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EFFECT OF OUTSOURCING ON ORGANIZATIONAL PERFORMANCE IN BANKING INDUSTRY IN NIGERIA 
 

OLUYEMI OLUWOLE OLUTOSIN 

STUDENT 

BUSINESS ADMINISTRATION DEPARTMENT 

LAGOS STATE UNIVERSITY 

LAGOS 

 

ABSTRACT 
This research project seeks to identify the effects of outsourcing on organizational performance, using Guaranty trust bank as a case study, it unravels the 

advantages of outsourcing in any organization. The development of outsourcing has always been a headache to employees, strategic partners and the 

organization. It is with this view that this research work was undertaken to find out whether outsourcing improves performance. In doing this, research questions 

were raised and hypotheses were tested using correlation, Z-test and kendall’s coefficient of concordance on the dependent and independent variables to 

ascertain the fact of whether a relationship exist between outsourcing and performance. Random technique was used to select some respondents using yaro 

yamani formula to ascertain the number of respondents in guaranty trust bank to represent the banking industry. A questionnaire was designed with twenty-

eight questions respectively relating to the dependent and independent variables. The SPSS statistical tool was used to analyze the data collect from 119 

respondents and the result got attested with so many works in the literatures. In conclusion recommendation were made like concern authority should provide 

robust and sincere dialogue about outsourcing intentions, purposes, and opportunities for alternative internal employment for those affected by outsourcing and 

exist strategy should also be planned.   

 

KEYWORDS 
outsourcing, organizational performance, banking industry. 

 

INTRODUCTION 
he term outsourcing was introduced in the mid 1980s. However, the idea of hiring someone else to do some specific jobs or dividing labour had existed 

for hundreds of years in business, outsourcing can be found everywhere; whether big or small, simple or complex. During the pre 1990s, the outsourcing 

was primarily focused on labour intensive production tasks and business activities outside the company’s core competitiveness, such as outsourcing 

printing press, food preparation and janitorial works, hiring the seasonal migrant farm workers and so on. In the industry society, outsourcing began with 

manufacturing. In order to reduce the cost after the great depression, manufacturers began to think of outsourcing complex production tasks instead of building 

core competencies through controlling the production process from end to end vertically (Lonsdale & cox, 2000). Most large manufacturing firms had 

outsourcing relationships for decades ranging from the relationship of the automobile industry to many different producers of metal, glass, rubber and electrical 

products. At the end of 1930, Two-thirds of Ford production came from outside sources. As a result of global outsourcing in the post war economy, the cost 

saving and productivity benefit are achieved. Thus, many companies began turning over some or all their production processes to business partners, today 

contract manufacturing is a norm in industries ranging from electronics to telecommunications to technology and outsourcing of primary supply chain activities 

has been common in industries. The basic aim of outsourcing is to be cost effective and up to date in production process. 

The market for providers of outsourced services of all types is growing rapidly in Nigeria and in today’s world of ever increasing competition; organizations are 

forced to look for new ways to generate value. The world has embraced the phenomenon of outsourcing and companies have adopted its principles to help 

them expand into other markets (Bender 2001). Strategic management of outsourcing recently became the most powerful tool in management used in carrying 

out organizational functions in Nigeria. Outsourcing has increasingly played an important role in business and it has also been adopted rapidly in strategic areas 

(Nellore and Soderquist, 2000; Mazzawi, 2002) to compete in today's global business environment (Mclvor, 2008). This is due to the fact that it is viewed as the 

contribution by external suppliers in the user's organization and that it relies on external sources for value-adding activities. Accordingly, firms execute 

outsourcing for benefits such as reducing operational costs, improving non-competitive cost structures, focusing on core competences, providing with greater 

capacity of flexibility, spreading and sharing risks of business in general, and increasing the performance of firms (Nellore and Soderquist, 2000; Quelin and 

Duhamel, 2003; Mol, 2007; Wu and Park, 2009). Therefore, not surprisingly, researchers and practitioners have supported the use of strategic outsourcing as an 

efficient way to increase profits, enhance new product success and performance (Rothaermel 2006; Weigelt, 2009), and speed to organizational competitiveness 

(Arnold, 2000: Jiang 2007). If you are a business executive, you may be feeling overwhelmed by the complexity of your company’s resources, and you may be 

thinking about outsourcing. The decision-making process around outsourcing will include the assessment of a broad range of factors. These include identifying 

whether investment in a particular technology is the best decision, given how quickly it can become obsolete; how scalable the resources should be to support 

the demands placed on it; how effectively you can manage this resources to support corporate business objectives; and potential cost savings that can be 

realized through outsourcing. Potential cost savings associated with an outsourcing engagement depends on the size of the company and the scope of services 

involved, among other factors.  

The concept of outsourcing is described as the operation of shifting a transaction previously governed internally to an external supplier (i.e. partners) through a 

long-term contract (Quelin and Duhamel, 2003). Therefore, outsourcing represents the fundamental decision to reject the internalization of an activity 

(Franceschini 2003); this is similar to the act of sourcing from outside (Busi, 2008). With the increase in outsourcing, in the context of today's increasing global 

competition, the view of outsourcing changes from the traditional concept to strategy  (Nellore and Soderquist, 2000; Hoecht and Trott, 2006; Holcomb and Hitt, 

2007; Busi, 2008). Strategic outsourcing is defined as organizing arrangement that emerges when firms rely on intermediate markets to provide specialized 

capabilities that supplement existing capabilities deployed along a firm's value chain (Holcomb and Hitt, 2007). Strategic outsourcing focuses on creating value to 

align with the business processes that are changed to be in line with strategic goals (Mazzawi, 2002). Consequently, firms focus on creating values by requiring 

specific competencies of partners, and outsource everything except those special activities when they want to gain the competitive advantage (Mclvor, 2008). In 

other words, strategic outsourcing seems to be the collaboration strategy between firms for achieving goals. The collaboration with other firms has been 

provided the source of competitive advantage (Fontenay and Gans, 2008). This is due to the fact that during the collaboration of outsourcing, the firm is able to 

innovate, learn about outsourcing items, and build specific and valuable relationships with partners. Moreover, the collaboration through outsourcing is core 

competence resources that are fundamental to a firm's strategic position. 

The global marketplace has placed a tremendous amount of pressure on companies to improve performance. Firms must improve performance to remain cost 

competitive. Outsourcing has been viewed as one way for producers to reduce costs. Outsourcing is defined as the substitution of external purchases for internal 

activities (Lieb and Randall, 2006). Cost reductions due to outsourcing result from focusing on core activities and key differentiators; reducing and controlling 

operating costs; releasing capacity and resources for core projects; gaining access to world-class capabilities; reducing time-to-market and cycle time; sharing 

operational risk; and improving management of functions that are difficult to manage or functions that are out of control. Business enterprise must often make 

the decision to outsource when internal capabilities are not cost efficient. The outsourcing of support functions, such as logistics, is one way to reduce costs. The 

contracting of logistics functions to an external supplier is referred to as third-party logistics. Partnering with a  is a third-party logistics viable approach to 

develop, collaborate on, and leverage the capabilities that lead to enhanced performance (Stank 2003). Approximately sixty percent of Fortune 500 companies 

are reported to be having at least one contract with a third-party logistics provider (Lieb and Bentz, 2004). Outsourcing has evolved through deregulation and 

T



VOLUME NO. 4 (2013), ISSUE NO. 02 (FEBRUARY)  ISSN 0976-2183 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

52

controversy. Outsourcing has grown considerably over several years, largely due to competition. There is a potential impact on employees when firms consider 

the use of outside contractors for some important functions. Maloni and Carter (2006) suggest that examining the effect on worker morale and productivity is a 

viable research stream for the future. In many instances, one of the motivating factors for considering such action is the desire to reduce headcount; 

nevertheless, the potential negative impact on company morale cannot be ignored. This concern for employees must be balanced against a firm's ability to 

compete in the market. Limited empirical research has appeared on the information sharing- outsourcing performance relationship, despite its apparent 

practical importance. For example, previous research has examined the relationship between information exchange of such enterprise, as well as knowledge 

sharing and outsourcing success in the industry (Lee 2001).   

In today’s world of ever increasing competition, organizations are forced to look for new ways to generate value. The world has embraced the phenomenon of 

outsourcing and companies have adopted its principles to help them expand into other markets. Strategic management of outsourcing is perhaps the most 

powerful tool in management, and outsourcing of innovation is its frontier (Quinn 2000). Outsourcing is a management strategy by which an organization 

delegates major, non-core functions to specialized and efficient service providers, have more recently been replaced by productivity, flexibility, speed and 

innovation in developing business applications, and access to new technologies and skill. First of all, outsourcing usually reduces a company’s control over how 

certain services are delivered, which in turn may raise the company’s liability exposure. 

Outsourcing can offer definite advantages but only if you do it right. Outsourcing is fraught with danger for the unwary executive or corporate counsel. 

Outsourcing, in its most succinct form, can be defined as the delegation to another party of the authority for the provision of services under a business contract 

that incorporates service-level agreements related to cost, quality, and the timeliness of deliverables. Given a diverse nature of business processes a firm has to 

manage today, it is nearly impossible for a firm to manage all of its processes by solely depending on its own expertise. Even if it is feasible, the firm may lose its 

focus and efficiency. Outsourcing some or all of non-core business processes can enable a firm to focus on core competencies, rather than services that fall 

outside of expertise. It will not only improve function effectiveness and flexibility by accessing a support network with highly qualified and specialized workforce, 

but also help firms control their costs and business risk by transforming high fixed costs to predictable expenditures. 

Kim and Chung (2003) use relational exchange theory to develop and test a model of outsourcing success. Their results lead to the conclusion that using a 

supplier governance structure that emphasizes a cooperative long-term focus leads to an increase in outsourcing success. Gottschalk and Solli-Saether (2006) 

develop a multi-perspective model of outsourcing success to suggest that organizations need to develop in-house expertise in developing and maintaining 

alliances (partnership theory). Applying relational exchange theory, they suggest that organizations have to work towards developing a common set of cultural 

norms that are relevant to both the client and vendor. Gurung and Prater (2006) model outsourcing success as impacted by national cultural difference, psychic 

distance (to include organizational as well as individual differences), and relationship quality. They propose that large differences in national and organizational 

culture lead to lower success in outsourcing. Developing team structures that support a warmer relationship and cohesion would positively affect outsourcing 

success. Rai, Maruping, and Venkatesh (2009) apply the relational exchange view to study cultural differences between the client and vendor firm, concluding 

that differences in cultural norms impact project cost overruns and client satisfaction. In sum, this second stream of research takes a relational view of IT 

outsourcing and points to ways to develop and nurture long-term alliances with outsourcing partners.  

While the above two streams address cultural and team differences at the macro, organizational levels, the next two streams of research study the interaction 

between client and vendor teams at the micro task, inter-team, and individual levels of interaction. The third stream of research focuses on dynamics between 

onsite and offshore teams as well as between collocated client and vendor teams as they work together towards the same goal. Metiu (2006) studied vendor 

and client teams that were distributed and collocated at different stages of the project. Her analysis points to the role of not just geographical distance, but also 

cultural distance (resulting in stereo typing) as well as status differences (as a result of resource ownership by the client) in leading to less than satisfactory 

performance. Mattarelli and Gupta (2009) studied the interaction between eight globally distributed teams to assess the impact of status differences between 

onsite and offshore vendor teams. They conclude the quality of interaction of the client with the onsite teams as well as the presence of liaisons (either formal 

or informal) is important in mitigating the difference in status. Vlaar, Fenema, and Tiwari (2008) focus on understanding the socio-cognitive tasks between the 

onsite and offsite subgroups that help each group to improve their understanding of the work. Their study points to the importance of the onsite group 

members in fostering a better understanding of the client’s Communication between the subgroups helped both groups to reach a congruent understanding 

through feedback loops that includes confirmation of understanding as well as questioning of assumptions. Based on their study of large-scale outsourcing by 

one organization to captive centers and offshore vendors, Levina and Vaast (2008) conclude that the use of common practices helped clients and vendor’s 

employees overcome their differences based on organizational and national boundaries. Gregory (2009) analyzed the case of outsourcing the conversion of a 

legacy system for a German client using interviews of client and vendor employees from India who worked together for about five years. They conclude that the 

application of cognitive and motivational dimensions of cultural intelligence leads to behavioral adoption those results in a negotiated culture between the two 

sets of employees. This stream of research identifies how groups and individuals negotiate common ground to overcome organizational and status differences 

over time and points to ways in which understanding of organizational culture and individual and group behaviors could be used to improve the outcomes of 

daily tasks and decisions.  

 

REVIEW OF LITERATURE 
Global operations and the goals of organizational growth naturally put pressure on organizations to invest in human capital (Hasan & Abdullah, 2008; Leeuwen & 

Foldvari, 2008; Potkany, 2008). This is why many organizations make a decision to outsource some organizational activities. This is because they want to focus on 

their core competencies, and see how value in developing in-house activities outside of this core (Cooper, 2007; Potkany, 2008). Specifically, outsourcing 

activities can reduce the work load of existing staff, thereby allowing the organization to primarily focus on strategic decision making and developing core 

competencies (Hansen, 2009). Some scholars support the view that outsourcing activities can allow managers to pay attention to their core business rather than 

spend valuable time on activities that are becoming increasingly more complex and advanced. 

Outsourcing is an increasingly important initiative being pursued by organizations to improve efficiency (Vining and Globerman, 2000). To be able to survive and 

be profitable in current globalization era, companies tend to use outsourcing in larger extent (Brannemo, 2006). In today business environment, companies 

considered outsourcing to empower business focus, mitigate risks, build sustainable competitive advantage, and extend technical capabilities and free resources 

for core business purposes. Some companies outsource their core activities on the value chain extensively and other companies in contrast are extensively 

outsourcing their secondary activities of their value chains such as information technology, accounting systems and distribution. 

Outsourcing is the contracting of any service or activity to a third party, some scholars defined outsourcing as the replacement of inputs or value added 

previously created in-house by provisions by an external provider within a long-term contractual relationship within which only some of the expected mutual 

benefits and obligations are formally defined. It involves very high-level strategic decision answering the question ‘what to make and what to buy’ (Kakouris, 

Polychronopoulos and Binioris, 2006). According to Ellram, Tate and Billington (2007), outsourcing has implications for day-to-day management and 

performance, as well as strategic implications. Therefore, company must outsource intelligently. Outsourcing decisions may affect company’s cost structures, 

long-term competitive situation and can also alter the nature of risks that the company must manage (Brannemo, 2006). Hence, it is crucial for company to 

understand and have a clear conceptual framework of the outsource decision and a company must also know the benefits and risks of outsourcing. 

In order to stand up to the challenges posed by a robust and increasingly highly competitive environment, business organizations have, in the past decade or so, 

resorted to various strategic actions. These includes, among others, the adoption of the total quality management (TQM) philosophy to drive quality standards; 

business process reengineering (BPE), to streamline and optimize processes; and pertinent restructuring exercises to reduce costs and align resources. 

Despite these actions however, there continues to exist a significant amount of resources devoted to routine and administrative functions. In view of this, and in 

an effort to address scarce resources and meeting the customers’ unrelenting needs for quality, many entities have now ventured into various kinds of 

outsourcing exercises. 
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Outsourcing is becoming a norm among private and public organizations. The rationale for its adoption is simple and compelling. If outsourcing parts of the 

business activities or operations yields greater benefits to the organizations than performing them internally, it is a clear cut case for outsourcing. In addition to 

the immediate efficiency gains, organizations could also direct their efforts to other activities in which they can proficiently perform in house (Fill and Visser, 

2000). In short, outsourcing, as a strategy, results in better deployment of business activities (Elmuti, 2003). 

According to the existing literature, different types of outsourcing are distinguished depending on firm’s strategies covering the degree of decision analysis, the 

range, the degree of integration, the property relationship, the level of administrative control and ownership (Espino-Rodriguez and Padron-Robaina, 2004). 

Varadarajan (2009) delineates the five sources about who to outsource to, including a firm’s overseas subsidiaries, suppliers, customers, competitors, and 

strategic alliance partners. Varadarajan (2009) also points out that firms adopt numerous more specific potential avenues including co-outsourcing, micro-

outsourcing, quasi-outsourcing, and reciprocal outsourcing based on the desperate need of each strategy. In regard to the potential impact of developed or new 

technology on international outsourcing, managers need to be sensitive about how technology can be leveraged to outsource an activity that is currently 

performed in-house. Besides, the managers also need to take the importance of how technology can be leveraged to perform in-house an activity that is 

currently outsourced, or automate and make redundant an outsourced activity under consideration. 

The transaction cost theory introduced by Coase (1937) is the foundation for many of outsourcing theories that concern cost perspective. The transaction cost 

theory tries to explain how companies consider the relative cost of transaction using their own employees on the other hand and external parties on the other 

(Coase, 1937). 

According to Klein (2005), transactions differ in the degree to which relationship specific assets are involved (asset specificity), the amount of uncertainty about 

the future (environmental uncertainty), the amount of uncertainty about other parties’ actions (behavior uncertainty), and the frequency with which a given 

transaction occurs (Everaert, Sarens and Rommel, 2007). Previous studies provide evidence that asset specificity is a significant driver in the outsourcing 

decision. Meanwhile study carried out by Anderson and Gatignon (2005) explained that both asset specificity and behavioral uncertainty seemed significant in 

explaining the entry mode of outsourcing activity. Asset specificity has been found to be an important driver for outsourcing of IT (Watjatrakul, 2005; 

Barthelemy and Geyer, 2005). Meanwhile studies by Spekle (2007) found that both asset specificity and frequency is important driver for outsourcing of the 

internal audit function. These all studies concentrated on the outsourcing of production tasks (so-called backward integration). According to Vandaele (2007), to 

govern the outsourcing decision of business service, more emphasis should be placed on behavioral uncertainty, asset specificity (especially human asset), and 

trust. Klein (2005) suggests that alternative theories of the companies, based on capabilities, power, and trust could be potentially become important in 

explaining why companies outsourcing some of their activities. Furthermore, companies should also look from the strategic perspective, which focuses on 

further aspects to the outsourcing decisions besides costs. 

Fill and Viser’s (2000) outsourcing framework consists of three main components; contextual factors, strategy and structure and transaction costs. In the first 

part of the framework is to developed contextual factors should consider both quantifiable and non-quantifiable criteria of external and internal factors. 

Quantifiable criteria are costs, increased cover of fixed costs, investments and revenues (Brannemo, 2006). 

Meanwhile, non-quantifiable criteria are strategic interest, confidentiality, linkage with operations, stability of employment, management and dependence on 

suppliers (Fill and Viser, 2000).The second part of the framework concerns with strategy and structure. This part is where companies should consider the 

structural aspects associated with the decision and help to focus on how integrated the company should be (Brennamo, 2006). The third part concerns with 

examine the transaction costs: production costs and transaction costs (Fill and Visser, 2000). Indeed, Pavlou (2001) noted that potential risk reduces individual 

intentions to conclude a deal. It is apparent that the individual perception towards outsourcing could either be positive or negative. Negative perceptions of 

outsourcing are often equated with risks of outsourcing, that is, the possibility of outsourcing failure. On the contrary, there also exist outsourcing advantages, 

which may be summarized as outsourcing benefits (Dibbern, 2004). In this paper, therefore, the risk-benefit framework is also applied to examine outsourcing 

decisions since the framework is in line with decision theory regarding decisions that involve risk or uncertainty (Tamura (2005). 

The resource-based view, network theory, and contingency theory as the theoretical lens explain how strategic outsourcing capability affects firm performance. 

Firstly, resource-based view provides a theoretical foundation to explain the effectiveness and firm performance is a result of the capability and resource 

(Holcomb and Hitt, 2007). In this study, strategic outsourcing capability is assumed as firms' capability that affects firm performance. When the firm collaborates 

with partners (i.e. outsourcing), firm is provided with knowledge by working with partners. Accordingly, partners' knowledge is the capability that is the process 

embedded in firm, and it is related activity systems that have complementarities; a firm's potential that creates sustained competitive advantage is enhanced 

(Eisenhardt and Martin, 2000). Consequently, the firm with high strategic outsourcing capability tends to achieve its success by using partners' capabilities and 

effectiveness of operation, and lead to the access to a firm's performance. 

Secondly, network theory explains how firms' collaboration can be influenced by viewing each event in network of relationships among communities or industry 

(Gulati 2000), among organizations or firms (Wilkinson and Young, 2002). In this research, network theory is applied to describe the relationship between 

strategic outsourcing capability and outsourcing success. When the firm has interacted with relationship by outsourcing some function with other firms (i.e. 

partners) in the network, it will gain various resources and capability with various partners that interlink firm's core activities (Tangpinyoputtikhun, 2009). Also, 

this relationship is a unique and inimitable asset (Gulati 2000). Moreover, capability of creating, managing and concluding important relationships is a core 

resource for a firm. Consequently, firm who has relationships allows it to occupy superior returns because of the access to better information and opportunities 

than those firms that are more peripheral. Accordingly, firm's ability makes connections to others within a network through working together (i.e. outsourcing) 

leading to firm's success of operation. 

Finally, the contingency theory explains that there is not one best way to manage organizations or no solutions that can be universally applied to common 

organizational problems. In this research, contingency theory is applied to explain the moderator variables that have a significant moderating effect on the 

appropriateness of outsourcing strategy and the success. Based on this approach, strategic outsourcing capability and outsourcing success rely upon two factors; 

teamwork mindset and inter-organizational trust. In this view, the firm's teamwork mindset tends to increase the relationships between organizational factors 

and outsourcing capability, because a degree of strategic outsourcing capability depends on relevant moderating context factors, and various contingency 

variables may have a potential impact on the outsourcing strategy (Mol , 2005), as well as, when unforeseen contingencies arise, strength of inter-organizational 

trust tends to enhance the outsourcing capability outsourcing success relationships (Krishnan  2006). 

 

IMPORTANCE OF THE STUDY 
This research paper was aimed at evaluating and appraising the contributions of outsourcings towards reduction of cost and effective performance, it properly 

defines performance criteria for an outsourcing engagement which are, objective, quantifiable, and collectible at a reasonable cost, and can be metrics which 

can be benchmarked against performance of other organizations. The study seeks to identify whether the effects of outsourcing projects on the morale and 

obstacles to outsourcing success. Keeping people informed at every step of the way and working out a deal perceived as fair for them is important because an 

organization may trade more than its physical assets to the vendor in any outsourcing arrangement and it may often gives away its people as well. This research 

will provide some relevant managerial implications. The results suggest when firms should implement outsourcing strategy for achievement of firm's success, 

effectiveness, and superior performance, firms' vision should focus on outsourcing collaboration, plan to scan partners' specific, and selecting partners match 

the firm's expectations. 

This research provides understanding of the relationship between outsourcing capability (i.e., value partnership searching, external resource utility, potential 

competency integration, and unique operation setting), outsourcing success (i.e., corporate risk reduction, organizational competency fulfillment, and business 

practice creativity), organizational factors (i.e., strategic vision for collaboration, proactive-ness policy. The finding as well, indicates the effect of outsourcing on 

organizational performance. It will further guide managers with suggestions on the best methods and strategies to adopt including appropriate techniques for 

workforce, through the knowledge and implication of outsourcing towards effectiveness and efficiency in business organization. 
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Finally, this research work will help to generally contribute to existing literary work on outsourcing and form a basis for further research work regarding 

outsourcing and organizational performance. 

 

STATEMENT OF THE PROBLEM 
The market for providers of outsourced services of all types is growing rapidly in Nigeria and in today’s world of ever increasing competition; organizations are 

forced to look for new ways to generate value. The world has embraced the phenomenon of outsourcing and companies have adopted its principles to help 

them expand into other markets (Bender 2001). Strategic management of outsourcing is perhaps the most powerful tool in management used in carrying out 

organizational functions in Nigeria recently and obtaining satisfactory organizational resources is a constant problem for the organizations engaged with 

consultancies. 

Why do organizations take the risk of outsourcing and its implications on their performance, the activities or the functions organizations outsourced; and the 

specific goal of the outsourcing companies? The top reasons for undertaking outsourcing projects identified by the survey results were to: reduce costs, improve 

quality, improve delivery and reliability, gain access to better materials, reduce the overall amount of specialized skills and knowledge needed for operations, 

make capital funds available for more profitable operations, and focus on core competencies of the corporation.(Quinn 2000) . 

Another primary intent of this study is to examine the degree of success or failure of outsourcing strategy among organizations that have an outsourcing 

program in their establishments. Firms considered their outsourcing projects successful when the benefits generated by the outsourcing strategies were greater 

than the costs of developing the required resources and capabilities through internal development or acquisitions. On the other hand, firms considered their 

outsourcing projects unsuccessful or as failure, when the costs of managing the links between outsourcing partners were greater than the benefits generated by 

the outsourcing program.  

 

OBJECTIVES 
The objective of this research is to identify risks involving outsourcing regarding organizational performance so as to create recommendations and guidelines for 

better engagement and improved risk identification. 

The main objective of this study is to identify and measure the various outsourcing factors on performance in guaranty trust bank as a case study and to 

highlight the main findings by performing statistical techniques to judge the correlation and level of significance for the factors. The study, thus, the specific 

objectives are as follows: 

• To investigate if value partnership searching will lead to corporate risk reduction. 

• To ascertain the role of external resources utility on organization competency fulfillment. 

• To examine the effect of potential competency integration on effectiveness and efficiency in organization. 

• To investigate the impeding factors that usually leads to unique operational setting, customer loyalty and satisfaction.   

 

HYPOTHESES 
On the basis of association between independent and dependent variables, the following hypotheses were tested in the study:  

H1: External resource utility will not affect organization competency fulfillment. 

H2: Potential competency integration will not lead to effectiveness and efficiency in organization. 

H3:  Unique operational setting will not lead to customer loyalty and satisfaction. 

 

RESEARCH METHODOLOGY 
Research design is the program that guides the researcher in the process of collecting, analyzing and interpreting data and information (Osuagwu, 2002). Survey 

research design was adopted for this study. This is because survey research design enables us to examine large and small populations (or universes) by selecting 

and studying samples chosen from the populations in order to discover the relative incidence, distribution and inter-relations of business, sociological, 

educational and psychological variables (Osuagwu, 2006). 

POPULATION 

The study population includes staff from Guaranty Trust Bank Plc.  

Therefore, the entirety of the population under study cannot be studied comprehensively. Emphasis was placed on the headquarters because Study population 

is the numerical aggregate of subject chosen for the study coverage. 

Also, the choice of this sampling method was informed by the fact that the population under study was geographically dispersed and cannot be reached due to 

time constraints. In determining the sample, yaro yamani formula was used. 

Yaro yamani formula 

n=            N        

            1+N (e) 
2
 

Where n= sample size 

N=Population of the study 

e = Tolerable error (5%) 

n =  376 

          1+376(0.05)
2 

n=  376 

         1+376(0.0025) 

n = 376 

                1+0.94 

n = 376 

                  1.94 

n = 193.81 

n = 193 

The questionnaire method was used to collect the required data from the respondents. The questionnaire is appropriate because it enables large number of 

people over a relatively short period. The questionnaire was divided into eight (5) sections with Section A representing Socio-Demographic characteristic, 

Section B- External resource utility on organization competency fulfillment, Section C-potential competency integration on effectiveness and efficiency in 

organization, Section D- unique operational setting will not lead to customer loyalty and satisfaction, Section E-Recommendation. 

The statistical instrument used for this research work is the Predictive Analytics Software (PASW) package formally known as the SPSS package which was used 

to test the reliability of the research hypotheses in relation to research questions. In analyzing the data, multi-related analysis was adopted these include: The 

Spearman’s Rank Correlation Coefficient and the Kendall’s Coefficient of Concordance were used to test the research questions. Also the Z-test was used to test 

the research hypothesis. 
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RESULTS & DISCUSSION 
The broad objective of the study as earlier stated was to investigate the effect of outsourcing on organizational performance. The findings of the present study 

will be beneficial both for the organization and managers. The organization will benefit by knowing the importance of outsourcing to their performance, which 

will in turn lead to increased profit. For the managers, this research work indirectly helps them to convey their expectations regarding the nature of their job to 

the organization and what to search for in the outsourcing process.  

Based on the gathered data, it is obvious that most of the employees have been with the organization for about 6-10 years, this shows that they are, if not 

extremely, accustomed to the organization’s policies. The result also indicates that majority of the respondents are predominantly young, between 41 years and 

50 years of age. This may be due to the nature of work involved in the organization, which requires energetic and vibrant personnel with technical know-how 

and adequate educational training and experience that demand considerable period of time. 

In addition, the result of this research work indicates that 6 – 10 years poses the highest percentage of working experience. The interpretation is that employees 

are giving job security not coincide with beliefs that outsourcing leads to reduction of workers. Additionally, management oversees much of the execution of 

outsourcing process. So a decline in senior staff was noticed. Though hypothesis one was rejected, it however does not mean that outsourcing those not have 

effect on organizational performance. The alternative hypothesis was rejected (H1) and null hypothesis was accepted (H0) that, external resources utility will not 

affect organization competency fulfillment. The second and the third hypotheses were accepted that is, we reject null hypothesis (H0) and accept alternative 

hypothesis (H1) that, potential competency integration would lead to effectiveness and efficiency and the last one which is we reject the null hypothesis (Ho) 

and accept the alternative hypothesis (Hi) that unique operational efficiency would lead to customer loyalty and satisfaction. 

 

FINDINGS 
This section presents the test of hypotheses formulated in chapter one, and the essence of this is to demonstrate whether there exists a relationship between 

the independent and dependent variables used in this study. The three hypotheses that were raised are tested in this section using appropriate statistical tests. 

The hypothesis one was tested using Spearman Rank Correlation Coefficient at 5 percent level of significance. The data for variables, i.e. External Resources 

Utility (ER) and Efficiency (EF), were obtained from the questionnaires administered.  

Hypothesis I 

H0: External resources utility will not affect organization competency fulfillment. 

H1: External resources utility will affect organization competency fulfillment  

The Spearman Rank Correlation Coefficient and Z test were used to test the hypothesis at the 5 percent level of significance. PASW program was employed to 

analyze the data. The result is presented on Table 4.12 below; 

 

TABLE 4.12: SPEARMAN RANK CORRELATION BETWEEN EXTERNAL RESOURCES AND ORGANIZATIONAL COMPETENCY 

Correlations 

 The use of external resources enhances 

organizational competency 

Usage of external resources ensures 

distinctive competence 

Spearman's 

rho 

The use of external resources enhances 

organizational competency 

Correlation 

Coefficient 

1.000 -.144 

Sig. (2-tailed) . .320 

N 191 191 

Usage of external resources ensures 

distinctive competence 

Correlation 

Coefficient 

-.144 1.000 

Sig. (2-tailed) .320 . 

N 191 191 

Source: PASW 19.0 for windows 

Table 4.12 reveals that there is a negative relationship between external resources utility and organization competency fulfillment. Table 4.12 shows the 

Spearman’s Rank Correlation coefficient for perceived external resources utility and organizational competency variables to be -0.144 with p = 0.320, implying 

that perceived external resources utility will not affect organization competency fulfillment. That is, we reject alternative hypothesis (H1) and accept null 

hypothesis (H0) that, external resources utility will not affect organization competency fulfillment. 

Hypothesis II 

H0: Potential competency integration will not lead to effectiveness and efficiency in organization. 

H1: Potential competency integration would lead to effectiveness and efficiency in organization. 

The Kendall’s Coefficient of Concordance was used to test the hypothesis at 5 percent level of significance. PASW program was employed to analyze the data. 

The result is presented on Table 4.13 below; 

 

TABLE 4.13: KENDALL’S COEFFICIENT OF CONCORDANCE BETWEEN COMPETENCY INTEGRATION AND ORGANIZATIONAL EFFICIENCY 

Correlations 

 
Competency integration influences our 

organizational performance 

Competency integration influences both 

effectiveness and efficiency 

Kendall's 

tau_b 

Competency integration influences our 

organizational performance 

Correlation 

Coefficient 

1.000 .001 

Sig. (2-tailed) . .992 

N 191 191 

Competency integration influences both 

effectiveness and efficiency 

Correlation 

Coefficient 

.001 1.000 

Sig. (2-tailed) .992 . 

N 191 191 

Source: PASW 19.0 for windows 

Table 4.13 shows that there is a positive relationship between competency integration and organization effectiveness and efficiency. Table 4.13 reveals the 

Kendall’s Coefficient of Concordancefor perceived competency integration and organizational performance variables to be 0.001 with p = 0.992, implying that 

perceived potential competency integration would lead to effectiveness and efficiency. That is, we reject null hypothesis (H0) and accept alternative hypothesis 

(H1) that, potential competency integration would lead to effectiveness and efficiency. 

Hypothesis III 

H0: Unique operational efficiency will not lead to customer loyalty and satisfaction. 

H1: Unique operational efficiency would lead to customer loyalty and satisfaction. 
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The Z test was used to test the hypothesis at the 5 percent level of significance. PASW program was employed to analyze the data. The decision rule is if 

computed R is greater or equal to R at N=191 and ρ = 0.05 which is equal to 0.500, we reject the null hypothesis. To test for the significance of R, Z test is used, 

the decision rule is if the computed Z falls within the critical Z value (i.e. 1.95 at 0.05), we accept the null hypothesis otherwise we reject the null hypothesis. The 

result is presented on Table 4.14 below; 

 

TABLE 4.14: Z- TEST OF UNIQUE OPERATIONAL EFFICIENCY AND CUSTOMER LOYALTY/SATISFACTION 

Computed Rc Table R* at 0.05 Confidence Computed Z Coefficient 

0.610 0.000 8.638 +1.96 

Source: PASW 19.0 for windows 

In order to test the hypothesis, the Z (Z= r√n-1) test is used. In this study, the Z test result reveals that perceived unique operational efficiency positively affects 

the customer satisfaction, (Z= 0.783√ 191-1= 8.638). Since the Z computed (i.e. 8.638) is greater than the critical value (1.96), we reject the null hypothesis (Ho) 

and accept the alternative hypothesis (Hi) that unique operational efficiency would lead to customer loyalty and satisfaction. 

 

RECOMMENDATIONS/SUGGESTIONS 
In view of the observations and findings achieved from the research work, the following suggestions are hoped to help improve the level of outsourcing in the 

future: 

• The concerned authorities should make surveys on Varity of companies before concluding on the organization to partner with. 

• Manager should Benchmark vendor capabilities to ensure technical excellence. 

• The concerned authorities should always use performance appraisal for organization they partner with in other to check mate the activities of the 

companies. 

• The sourcing competencies need to be assessed, in order be sure the organization has the right competencies available for the sourcing attempts. 

• Manager should give clear and validated definition of objectives for sourcing needs to be promoted. 

• The concerned authorities should provide robust and sincere dialogue about outsourcing intentions, purposes, and opportunities for alternative internal 

employment for those affected by outsourcing. 

• The concerned authorities should make sure they don’t lose control over the outsourced activities.  

• The concerned authorities should always plan an exit strategy and Managers should properly organize their team. 

• The concerned authorities should develop and negotiate an appropriate and effective outsourcing agreement and provide mechanisms to administer, 

maintain, and monitor the contract and to resolve the inevitable problems. 

• Managers should achieve necessary management commitment and properly defined their own corporate needs, objectives, and priorities to their vendors. 

• Authorities concern should identify appropriate alternatives and evaluated the risks and benefits involve. 

 

CONCLUSIONS 
This research provides understanding of the relationship between strategic outsourcing capability (i.e., value partnership searching, external resource utility, 

potential competency integration, and unique operation setting), outsourcing success (i.e., corporate risk reduction, organizational competency fulfillment, and 

business practice creativity). This research found that unique operation setting has a positive effect on three dimensions of outsourcing success. Potential 

competency integration has a positive effect on organizational competency fulfillment and business practice creativity. Moreover, value partnership searching 

has a positive effect on corporate risk reduction. 

Outsourcing has been subject of great interest among scholars in organizational studies and Human research management researchers over period of time. A 

number of organizational, individual, and psychological factors have been identified to enhance performance level. However, these factors have been revisited 

overtime and again and outsourcing determinants information is still inconclusive based on organization differences, the fact that a particular factor cannot 

accurately determine an organization level of performance. Therefore, every organization should give importance to their performance and take options to help 

them give better satisfaction, as it has been observed that “success” is a significant factor in the management of an organization, with reference to Guaranty 

Trust Bank plc. However, this success can only be feasible if the organization pays more attention to the factors that affect its performance. 

For managers, supervisors, and owners of various organizations who are concerned with outsourcing process, the research work provides a few important 

suggestions. Some of the macro-level features of the organization have a greater effect on the outsourcing process within that organization than some may 

realize. If outsourcing process is defaulted it may be beneficial to take aims to improve the conditions of outsourcing and/or to evaluate current management 

practices. At the same time it may also help to promote greater social cohesion between organizations by allowing them to work together towards some 

common goal(s).  

Even with the presence turnover, the researcher was able to find the factors of leadership, teamwork, awareness of advancement opportunities and effective 

communication to have significant chances of improving how organization respond to evaluating their work. Thus, even in the face of great challenges to 

organization morale, the most effective changes that can be made would be to improve management practices, improve the conditions of integration, and allow 

organization to work together to accomplish shared goals and/or voice concerns.  

 

SCOPE FOR FURTHER RESEARCH 
This research has some limitations that should be mentioned and should be considered in future researches. Firstly, this research was conducted as a snapshot 

without considering the dynamic nature of outsourcing collaboration. Therefore, a longitudinal study that tracks outsourcing collaboration overtime is needed. 

Secondly, this research uses the questionnaires for collecting data from a bank in Nigeria; the evidences may be affected from cultural response bias. Finally, all 

constructs in the conceptual model are developed from new scales based on the definition of each construct. 

This research examined only one industry (i.e. bank) due to time and financial constraint there is a need to test the theoretical model in other business settings 

to establish the generalizability of our findings. According to the results of this research, the moderating effects of strategic outsourcing capability and 

outsourcing success are partially statistical significant. As a result, the need for future research is to seek other more moderating variables to enhance success 

and performance such as degree of outsourcing and prior experience related outsourcing activities. 

Finally, while we measured strategic outsourcing capability in terms of searching, utility, integration, and settings, such outsourcing capability has been 

operationalized in different ways. For example, understanding the trends of outsourcing activities, blueprints of outsourcing strategy, and continuously updating 

outsourcing strategy for fully understanding are in the dimensions of strategic outsourcing capability that affect outsourcing success, operational effectiveness, 

and firm performance. 

Future research should compare successful and unsuccessful outsourcing attempts to determine what those successful companies did differently from 

unsuccessful ones. Those differences will then constitute critical factors, the research should then go further to determine how much each of those factors 

contributes to outsourcing success.  
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APPENDIX/ANNEXURE 
QUESTIONNAIRE 

Effect of Outsourcing on Organizational Performance 

Dear Respondent, 

This questionnaire is designed to elicit information on the above research instrument. All information given will be for the purpose of this research only and shall 

be treated in strict confidence. 

Kindly respond to each of the statement as it is given to you. Your honest response will be appreciated. 

Thanks for your Co-operation 

OLUYEMI OLUWOLE 

SECTION A 

Please Tick the Relevant Answer Where Applicable 

1. Sex:  Male             (     )  Female            (     ) 

2. Age:  20 – 30 yrs   (     )  31 -  40 yrs  (     )  41 – 50 yrs  (     ) 51 years & above  (     ) 

3. Marital status: Single    (     )  Married   (     ) 

4. Academic Qualification     OND/NCE              (     ) HND/B.sc   (     ) MSC/MBA            (     ) 

PHD  (     ) 

5. Position held in the Company 

Senior staff  (     )  Junior staff  (     ) 

6. How long have you been in the service  

1 – 5 yrs   (     )  6 – 10 yrs   (     ) 11 – 15yrs  (     ) 16 – 20 yrs  (     ) 

21 – 25 yrs  (     )  26 yrs & above  (     ) 

7. How long have you been in your present department  

1 – 5yrs  (     )  6 – 10 yrs   (     ) 11 – 15 yrs  (     ) 16 yrs & above  (     ) 

 

SECTION B 

For each of the statement below, indicate your level of agreement or disagree ticking (√) the appropriate column 

KEY: SA = STRONGLY AGREED,   A = AGREE, UN = UNDECIDED, D = DISAGREE, SD = STRONGLY DISAGREE 

 

S/N External Resources Utility and Efficiency  SA A UD D SD 

 8 Our organization has been using external resources.      

 9 Organizations that outsource part of their resources are more effective.      

 10 Effectiveness or efficiency is the rationales for external resources.      

11 The use of external resources enhance organizational competency.      

12 Usage of external resources ensures distinction competence.      

S/N Organization Competency Integration and Effectiveness  SA A UD D SD 

13 We perform better by outsourcing some of our functions.      

14 Competency integration influences Efficiency in our organization.      

15 Effectiveness is achieved with the use of competency integration.      

16 Competency integration influences our organization performance.      

17 Competency integration influences both Effectiveness and Efficiency.       

S/N Unique Operational Efficiency and Customer  Satisfaction   SA A UD D SD 

18 Unique operational efficiency enhances organization performances.       

19 Customer satisfaction is influenced by unique operational efficiency.       

20 Operational settings in an organization affect staff performance.      

21 Loyalty of customers depends on unique operational efficiency.      

22 Customer satisfaction depends on an organizations product line.       

S/N Value Partnership Searching and Corporate Risk Reduction    SA A UD D SD 

23 Our organization goes into partnership with competent organization.      

24 We benchmark before performing with other organization.      

25 Our Organization outsources to bear parts of our variable cost.      

26 Risk within our organization is shared with organization we partners with      

27 Value partnership searching is important in achieving organization performance.      

 

SECTION C 

RECOMMENDATION  

28. What is your opinion on giving out some of the duties of the organization to specialist? 

…………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………

…………………………………………..…………………………………………………………………………….…………………………………………………….............................................................................. 
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