadblocks of outsourcing Vs Criticality obutsourcing as a business strategy

The result for the test for independence betweenepeed roadblocks of outsourciregnd the

perceived Criticality of outsourcing as a businessategy obtained from the SPSS

experimentation is shown below.
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Table 10: Chi square test result of perceived rma#ls of outsourcing Vs criticality of

outsourcing as a business strategy

Criticality of outsourcing as a business| Total
strategy
Not so Neutral | critical Very
critical critical
Not 0 0 2 2 4
applicable
Very low 2 2 0 2 6
Roadblocks of Low 2 14 10 4l 30
outsourcing
Neutral 4 4 12 4 24
High 0 2 4 0 6
Very high 2 0 0 2 4
Total 10 22 28 14 74
Value df Asymp. Sig. (2-sided
Pearson Chi-Square 27.752 15 .023
Likelihood Ratio 32.634 15 .005
Linear-by-Linear Association .326 1 .568
N of Valid Case 74

The calculated Chi square result, 27.752 is grdahtar the critical value (tabulated Chi square

value ata= 0.05 with 15 degrees of freedom (24.996), resglto reject the null hypothesis.

Therefore, we conclude that there is a relationbleigveen the level of the management support

(while works identify problems and give solutiomdathe perceived organizational success.
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4.2 Findings from interview and its discussions

Interviews were made with four bank senior manadens each sampled banks, in order to
gather practical activities of outsourcing. Fromvgmment banks property management
business process manager and corporate human gcesterelopment directorate director were
interviewed. From private banks human resource gem@rocurement and facility management
directorate director and general service managee weerviewed. Semi structured interview
guestions were prepared to gather more informdtiom the respondent’s feedback. For the
purpose of presentation related questions and tesponses are presented together in the
following manner.

1. When did you start outsourcing? What are outsourcedservices of the bank? What

activities are planned to be outsourced in the neduture?

The experiences of outsourcing vary from bank tokbaccording to interviewees response
outsourcing started within the range of seven tedlyears ago on their banks. CBE was started
outsourcing before seven years ago and DBE alstedtautsourcing five years back. But AB
and UB stared outsourcing three and two years egpectively. Far from the others AIB did not
outsource any of commonly outsourced service foereal service providers with the exception
of vehicle maintenance. Generally government owlnacks are relatively started outsourcing
early than private banks. This variation may be thutheir establishment period; government
banks are older than the private banks. Therefotsoarcing practice in banking sector in

Ethiopia is almost new as it is compared to gldima@ncial sector trends.

The four sampled banks with the exception of Al&t&td outsourcing with non clerical services;
specifically with security services.AlB outsourcehicle maintenance. The other service areas
mostly outsourced by banks currently are cleanieryises, supply of labor for messenger
services and other temporary support works. Inftionaechnology services are not considered
by the respondents as a real outsourcing dealrrdibg consider it as one time purchase. But
one respondent mention that implementation of bameking software was outsourced partially

for Indian firm for three years of contractual agreents to provide technical assistance, however
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internal staffs were administering the whole prsces implementations. Outsourcing of non

core business is varying among banks.

Respondents mention that Transportation servicantetaance and servicing of car service,
Procurement activities, performance managementicaleskrvice, ATM, Card banking, external

recruitment, mail service, and drivers are planioeoe outsourced.

In contrary to the above discussion one of theaedpnts said that currently there is no plan to
outsource other activities of the bank, rather daoe management difficulty of vender
relationships they are considering turning backtwhay outsourced which is security services.
As the interviewee disclosed cleaning and messsrageroutsourced in other banks but the bank
believes that outsourcing these services are 8iy,rsince the documents exchanged between

offices are confidential as well as almost theyraomey.

Documents on bidding found at CBE reveal that,tation for expression of interest on potential
outsourcing services show fifteen services thatewsglected for outsourcing. This includes
Cleaning Service, Audio Visual Service, ExternalcRément & Selection Service, Building

Administration and Maintenance Service, Promotid@®ilvice etc. See appendix.

In relation to the service provider location, afinders are local companies that supplies non
clerical services like security, maintenance argming services with exception of information
technology services provided by foreign companyelation to number of vendors engaged by
banks; currently banks hire one vender for oneiserype and they engaged in contracts with
various venders for different services. This shtivet at least more than two venders are being
managed by each bank. Duration of the engagemewarying from contact to contract and

from bank to bank experience, but generally cohpadods set between one to two years.

Another important dimension of outsourcing is thvenership of service providers engaged in
contracts. This is whether or not service provittlas financial and other stakes with the
outsourcing company. Based on this dimensions CBEswwith its own subsidiary company.

Private Banks are engaged in the procurement @nadce from a legally independent entity
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(third party vendor). Interviewee responses regaraiutsourced service are summarized in to
tables 11.

Table 11: Summarized current status of outsoursergices

_ Already Under Not considered |Reintegrate
Function ) _ _ _
Outsourced |consideration |For outsourcing |Functions

Human Resource Functions 1 3 1

Promotion and Marketing

functions

Information Technology

functions

Maintenance services 2 3

Security services 4 1

Cleaning /Janitorial services 3 1

Transportation services 4 1

Procurement and logistigs

services

Table 11 shows the level of currently outsourcing éach function. The level of outsourcing
was captured using for constructs, dependent uploeth&r the bank; already outsource the
function, is under consideration, has decided afaon reintegrate a particular function with

others.

Analysis of the section on the level of outsourdindjcates that security function and janitorial

functions are the most outsourced in the bankirngosen Ethiopia all interviewees indicating

55



that their banks have already outsourced the fonstiThe high rate of outsourcing of these

functions may be explained by the emergence offgicompanies offering the services.

According to Barako and Gatere (2008) ATM servieesl card processing are the most
outsourced function in Kenyans banking sector.raitere on outsourcing states a significant
portion of activities that are outsourced globdtly different organizations across different
industries in different countries, are horizontakiness activities, e.g., customer care, payroll,

recruitment, training and development, etc. (Praadl, 2011).

Whereas according to Kumar and Natarajan (2011)othsourcing practices of Indian banks
shows that they have serious reservations in owdswltheir horizontal business activities. They
preferred not to outsource their customer care tactinical help desk activities, Sales and
marketing activities, activities that involve ditegealing/interaction with the customer (e.g.,
sales, marketing, customer care etc.).

From the above discussion it is possible to infiat the level of outsourcing in Ethiopian banks
is at its infant stage in terms of type of outsedrservices which limited to non clerical services
(security services, cleaning service, informatienohhology services, and supply of temporary
labor services). However future growth seems toekganding towards basically supporting
activities that are common across industries indéeet of the nature of the business of an

organization.

Banks do not consider software purchasing and im@fgation as outsourcing, information
technology services are outsourced partially foreifjn and local companies for its
implementation and technical suppor@utsourcing is more common in information technglog
for services that have usually been regarded assit to managing a business. In some cases,
the entire information management of a companywtsaurced, including planning and business
analysis as well as the installation, managemedtsanvicing of the network and workstations
(Gewald et. al, 2006).

2. What was the motive to outsource?
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In relation to driving force to outsource intervieav participants mentioned management

convenience, focusing on core business, and cestgsas a motivational factor for outsourcing.

Management convenience; the main motive for outsogrthose non clerical services are
administrative issue. Management of non core fonstiand administering non clerical staffs are
highly difficult. There was high absenteeism witle reason of sick leaves, they don't arrive on
time on their jobs, managing their benefits’ wasyveoutine in relation to their uniforms,
insurance, medical and the like. Management of ¢lenical benefits, government regulations,
programs and follow up of their performance aretimeuand takes more time of managers. As
one interviewee said on average seven securitydguae hired for a single branch. The process
of hiring and administering is quite difficult asrapared to clerical staffs considering their level
of contribution for bank competency and lack of Idigal professionals. Other issue raised is
that in our country there is lack of proper cectafion and professionalism in non clerical
services like cleaning, security guards and massagtandling and managing these personnel
are difficult for bank managers. Outsourcing is @od) ways of handling these services by

external expertise.

Focusing on core function is the other main driviagce for outsourcing in banking sector of
Ethiopia. The other major motive of the bank tosoutce is to focus on core business.
Interviewee from CBE said that the bank has a wis@be a world class commercial bank by
year 2025. In order to realize its vision the mamagnt as well as its staffs should focus on
strategically important core areas of the bank.s@uicing noncore activities to external service
providers who has a competency and economic sdabntage is a critical strategy of the bank.
The other respondent discussed that the bank isanevit wants to be internationally competent
bank. To be nationally and internationally competsamnk, global thinking is important and one
of the currently applied strategies of managemerautsourcing. The respondent’s views are
supported by Kim and Won (2007) conclusions thabbgourcing noncore activities for vender
organizations, clients can focus on their corevds that give them competitive advantage and
improve overall performance.
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Based on interviewees response cutting cost washeamain driver for outsourcing. However
cost saving is considered for decision to outsoarbesiness activity. Some of mentioned costs
saved from outsourcing are Insurance, medicahitrgiand development, uniform, and the like
cost for non clerical staffs. Interviewee from Alscussed that internally there was a high
demand for outsourcing since the bank is new iti@a®wn facilities. Most of the offices are
rented and there is a problem of facility in gehéfignce cost cutting is one of the major drivers

for outsourcing.

From the above discussion it is possible to infat tmanagement convenience, and focus on
core activities are major reasons for outsourcingowever cost cutting is also reason for
outsourcing, yet it is not the major motive for smircing. There is no difference between
government banks and private banks in terms ofoowteng drivers. This varies from the
conclusion of (Kakabadse and Kakabadse, 2000a] sit&kremic et. al., 2006) that Cost and
strategy motivations commonly drive outsourcingploiyate organizations and political agendas

often drive outsourcing by public organizations.

Generally from both results of questionnaire angrinew, unlike other studies, this research
found that cost reductions are not the key drieeroutsourcing, but the ability to focus on core
competencies and management convenience are thefactor for outsourcing. Increased cost
transparency which is cost shifting from fixed tariable also turns out to be more important
than pure cost reduction. Overall, this findingsisiilar with findings of Gewald and Dibbern
2005; study on German Banking Industry, over tHtuémtial Role of Perceived Risks versus
Perceived Benefits in the Acceptance of Businesedds Outsourcing. German banks can be

seen to favor business value over cost reductiobsisiness process outsourcing engagements.

3. What was the process of outsourcing?

The response of interviewees on their bank expegieagarding the process of outsourcing is
more or less similar. In terms of handling outsmgccontracts CBE is relatively more
organized and a separate outsourcing managemecetire established. Other banks facility

and property management business unit or genendatseaunit handles the administration and
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follow-up of the outsourcing contracts for currgndiutsourced services which are security and

cleaning services. Decision to outsource an gl done by Top management of banks.

The first step for outsourcing is identificatioh motential business activities for outsourcing.
According to interviewee the basic evaluation ci@teused were whether the service is core
business of the bank or not and the competency Evthe bank. Mandate of the bank and
strategic importance of the business are the Ibasiors for weight the business as Core business
of the bank. Level of competency of the bank oamheservice are also based on various factors
such as the internally available and required nmateand human resource, Cost Savings,
Improve service level, Reduce risk, Control of betdd ower ongoing investment, requirement
in internal infrastructure, Increase flexibility tmeet changing business conditions, Acquire
innovative ideas. Generally less strategic acésithat show low internal performance are more

likely to be outsourced (Beaumont and Sohal, 2004).

Based on the assessment potential outsourcingcesngelected then using bidding process
service provider was selected. Secondary anatysiscuments show that CBE was invited for
expression of interest bid for those potential outsing services identified as potential
outsourcing business activities. Bidding documenbatsourcing services of CBE shows fifteen

services that were selected for outsourcing seerafy.

Biding selection criteria (evaluation measuremeveje as follows 30% financial aspects; price
for the service and 70% technical aspects whicHudss; management experience; past
performance of reference; organizational structlwenan resource organization; proportional

salary payment for outsourced staffs.

From the above discussion of interviewee’s resporeel documents analysis we can deduce
that outsourcing decisions were made by top managemAssessment of potential activities
based on the competency and core activities ame fsesn banks. Outsourcing like any other

purchasing process bidding procedure is appliestlect the right service provider.
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To sustain the positive benefits that it bringghe organization, it is important to have a well
managed plan of action for the outsourcing proc&kss includes deciding which activities or
tasks to outsource, which companies should be hargeerform these tasks, how to manage the
outsourced business process, how to agree on payeners, and how to ensure that the desired

results are achieved (Beaumont and Sohal, 2004).

For question raised, what was any firing of stdiig to outsourcing, Interviewees disclosed that
no single individual is fired. Due to natural pess, the number of staffs in those areas of
service to be outsourced decreased. Some of themretred, others who upgrade themselves
promoted and others are dead and the size of mwitall staffs decreased. In the mean time
contractual bid was made and a service providersghected to fill the gap. Partial outsourcing

was applied and through time as internal staffsredse the service provider supplies the

required amount of labour and fills the gap.

4. Is there any challenge to outsource from the markét

Currently banks outsourced some of non clericalises that have relatively good supply and
ability from the market. These activities are Jangervice and security guard service. These
services are currently provided by the market wattme level of competency. There are
challenges from the market. In most of the seryithere is lack of well qualified service

provider. Example mentioned by interviewee thangportation service was planned to be
outsourced but from the market assessment thersoane venders that render the service but
their services are not guaranteed in terms of u&b the bank decided to postpone outsourcing
of transportation. In relation to cleaning, messgngecurity service there are considerable

number of venders with different capacity and eqraes.

Based on what the banks outsource specificallyetmrsty and cleaning service there are a
number of challenges. During bidding time thereavarnumber of service providers and they
presented their capacity and win the contract. @tdr contractual agreement is signed their
focus will be money only. They are not professisn#iey are not organized and they don’t have

proper controlling system. Their HR is not stroramd even there is nepotism within the
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organizations. In order to maximize the profit,véee providers have contracted with many
companies beyond their capacity as a result thégr afervice which does not meet their

customers’ expectation.

Lack of ownership and belongingness is the majatiehge faced by banks from the outsourced
staffs. Service providers focus on money makingiddethey pay less salary for their staffs and
due to this and other management problems theneyisturnover. In addition, in order to fill
their financial needs outsourced staffs work madreetin various organizations beyond

acceptable working hours and they get tiered te te required service efficiently.

One interviewee mentions that currently one serpicaviders are giving security services in
branch of the bank at Addis Ababa and Mekele ddlythe other regions of the country the staff
performs the activity. The main reasons are finglytare very expensive to give service out of
Addis Ababa. Secondly they are required to hawenbe from the region to give this service on

those specific areas.

Interviewee from CBE said that out of fifteen pdtalty outsourcing activities that CBE invited
for bidding none of the services have qualified aochpetent service provider were presented as
to the level of competency the bank expected. mMaeket is very weak to provide quality
service with required capabilities. Due to this CBlrently engaged in contract with its own

subsidiary company CN so that it can support thepgany to get the required level of services.

Accordingly interviewee from AIB disclosed that tmeain reasons not to outsource what
commonly outsourced services by other banks likardhg and security services are lack of
qualified service providers from the market. Studys conducted by General services
department together with system reengineering idivien the experience of other banks and the
market. Based on the assessment it is concludectinrently challenge and risk of outsourcing
outweighs the benefit hence in sourcing is theebetpproached. If there is professional service
provider with strong capacity in terms of finandi@thnical and human resources, the bank will

outsource some of non clerical services. This idaga also expressed by other interviewees.
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5. What benefits bank gets from outsourcing? Are you aisfied with performances of

service provider?

According to the interviewee’s response managedsiraernal staff free time for more strategic
activities, cost saving, and external expertise agament are the major benefits gained from

outsourcing.

Banks achieved the expected benefits of outsourcingwo aspects. The first one is the
administration burden of managing non clericalfstafe decreasing as compared to the previous
times. Now, in outsourcing, bank is required toegpayments for the service provide as per the
contract and service delivery. Hence managemeret éire free for more critical jobs than before

even though managing outsourcing contract by itsedfsome challenges.

The second benefit the bank realized is cost remtuct Hiring, training, insurance, bonus,
medical, overtime, uniform, education fees and ahieaves are costs that are reduced due to

outsourcing.

In terms of service quality they are more of prefesals and the company substitute inefficient,

absent employees easily.

Satisfaction level of respondents of outsourcingise varies. Some of them are satisfied by
comparing the challenge of internal staff managednard service quality. Others are not
satisfied; mentioning that vendors are not delivgnivhat is expected by their banks. Therefore
the variation in the satisfaction level of respamderegarding the outsourced services may be
due to either the variation of service level pr@eddy different service providers or the variation

of expectation level of the banks.

6. What actions does the bank take to overcome risk @nchallenges of outsourcing?

To build the trust and belongingness of servicevider’'s staffs and management the banks

invites them in ceremonial events like annual baaly and special events. The banks also
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provide training on the bank vision missions arebatustomer handling to vendor staffs. Even
some of the equipments are provided by the banksufmport the capacity of contracted

companies and smoothing of the services.

Specific to security services issues; there isinanus meeting of banks with bank association.
Through these meetings it is proposed that secseityice provider will be graded based on their
capacity and performance from government and thekdare suggested to hire grade one

security service providers.

Interviewee from private bank indicates that eviethé bank does not organize separate section
of outsourcing like CBE, facility management busm@rocess is responsible for the follow-up
and control of outsourced service performance.clcdind procedures are being developed;
proper specialized staffs are being hired to folkpecific outsourced service for example chief

security officer for security services.

Respondent from the CBE states that the first autsog periods there were private service
providing companies that provides on security dedring services. In order to minimize risks
and related challenges from the market, the bamtow working with commercial hominees,

which is a subsidiary company of the bank. CN is/ mwoviding security, cleaning, messenger
and temporary non clerical man power services. B&rek also established and organized on
section office “outsourcing management office” thatminister outsourcing contracts and
manages related activities. In order to follow ine tquality of service provided, the bank
assigned its own security manager that controbthexall security level of the bank that makes

sudden check-up the attendance of the outsouraéd. st
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CHAPTER FIVE

SUMMARY OF FINDING, CONCLUSIONS & RECOMMENDATIONS

This chapter is divided in to three sections. Tingt Section presents the summary of findings,
second section is conclusion of the research aadast section suggests important points for
future researches.

5.1Summary of findings

The general objective of the study is to find ohalienges and opportunities of outsourcing
practices in banking industry of Ethiopia. The studes to shows the current practices of
outsourcing within the banking industry by assegsie trends; identification of which activities
of the banks are outsourced; the perceptions dk bamagement toward benefits and risks of
outsourcing, the significance of outsourcing asuairess strategy; and the major obstacles to
outsource. In order to address these issues aigtesettype of research methodology is used.
Both questionnaire and interview were applied tthgaprimary data. Documentary analysis
also made from secondary data. Using SPSS softileseriptive statistics such as percentage,

mean, standard deviation and rank are applied®@arnhlysis.

According to the discussion and analysis of the gaesented in chapter four, the findings of
research shows:

1. Majority of the respondents believe that their sdbwates as well as their supervisors

have more than medium level of awareness abowtaiheept of outsourcing.

2. Majority of respondents 68% believe that therernisrereasing practice of outsourcing.
However considerable amount of study participamdsndt see the future potential of
outsourcing practice.

3. The mean value of 3.49 on five point likert scadgresent high degree of outsourcing

benefit expectation in 0.798 SD for overall benédit the organization indicates that
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respondents do consider the benefits from outsogres significant. Achieve better
focus on core competencies (core business), @Guoshg (from ‘fixed’ to ‘variable’) and

Management convenience (spreading risk) are exgbdmaefits of outsourcing ranked
first , second, and third with the mean value 0683 3.62, 3.54 and standard deviation
1.366, 1.003 and 1.088 respectively. Introduce mewducts/services and improved

business intelligences are the least expected ibeoné€butsourcing.

Management convenience, and focus on core busiaessthe main motives of
outsourcing. Cost saving also considered for autsog decisions but it is not the major
driver for outsourcing. There is no difference betw government banks and private

banks in terms of outsourcing motivation.

. The highest expected risks from outsourcing ara daturity and data confidentiality in
the banking sector in Ethiopia ranked first andosécrespectively. In contrary over
reliance on vendors and increased management cxitigdeare the least degree of

expected risk due to outsourcing.

. Absence of matured vendor market is the highesthioak to outsource nearly equal to
high degree of impact it has on outsourcing. Simk scale of the operations/organization
the second most challenger for outsourcing. Instmae way Resistance from Employee
union is the least barrier for outsourcing and laguy and policy restrictions are also

fewer barriers to outsource.

. The perception of experts, senior officer and mamagegarding the criticality of
outsourcing as a business strategy shows that 38%heorespondents believe that
outsourcing is a critical business strategy foirthanks however considerable number of

respondents does not see outsourcing as a cstieagy.
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8. Null hypothesis proposed on the study are rejelotette, Perceived outsourcing benefit,
perceived outsourcing risk and perceived roadblatksutsourcing have a relationship

with perceived criticality of outsourcing as a mess strategy.

9. Outsourcing practice in banking sector in Ethiogialmost new as compared to global
financial sector outsourcing trends. Outsourcingcpce started with in seven to three
years that vary from bank to bank but state batdetesl earlier than private banks. Level
of outsourcing practice varies among banks.

10.Currently outsourced service are limited to nonricé services which are security
service, cleaning services, supply of temporaryolab for messengers and vehicle
maintenances.

11.Other horizontal activities like transportation\see, maintenance and servicing of car
service, procurement activities, performance mamege, medical service, ATM, Card
banking, external recruitment, mail service, argl ltike are planned to be outsourced in
the future.

12.Generally banks are considering outsourcing asobrgestrategic issue that decision are
being made at the top management positions. Asseessyhpotential activities based on
the competency and core activities are seen fronksaOutsourcing like any other

purchasing process bidding procedure is appliestlect the right service provider.

13.Managers and staffs free time for more strategitities, cost saving, and external

expertise management are the major benefits g&iaedcurrently outsourced services.

14.There are challenges from the market. In most ef darvices, there is lack of well
qualified service provider. In relation to cleanimgessenger, security services there are
considerable number of venders with different capaand experiences. But after
contractual agreement is done their focus is prafking only. Respondent disclosed

that they are not professionals, they are not orgdnand they don’'t have proper
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controlling system. And the other major challenge lack of ownership and
belongingness from the outsourced staffs. Serviowiglers focus on money making

hence they pay less salary for their staffs andtdukis and other management problems
there is high turnover on vendor’s staffs.
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5.2 Conclusion

The main purpose of the study is to find out chgks and opportunities of outsourcing
practices in banking industry of Ethiopia.

Outsourcing is a modern management technique, tdep@ reasonable level of awareness of
bank staffs about the concept of outsourcing, le¥elutsourcing is at its infant stage in terms of
type of outsourced services which is limited to mterical services (security services, cleaning
service, information technology services, and symbltemporary labor servicesjhe findings
also confirm that banks are willing to outsourc@-tore business functions, other than currently
outsourced business activities. But lack qualifemdvice provider from the market is a big
barrier to outsource. Generally banks are consigesutsourcing as one of a strategic issue that

decision are being made at the top managemenigusit

The main motivational factors for outsourcing aranagement convenience, and focus on core
business. Cost saving which is the major motiveut$ourcing globally is not a major motivator
for Ethiopian banks. Expected benefits of outsowcare significant among experts, senior
officer and managers of bank. Achieve better fomugore competencies (core business), Cost
shifting (from ‘fixed’ to ‘variable’) and Managemewonvenience are highly expected among
other benefits. In relation to expected outsourcisks; data security and data confidentiality are
highly expected that show lack of confidence ongtaessionalism of service providers. There
is variation in believe that outsourcing is a cati business strategy for their banks. Most of
respondents expressed outsourcing as criticakglydbr banks and others consider outsourcing

as it is not so critical.

Finally, there are challenges from the market. lostrof the services, there is lack of well

qgualified service provider. In relation to cleaningiessenger, security services there are
considerable number of venders with different cépand experiences. But Satisfaction level of
respondents regarding outsourcing services va@iese of them are satisfied by comparing the

challenge of internal staff management and semyicdity. Others are not satisfied; mentioning
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that vendors are not delivering what is expectethbyr banks. And the other major challenge is

lack of ownership and belongingness from the outsalistaffs.
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5.3 Recommendations

Based on the analysis of results received frongtlestionnaire and also based on the interview
with the managers of sampled banks, the reseakbeld like to recommend the following

points

For banks and managers responsible for the impl&ten and management of outsourcing:

1. Focusing on the analysis and management of risksemted with outsourcing is vital for the
success of outsourcing strategy. An insufficiesk analysis can lead to the choice of a bad
partner, to outsourcing of the inadequate actiatyl to exposing the company to some

unnecessary threats. Risk scenarios allow the coypaprepare for the uncertain future.

2. Some of banks do not deal properly with the managerof the outsourced activity. The
outsourced activity should be monitored and managkd company should have a complex
overview about the outsourced activity and the mnbver it. Implementation of
outsourcing is better realized with supervision andnitoring of outsourcing contracts.
Hence to it is better to organize a separate dffiagher than attaching responsibility to

existing structure.

3. Indicators for assessment of the outsourcing efficy are not being used very often.
Researcher recommends the implementation of iratigatlirectly into the outsourcing
contract. Both the provider and customer shouldnbelved in the efficiency monitoring.
Monitoring of the outsourcing efficiency is crucidr a successful outsourcing project.
Without such data, the bank is not able to asshss cbsts increase/decrease after

outsourcing.

For service providers how engage in outsourcingrects

4. Clients are becoming increasingly cautious regardicost advantages. Therefore,

outsourcing offers should emphasize growth of essnvalue not cost reductions. Clients
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tend to value quality factors like professionaliamd meeting expected deliverables higher
than pure cost savings.

. Taking the perceived risks finding into accoung thajor expected risk of outsourcing is
data security and data confidentiality; this impliack of trust and positive attitude to the
service provider. Hence it is important that sesyicoviders should focus on this area to win
trust of their client. This could seem to be thg t@®gaining market share. This offers service

providers new ideas for the development of outsogrproposals.
For financial supervisory bodies
. For the financial supervisory bodies; they shoulWir@ of the potential of growth of

outsourcing in banking sector in Ethiopia and prepgeagal directives regarding outsourcing
like other countries do ahead of time.
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APPENDIXES



St. Mary University College
School of Graduates studies

Dear participants,
This questionnaire is prepared to collect data usmd thesis entitled ¢hallenges and
opportunities of outsourcing practice in the bargksector of Ethiopia’in partial fulfilment of

requirement for Masters of Arts Degree in Businkdsiinistration.

The information you provide is highly valuable tentify general practices, benefits, risks and
challenges related to outsourcing. | would likeagsure you that the information you provide

will be used for research purpose only and allaasps will be treated in strict confidentiality.

The researcher wants to forward his deepest gratitde for your keen cooperation.

* You are kindly requested to put “X” mark in the bthat represents your opinion and the
right information.

Definition: - Outsourcing can be defined assing an outside organization to carry out

activities previously carried out within the compgn

Section I: Personal Data
1.1 Ownership of your bank: |:| vemment |:| Private
1.2 Designation:

1.3Your department :

1.4 Length of Service: On current Job total

1.5 Highest Educational Qualification:
1.6 Age:

1.7 Sex: [] am [ ] Female

Section II: General information on Outsourcing

2.1 What is the level of awareness about the cdrafegutsourcing on your subordinates?

|:| Very high |:| Higl1:| MediunD Low |:| Very low

2.2 What is the level of awareness about the cdrafequitsourcing on your supervisor?
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|:| Very high|:| Hig|:| Mediu |:| Low|:| Very low

2.3 In the future do you believe the number of\étais you outsource will?

|:| Increase |:| Stay §lant |:| Decrease|:| n'DEnow

Section lll: Please indicate the ‘degree of expectationbefhefitsfrom outsourcing on a five-point
scale. (Please put [X] in the appropriate cell agfaeach question) Scalery high — 5, High — 4,
Neutral — 3, Low — 2, Very Low — 1.

S. No. Benefits of outsourcing Degree of Expectation

5 |4 |3 |2 1

N.A

Cost cutting

Improved operational efficiency

Improved customer service

Achieve better focus on core competencies (cosabss)

Cost shifting (from ‘fixed’ to ‘variable’)

Access to new and updated technologies on canigbasis

Access to new capabilities and skill sets.

Process improvement (restructuring and processlatdization)

O©| O Nl O O & W N| B~

Introduce new products/services (with quick titoenarket)

=
o

Management convenience (spreading risk)

-
[

Improved business intelligence

=
N

Any other, please specify

N. A. — Not Applicable

Section IV: Please indicate the ‘degree of perceived risk’hef fiollowing risk elements due to
outsourcing. ScaléZ/ery high — 5, High — 4, Neutral — 3, Low — 2, Veryow — 1.
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S. _ Degree of Expectation
Elements of Risk ) )
No. and /or experienced risk

5 |4 3 |2 1 N.A.

Data security

Data confidentiality

Loosing process control

Regulatory violations and legal obligations

Complexity in vendor relationship management

Over reliance on vendors

Increased management complexities

Unable to realize expected deliverables/benefits

O 0| Nl o g | W N| P

Any other, please specify

N. A. — Not Applicable
Section V: Please indicate the Major Roadblocks for your Bamkoutsource, and the ‘degree of
impact’ they have on the management decision tecomte. ScaléZery high — 1, High — 2, Neutral
— 3, Low —4, Very Low - 5.

S. 1 2134 |5 | NA.
N Degree of Roadblocks Impact to outsource YesNo
0.

Infrastructure inadequacy

Regulatory and policy restrictions

Resistance from Employee union

Size and scale of the operations/organization

Absence of matured vendor market

o O | W N =

Any other please specify

N. A. — Not Applicable
Section VI: Please indicate the ‘degree of criticality’ for atlog outsourcing as a business

practice for your organization. (Please put [Xihe appropriate cell against each question)
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Very Critical

Critical

Neutral

Not so critica

Nait all critical

Any other comments/suggestions

Thank you,
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N o o &

Semi structured Interview questions

St. Mary University College School of Graduates stiies

This semi structured interview question is preparedcollect data used for thesis entitled
“challenges and opportunities of outsourcing praetin the banking sector of Ethiopiah
partial fulfillment of requirement for Masters ofrt& Degree in Business Administratioifhe
information you provide is highly valuable to idéptgeneral practices, benefits, risks and

challenges related to outsourcing.

What are outsourcing contracts your organizationdwarded in the last Syears? Please specify the
activity outsourced, and how many year of conteageement is signed?

When did you start outsourcing? What is the bankvation for outsourcing? How is the process of
outsourcing?

How is one business activity proposed for outsmg®i Who made the decisions? How much
participation of concerned staffs considered? Vightte labour union reaction?

What difficulty faced to outsource externally adhvas internally?

In what bases service provider are selected?h&eadrvice providers foreign or local company?
What benefits your organization realizes due teoutcing? What risk faced/potential risks?

How is the relationship of the service providertemms of contractual agreements? Are service
providers performing to the require standards? Wéhow their performance?

How is the level of interaction and integrationvbeén the service provider staffs and the bank
staffs? Are you satisfied with currently outsoursedvices performance?

Is there any return back decision made on outsduvasiness process (interrupted, renegotiated, or
prematurely terminated)? Why?

10.1s there a risk management framework for outsogromthe bank? Does government has regulatory

guideline on outsourcing?
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