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Abstract

Outsourcing is a strategy which is even treated as a risk free for the conduction of business but the decision
might not always ensure desired quality and results. Thus there is significant need of evaluation of outcomes
associated with outsourcing decision, especially in Under Developed Countries (UDC) and Least Developed
Countries (LDC) where there is significant lacking of research work on this strategy. Thus the aim of this
research is to check the results associated with outsourcing in terms of its importance, especially for the most
important sector of Pakistan’s economy (SMEs). Thus data has been collected from all those who are working on
managerial positions in SMEs operating in Karachi and after detailed statistical testing through AMOS it has
been revealed that outsourcing is fruitful for SMEs but results might be different for different types of SMEs as
well as if we analyze small enterprises and medium enterprises on separate basis..
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Introduction

The word “Out Sourcing” is the combination of two words i.e. Out indicated External or Exterior and Source
means Base of the source, and when anyone use these in relation to business then it highlighted that the indicated
activity(s) are allocated t o external partners or suppliers. (Cheon , Grover & Teng, 1995) When the discussion is
about the most common reply for the question associated with “Make-it-or —but-it”’ or “Do-it-ourselves-or-buy-
it-in” is outsourcing. (Rothery & Robertson, 1996) This scenario was even better responded by the research of
Christopher and Peck (2003) that during the past in-house production was the preferred reason for most of the
companies but for now in order to remain firm towards their core competencies companies are outsourcing all
the remaining activities.

The strategy of outsourcing was initiated in the year 1960 with the sharing of hardware for enhancement in
its level of performance. (Fersht, Filippone & Sappenfield., 2011) But since 1980’s there is a boom in the
preference of the strategy of outsourcing in fact companies from different sectors prefer this strategy.
(Schniederjans, Schniederjans & Schniederjans, 2007) Research of 2011, also indicated that recent business
trends are also in favor of outsourcing as in commercial sector nine out of ten companies shared services. (Fersht
et al., 2011) Outsourcing is the carful decision to transfer value chain activities which were previously been done
inside to the external suppliers or specialist firm. (Thompson, Strickland & Gamble, 2007) While the other
research of the same year defines the strategy of outsourcing as a process through which company lends its in-
house activities to the external suppliers or company. (Chanter & Swallow, 2007)

Moreover there is no limit for the outsourcing and company might source several of its function to the
different specialists operating externally and for this purpose company will keep supervision and controlling
with itself (Best, Langston & De Valence, 2003 & Barrett & Baldry, 2003) but the responsibilities associated
with people and management will be delegated to the external supplier(s). (Chanter & Swallow, 2007) Two
widespread and repeated opinions associated with the decision of outsourcing and its preference are i) If the
external company has the ability to perform required activities better than the organization going for outsourcing,
then external company must have the liberty to perform these activities anywhere in the world i) This will
enable the company to remain focus on its core competencies and thus enjoys more success. (Prahalad & Hamel,
1990)

Moreover, the research of very next year by Kakabadse and Kakabadse (2000) segmented the motives
behind the use of outsourcing into three categories namely @) Cost b) Strategy and ¢) Politics, later on research
work of 2009 clarified three major categories for opting outsoaring as a) Strategic b) Technical and ¢) Economic.
(Marquez Moreu de Leon Fernandez, Marquez and Gonzalez, 2009)

Primary focus of these types of agreements focused upon terms of services on which the relationship is
based between company and outsourced suppliers that these outsourced services must attain optimal level of
quality and acceptance by the company. (Greer, Youngblood, & Gray., 1996) In fact one of the early study
conducted by Porter (2000) highlighted that services which are outsourced by companies contributed Thirty
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percent for the function of Information Technology, Sixteen percent for the function of Human Resources,
Fourteen percent for the function of Marketing and Sales, and Eleven percent for the function of Financial
Services. Moreover it has also been indicated that there is massive change in the financial indicators associated
with outsourcing as total volume of global reached US $ 1.3 Trillion from US $ 146 Billion in 1996. (Zagda,
2011)

Statement of Problem and Delimitations: Increased competition coupled with instability of environment
(Porter, 1980) posse’s pressure on organization to produce technologically updated as well as quality based
products. (LaFollett, 2006) Thus creates significant need for companies not only to remain profitable but also to
deal effectively with rising HR issues, so to protect their employees as well as company’s image. (Porter, 1980)
Thus after applying all the contemporary measures of cost cutting like validating employees and reducing
overheads, outsourcing is one of the prime measure for companies to diminish cost. The main theme behind
outsourcing is to keep focus on the prime objectives of the company through outsourcing remaining business
functions. (Minondo & Rubert, 2006) Thus it is better to outsource all those services which requires sufficiency
in internal resources and does not have high value for the company in long run. (Roy & Aubert, 2001)

These findings are even supported by the initial research work of Argyres (1996) who claims that often
organizations prefer to outsource those set of activities which they could not perform better as of their
outsourced suppliers. This preference of organization became more evident if contractors available to company
for these activities are in number and quality of work might be optimized even at lower level of cost (Herbsleb,
Zubrow, Goldenson, Haynes & Paulk, 1997) and this would became possible as the contractors are have high
familiarity and also have expertise of work due to its continuous repetition. (Usher, 2003)

Therefore recent work of Aubuchon (2012) termed outsourcing as a tactical mechanism of controlling cost
rather than tactical mean of cost controlling. Though some of the research work also highlighted that drawbacks
might emerged in short run as well as in long run (Compbell, 1995 & Quinn, 2000) As research work highlighted
that the use of outsourcing is not always a risk free as various researchers for e.g. Hoecht and Trott (2006);
Lonsdale and Cox (1998) Lonsdale (1999) Lysons et al. (2006) and Quinn and Hilmer (1995) emphasized that
most crucial risks in this regards are the risk of being dependent, risk of being less competent because of loss of
competency and risk of being outdated in knowledge because of loss of critical knowledge. Moreover
outsourcing decision is highly crucial when there is matter of outsourcing of vertically integrated operations
(Bidanda et al., 2006) while market position of the company might also at risk because of the transfer of main
competency to supplier(s). (Leavy, 2004)

This is also supported by the indication of Langfield-Smith, Smith and Stringer (2000) that ineffective
outsourcing might make organization opting the strategy of turn around because of loss of control over
production and expertise required to perform necessary operations. Thus at the end we are forced to conclude
that regardless of the popularity of outsourcing the issue remains unresolved as the factor of risk associated with
that might make all the planning fail. (Tariq, Bashir, Ghazanfar and Dar, 2016) Moreover most of the research
conducted on the issue of outsourcing has been done in developed countries (Hafeez & Andersen, 2014) and
very few research works for e.g. Hafeez & Andersen (2014); Javed & Khan (2013); Tariq et al., (2016) and
Sheikh and Rana (2012), highlighted the issue with respect to Pakistan.

Among them the latest research of Tariq et al., (2016) highlighted that results of their study does not
indicated any improvement in profitability, which raised the claim on the essence of outsourcing, as if
outsourcing does not helpful in increase of profitability then how any one claims that it is beneficial for the
company and how it is raising the productivity or quality of work.

Moreover the research work conducted in Pakistan is based mostly on the evidences from banking sector
(Javed & Khan, 2013 & Tariq et al., 2016) SME sector (Hafeez & Andersen, 2014) or on outsourcing of Logistic
Functions. (Sheikh and Rana, 2012) In addition to all this most predominant limitation associated with
mentioned research works is that the main focus of these research works is on the evidence from Punjab
Province. (Javed & Khan, 2013 & Tariq et al., 2016) Thus here was no or very limited research work on
outsourcing and its benefits in the territories of Sindh except the one conducted by Tanzil, Zahidie, Ahsan, Kazi
and Shaikh (2014) on outsourcing of Primary Health Care Services & except this there is almost no research on
outsourcing of any business function or on the topic of advantages of outsourcing with reference to Karachi or
Sindh.

But in reality Karachi is not only a former capital of Pakistan but a business hub which pays massive
contribution in economic activity. In fact according to the publication of 2015 almost sixty five percent of the
total revenue of Pakistan has been created by Karachi. (Tariq, 2015) On the other hand, SME;s are the source
which contributes significantly in economic development through providing job opportunities and cultivation of
Gross Domestic Product (GDP) thus help country in stabilizing their economies.(Ale-Ebrahim, Ahmed & Taha,
2010)

Discussing the scenario of Pakistan’s economy, SMEs are responsible for the formation of ninety percent of
overall enterprise representation, eighty percent of non-agriculture manpower and signifies forty percent in
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overall GDP of country. (Khalique, Hassan & Shaari, 2011) Thus through focusing on the claim made by Tariq
et al. (2016) “Despite its [outsourcing] popularity the result is an unsolved puzzle” (p. 43) and also the lack of
evidence for the advantages of outsourcing on business functions and especially on the profitability (Tariq et al.,
2016), we believe there is sufficient room for investigating the advantages of outsourcing by SME’s operating in
Karachi, especially in the presence of risk for outsourcing function.

Significance of Research: This study will not only beneficial for intrapreneurs in making trade-off between
Make it in and Outsourcing but will also clarifies advantages which might be gain by sole proprietors of small
sized and medium sized business through implementing the decision of outsoaring. As there was lacking of
research work in the territories of Pakistan, especially in Sindh this study will also signify the impact of risk on
the performance of the firm. Moreover this research will also aid in conducting further research by exploring
further merits, demerits, risks as well as forces behind the decision of outsourcing, which will contribute
significantly in enhancement of knowledge base and further research activities on the topic of outsourcing.
Theoretical Framework:

Research highlighted that outsourcing enhances organizational savings thus allow organization to increase ratio
of its investment on core activities, saves management’s time, optimize organizational focus towards its prime
goal, minimize staff cost and at last provides more flexibility to the organization. (Kenneth & Brain, 2006) On
the other hand research also indicated that inclination of top management towards outsourcing because of its
ability to optimize different extents associated with the performance of the organization. (Lilly, Gray & Virick,
2005) Any activity must only be outsourced to the external suppliers when the external party has the competency
to perform in better way than the organization itself, otherwise the activity must be retained as in-house activity.
(Bahli & Rivard, 2001)

Thus it is optimal to state that the idea behind the decision of outsourcing is to improve the organizational
performance. (Lilly et al., 2005) But as indicated in statement of problem “Despite its [outsourcing] popularity
the result is an unsolved puzzle” (p. 43) we focused towards this point with the context of Pakistan and found
that there is minimal amount of research available in this regard except few which are highlighted as under:

Research of Khan and Javed (2013) tries to clarify the role of outsourcing on Return on Assets and Return
on Equity by taking five years data of listed banks operating in Pakistan i.e. from 2007 to 2011. Tariq, Bashir,
Ghuzanafar and Dar (2016) conducted research by taking the reference of banking industry in Punjab in order to
clarify the role outsourcing on firm’s performance and for that reason he has taken productivity, Profitability,
Continuous Improvement and Quality of work life as the major dependents of outsourcing. On the other hand
research paper of Zameer and Ali (2013) signifies Perceived benefits and Perceived risks of Outsourcing by
taking reference of the Banking Industry of Pakistan, and collected data from three banks i.e. First Women Bank,
Bank of Punjab and Bank Alfalah Limited . Thus in addition to advantages of outsourcing, research also
highlighted some of the risks and roadblocks which are hurdles in the path of outsourcing.

Coming towards the research work carried out on the outsourcing of specific functions, some of the
researches like Sheikh and Rana (2012) also highlighted the role of outsourcing through focusing on logistics
and distribution network. In their article distribution network has been divided into four levels and among four
levels research found significant impact of outsourcing on level four of logistics which highlighted decisions
pertaining to restructuring of supply chain. Similarly the research of Mubarik, Warsi, Nayaz and Malik, (2012)
also highlighted the impact of outsourcing through the outsourcing of transportation in improvement in the
performance of supply chain function. Moreover in order to conduct research they use SCM Efficiency, SCM
effectiveness and also use relationship with suppliers as a mediator in order to clarify their research. But as
mentioned in the statement of problem there was no or very limited research work highlighted the benefits which
firms might have through outsourcing in the territories of Sindh.

But the latest research of Agburu, Anza Lyortsuun (2017) on SMEs highlighted that there are various
measures to gauge organizational performance and this measurement is based upon intent of the evaluators that
what they wants to gauge? But we can surely state that, whatever the intent of the evaluators regarding
measurement, organizational performance is the resultant of the organization. Though in the article Agburu,
Anza Lyortsuun indicated that organizational performance is based upon profitability, and profitability is
indicated as the resultant of Reduction in Cost, Increase in Efficiency through focus on its Core Business, Cost
Restructuring through reduction on investment on fixed assets, Achieving Tax Benefits and last but not the lesser
enhances company’s turnover through improving sales.

Thus through taking the outcomes highlighted by the article Khan and Javed (2013) with the article of
Agburu, Anza Lyortsuun (2017) we tried to focus on the advantages which company might gain through
outsourcing, not only this through impairing it with the research work of Aron et al. (2005); Hoecht and Trott
(2006); Lonsdale and Cox (1998); Lonsdale (1999); Lysons et al (2006) and Quinn and Hilmer (1995), we came
to know that there are some risks also which are associated with the decision of outsourcing, while SMEs are the
major source behind the economy of Pakistan (as indicated through delimitations), we are going to present
thoughts of entrepreneurs regarding the benefits which SME sector might have through use of outsourcing
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Literature Review:

A range of studies highlighted positive impact of outsourcing on performance level of the Firm. (Bolat & Yilmaz,
2009; Chao, Uzmant & Sink, 2008; Gilley, Greer & Rasheed, 2004; Jiang, Fraaier, & Prater, 2006; Pounder,
Cantrell & Daly 2011; Sallimat , Cullen & Umesh, 2008 & Wang, Gwebu, Wang & Zhu, 2008 ) But the major
focus of these studies was on outsourcing of specific functions e.g. Human Resource Management, Logistics
Management, Outsourcing of Business Process etc but not overall outsourcing. (Khan & Javed, 2013) While
major purpose of outsourcing includes saving through cost optimization, Improvement of Core Competency.
Moreover there are opting outsourcing is also linked with some Non-Financial motives like improvement of
quality (Pounder et al., 2011 & Gilley & Rasheed, 2000), while other benefits for opting outsourcing are
restructuring of cost, achievement of tax related benefits, Reduction of time to reach markets, Optimization of
risk management, Expertise in operations and Catalyst for change etc. (Khan & Javed, 2013)

Outsourcing and Cost Reduction: Initial evidences associated with the cost reduction aspects of outsourcing
are “Transaction-Cost Theory” (Williamson, 1975 & 1991) and Principal-Agent Theory. (Jensen & Meckling,
1976) The Transaction Cost Theory holds the perspectives that we can treat outsourcing as profitable if it will on
cheaper side as compared to the benefits yield through it. Theory also highlighted that advantage of outsourcing
would be treated as optimal only if it is overwhelming than cost associated with tracking of optimal supplier,
asset specific investments and costs of contract imperfectness. (Williamson, 1975 & 1991)

Linking outsourcing with the theory of Jensen & Meckling (1976) it is appropriate to state that principle
agent problem(s) is the major cause due to which company might outsource some of its activities to external
suppliers and the contract of outsourced services is dependent upon result oriented contract. Research from
Australia also signifies that through outsourcing of cleaning services the estimated level of cost saving reaches
up to 46%. (Domberger & Fernandez, 1999) Research conducted by Khan and Javed (2013) indicated that for
reduction in cost and improvement in the level of organizational performance, a firm can outsource its non-core
activities, while prior research work also highlighted that there is a direct relationship between increase of cost
associated with internal process and company’s inclination towards the decision of outsourcing. (Bolat & Yilmaz,
2009; Chao et al., 2008; Pounder et al. 2011; Sallimat et al., 2008 & Wang et al, 2008 )

Moreover research wok also highlighted that cost reduction is the prime purpose of outsourcing rather than
optimizing of firm’s performance. (Chao et al., 2008; Gilley et al., 2004; Khan & Javed, 2013; Pounder et al.
2011; Sallimat et al., 2008; Jensen & Meckling, 1976 & Wang et al, 2008 ) But on the other hand research also
indicated that sometimes outsourcing will not yield the estimated results and this is even highlighted through the
research work conducted by (Bryce & Useem, 1998; Cole-Gomolski, 1998 & Pepper, 1996) Similar findings has
also been indicated in the case of IT outsourcing by the research of Domberger and Fernandez, (1999) and
findings highlighted that increase of nine percent in the cost after the decision of outsourcing.
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Outsourcing and Firm’s Performance: Several studies evidenced a positive link between firm’s performance
and outsourcing (Pounder et al., 2011; Bolat & Yilmaz, 2009; Cho et al., 2008; Sallimat et al., 2008; Wang et al.,
2008; Jiang et al., 2006; Gilley et al., 2004). Research of Jummah and Wood (2000) highlighted the performance
of the firm in the context of outsourcing of accounting and indicated the presence of positive association between
them. In their article Jummah and Wood used panel data and indicated that use of outsourcing is not only
beneficial for short term but also for long term, in fact in terms of accounting services it is more beneficial for
long term purposes rather than short term. When linking the outsourcing with HR perspectives then it is
beneficial in managing long term obligations as pension and rights of employees over company. (Khan & Javed,
2013)

On the other hand research conducted by Gilley et al (2004) indicated significant impact of HR outsourcing

on payroll management and training of employees, results of their studies are also significant enough to highlight
that positive impact of outsourcing of these HR activities on the performance of the firm. Research conducted on
outsourcing in hotel industry indicated the optimization of firm’s performance because of three major reasons as
more focus on core competencies, improvement of service quality and last due to cost reduction. (Gilley &
Rasheed, 2000) Moreover through this company can also decrease its long term expenditures in hardware as well
as in software. (Khan & Javed, 2013)
Risks and Outsourcing: Though outsourcing is even treated as a risk-free activity (Lonsdale & Cox, 1997) but
we cannot take this as the universal truth and have to pay attention on the other side of the coin, as in real world
scenario most of the markets encompasses considerable amount of risks. (Quinn & Hilmer, 1995) Company’s
might examine their workflow immediately after the decision of outsourcing (Aron et al., 2005) As per research
literature authors raise their concerns towards the presence of risks in different way but majority of the
researchers for e.g. Hoecht and Trott (2006); Quinn and Hilmer (1995); Lonsdale and Cox (1998); Lonsdale
(1999) and Lysons et al (2006) are united upon the decision that most relevant risks associated with the decision
of outsourcing are a) loss of critical knowledge b) loss of core competency and ¢) increase in the level of
dependency.

Moreover there is a significant level of social cost associated with the outsourcing decisions which are

difficult to quantify but results in decrease in employee morale, increase rate of absenteeism and diminishing
level of productivity. (Eisele, 1994; Kakabadse, 20000 & Walsh, 1996) This social cost is not only limited to the
organizational level. (Kremic, Tukel & Rom, 2006) as research of Lafferty and Roan (2000) indicated that
outsourcing of public services in Australia leads to decrease in concern towards skills and education by the entire
class of workers as the contractors are least concerned about paying for skills and education. Initial research
work in this regard by Quinn and Hilmer, (1994) also highlighted that synergy level inside the firm may suffer
due to outsourcing of some internal functions which will leads to decrease in the level of productivity of other
functions.
Research Methodology: The philosophy of research we have used for conducting this research is
“Epistemology” while the philosophical stance we have used is “Realism” as we have to investigate the business
related issue and also we wants to do this through enhancing our knowledge base through mingling data from
different sources. In addition to do this, the method we employ was “Deductive” in nature and the type of
investigation was “Co-relational” and in order to check the impact of various variables on each other the
research strategy used is survey, while the unit of analysis is individual and time horizon is “Cross Sectional” in
nature.

The research work of Khan and Javed (2013) conducted their research as archival research and collected
data from past records of Banks listed in Karachi Stock Exchange (KSEx) from the year 2007 to 2011. Research
on the topic of SME’s conducted by Hafeez and Andersen (2014) conducted survey through collecting data from
owners, Managers and CFOs of SMEs operating in Pakistan and 350 respondents was the sample size thus they
have collected data through Non-Probability Sampling. On the other hand research of Tariq et al., (2016) also
used likert scale questionnaire to collect data from different branches of Banks operating in Punjab. Thus
through taking these parameters of sampling in mind we have developed closed ended questionnaire through
taking items from prior research work in order to have reliability in the collected data.

But in Pakistan all the SME’s are not registered with SMEDA (Small and Medium Sized Firms Developing
Authority), thus through the criteria of Hafeez and Andersen (2014) we collected data by having specific
criteria’s for the selection of respondents working in SMEs. Discussing population of research we would like to
mention that, research Population for this research are entire set of top level executives in SMEs operating in
Karachi and The observed population for this research was the top level managers.. Thus for collecting data
appropriately we have employed “Non Probability Sampling” and the method of Sampling was “Quota
Sampling”, while the base for making the quota was their inclusion in the top level management of SME, the
sample size for this research is Two hundred and Fifty.

Questionnaire: As there was lacking of research on the topic of outsourcing and its affects in the territories of
Pakistan thus we have mingled several researches in order to develop concrete research model as well as
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questionnaire. But researches which are mostly used for the development of questionnaire are Agburu et al.,
(2017); Kamanga and Ismail (2016); Khan and Javed (2013); Mubarik, Warsi, Nayaz and Malik, (2012); Sheikh
and Rana (2012) and Tariq, Bashir, Ghuzanafar and Dar (2016).

Statistical Testing & Analysis
In order to validate the collected data initially we tried to figure out its reliability and after evaluation through
SPPS it has been found that the data is significant for conducting further tests associated with inferential
statistics, as the result of all the variables is above seventy percent (70 %), as shown in Table No. 01

Reliability Statistics

Cronbach's

Alpha
Outsourcimg

0.722
Cost Reduction

0.716
Focus on Core Bus

0.728
Less invest on Fixed Assets

0.803
Tax Benefit

0.727
Improving Sales

0.771
Profit

0.726
Fims Performance

0.794
Dec in Emp. Morale

0.724
Increased in Level of Dependency

0.723
Dinumishing I evel Prod

0.739
Loss of Core Competency

0.754
Inc In Absenteeism

0.798
Loss of Cnt. knowledge

0.812

Table No. 01

Then through using AMOS, we have implemented second order CFA (Confirmatory Factor Analysis) and
also draw the research model through AMOS, in order to provide the real view of variable linkages to our
readers, which is highlighted in Figure No. 01

Moreover while testing the impact of different variables upon each other through the use of CFA, we have
found that all the variables of interest are affecting each other significantly and thus it is legitimate to state that
it’s a believe of all the managers, intrapreneurs and entrepreneurs working on top levels in SMEs, operating in
Karachi that outsourcing is a significantly important for SMEs too and while doing business on selected level
this activity is significantly important for conducting business, same can be observed in Chart No. 01
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Figure No. 01
Thus we have to find out the Model Fit too in order to proceed further towards inferential statistics associate
with research and in order to do so we have checked the validity of our research model through using measure
associated with model fit, highlighted in Table No. 01

Model Fit Summary
CMIN/DF GFI CFI RMSEA
1.692 0.971 0.953 0.03

Table No. 01

Table No. 01 highlighted that the value of CMIN/ DF (Relative Chi-Square) is found to be 1.692 which, is
less than even 2 thus it is sufficient to believe that the model if sufficiently fit for the purpose of research, while
the value of The Root Mean Square Error of Approximation (RMSEA) is 0.03 which also falls in the range of
acceptable figure i.e. below than 0.05, thus sufficient to highlight the model fit. On the other hand values of
Goodness of Fit Index (GFI) and Comparative Fit Index (CFI) are 0.971 and 0.953 thus all these measures to
check the model fit for Structural Equation Modeling (SEM) are highlighting satisfactory results for the fitness
of model.
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Estimate  S.E. CR. P Label
Focus on Core Bus <---  Outsourcing 378 .010 37427  k**
Less invest on F Assets <---  Outsourcing .678  .018 37.296 k¥
Tax Benefit <---  Outsourcing 331 .025 13.041  ***
Improving Sales <---  Outsourcing .800 .014 57.675  ***
Cost Reduction <--- Int. Out Sou. Loss Of Crit. Know. .030  .001 50427  Fx*
Cost Reduction <--- Int. Out Sou. Dec Emp. Mot. .009  .001 17.704  ***
Cost Reduction <---  Int. Out Sou. Lev Of Dep. -.001  .000 -2.477  .013
Focus on Core Bus <--- Int. Out Sou. Lev Of Dep. .095  .002 57.900  ***
Cost Reduction <--- Int. Out Sou. Dim Lev Prod -.025  .001 -45.315 k¥
Cost Reduction <---  Int. Out Sou. Inc In Abs .002  .001 2476 .013
Cost Reduction <---  Outsourcing 443 .003 171718  ***
Less invest on F Assets <--- Int Out Sou Loss Of Core Com 100 .013 7.926  ***
Cost Reduction <---  Loss of Crit knowledge -.071 .002 -29.439  Hk*
Cost Reduction <---  Loss of Core Competency -.034  .003 -12.295 k¥
Cost Reduction <--- Inc in Absenteeism -.003  .003 -1.240 215
Less invest on F Assets <---  Diminishing Level Prod -.056  .027 -2.094  .036
Cost Reduction <---  Diminishing Level Prod 1.018  .004 267.898  *E*
Focus on Core Bus <--- Increased in Level of Dependency -.109  .010 -10.606  ***
Cost Reduction <--- Increased in Level of Dependency -498 003  -190.410  ***
Cost Reduction <---  Dec in Emp Morale -.014  .002 -5.840  HE*
Profit <---  Cost Reduction -1.013  .001  -703.043  ***
Profit <---  Focus on Core Bus .008  .002 4.593 k¥
Profit <--- Less invest on F Assets .004  .002 2.321  .020
Profit <---  Tax Benefit .002  .001 1.979 .048
Profit <---  Improving Sales -.006  .002 -3.408  *E*
Firms Performance <---  Profit 545 .023 23298  ***
Table No. 02

Analysis: It has been observed that outsourcing is affecting all the dimensions/ variables i.e. (Focus on core
business, Level of investment of Fixed Assets, Tax Benefits, Improvement in Sales and Cost Reduction in
significant as well as in positive manner. The reason behind this indication is the p-value, which founds to be
significantly low. Thus it is appropriate to state that the there is a significant impact of outsourcing on all the
dimensions/ variables.

But as highlighted through research model that there are various types of risks which are acting as
moderator in the process of outsourcing thus we have to impair outsourcing with these moderating variables.
Moreover with out moderating role it has been found that outsourcing has a positive relationship with all the
above mentioned dimension/ variables, but when we use the strategy of outsourcing to decrease cost then it
might results in loss of critical knowledge, decrease in employee’s level of motivation, increase in the level of
dependency, diminishing level of productivity at employee as well as departmental and organizational level and
increase in the rate of absenteeism.

Moreover company might focus effectively upon their core business through using the strategy of
outsourcing but it will also enhance the level of dependency of the company over their external suppliers.
Similarly lesser investment in fixed assets might optimize the cash flow and balance sheets of the company in
short run but it might also result in loss of core competency(s) which might hurt company’s growth and level of
profitability in the long run.

Discussion: As the research is based upon the outsourcing in SME sector thus it is optimal to state that only
achievement of short term benefits must not be the point of view of entrepreneurs and they must observe that the
long term orientation of outsourcing specially by coupling it with critical risks associated with the strategy. Thus
they must outsource only those functions which are lesser or least important not only under the recent scenario
but also in long run, in order to diminish chances of decrease in loss of critical knowledge and core
competencies which are the most dominant features for the long term growth of the company.

Moreover being good administrator entrepreneurs must focus upon the relationship of one department with
others in order to take optimal decision of outsourcing, as outsourcing is not affecting one or two departments
but can decrease overall level of synergy in the company and thus can diminish employee morale, satisfaction
and productivity. Thus the decision of outsourcing must be taken after proper analysis and understanding of
probable results in order to make the decision beneficial in short run as well as in the long run.

Future Need of Research: The research is conducted on SMEs operating in Karachi but does not separated the
findings in Small Sized and Medium Sized organizations and if the future research may divide the work in Small

42




European Journal of Business and Management Www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) ,lL.i.l
Vol.10, No.19, 2018 Ils E

and Medium sized organizations then it might become more easier to understand the role of outsourcing for both
the sectors comes under SMEDA (Small and Medium Sized Forms Development Authority)

References:

1.
2.

10.

11.

12.

13.

14.

15.

16.

17.

18.
19.

20.

21.

22.

23.

24.

25.

26.

Adler, J. (2000), “Shifting players”, Journal of Property Management, 65 (4), 18-22.

Agburu, John 1., Anza, Nyianshima C. and Iyortsuun Akuraun S., (2017), “Effect of outsourcing strategies
on the performance of small and medium scale enterprises (SMEs)”, Journal of Global Entrepreneurship
Research, 7(26), DOI 10.1186/s40497-017-0084-0

Ale—Ebrahim, N., Ahmed, S., & Taha, Z. (2010)., “Critical factors for new product developments in SMEs
virtual team”, African Journal of Business Management, 4(11), 2247-2257

Arditi, D. and Nawakorawit, M. (1999), “Issues in building maintenance: property managers’ perspective”,
Journal of Architectural Engineering, Vol.5 No.4, pp. 117-32.

Argyres, N., L. Bigelow. (2007), “Does Transaction Misalignment Matter for Firm Survival at All Stages of
the Industry Life Cycle?” Management Science, 53(8) 1332-1344

Aron R., Clemons E., Reddi, S., (2005), “Just right outsourcing: Understanding and managing risk”, Journal
of management information systems, 22(2), 37-55.

Assaf, S., Hassanain, M. A., Al-Hammad, A. and Al-Nehmi, A. (2011), “Factors affecting outsourcing
decisions of maintenance services in Saudi Arabian universities”, Property Management, 29(2), 195-212
AuBuchon, D. (2012), “The concept of outsourcing, from dennisaubuchon.hubpages.com/hub/The concept
of outsourcing

Bahli, B., and Rivard, S. (2001), “An assessment of information technology outsourcing risk". ICIS 2001
Proceedings, 74.

Barrett, P. and Baldry, D. (2003), “Facilities Management: Towards Best Practice”, Blackwell Science,
London.

Bertolini, M., Bevilacqua, M., Braglia, M. and Frosolini, M. (2004), “Quality and reliability corner an
analytical method for maintenance outsourcing service selection”, International Journal of Quality and
Reliability Management, 21(7), 772-88.

Best, R., Langston, C. and De Valence, G. (2003), “Continuous improvement”, in Best, R., Langston, C. and
De Valence, G. (Eds), Workplace Strategies and Facilities Management: Building in Value, Butterworth-
Heinemann, Oxford.

Bidanda, Bopaya, Arisoy, Ozlem and Shuman, Larry. (2006), “Off shoring manufacturing: Implications for
engineering jobs and education: A survey and case study”’. Robotics and Computer-Integrated
Manufacturing ,22. 576-587

Blumberg, D.F. (1998), “Strategic assessment of outsourcing and downsizing in the service market”,
Managing Service Quality: An International Journal, 8(1), 5-18.

Bolat, T., and Yilmaz, O. (2009), “The relationship between outsourcing and organizational performance: is
it myth or reality for the hotel sector?” International Journal of Contemporary Hospitality Management,
21(1), 7-23

Bryant, P.T. (2006), “Decline of the engineering class: effects of global outsourcing of engineering services”,
Journal of Leadership Management in Engineering, 6(2), 59-71

Campbell, J.D. (1995), “Outsourcing in maintenance management: a valid alternative to self-provision”,
Journal of Quality in Maintenance Engineering, 1(3), pp. 18-24.

Chanter, B. and Swallow, P. (2007), “Building Maintenance Management”, Blackwell Publishing, Oxford
Chartered Institute of Personnel and Development. (2007), “Off shoring and the role of Human Resources”,
Survey report. London: CIPD

Cheon, MJ, Grover, V & Teng, JTC (1995), “Theoretical perspective on the outsourcing of information
systems”, Journal of Information Technology, 10(4), 209-219

Cho, J. J-K., Uzmant. J. and Sink, H. (2008), “Logistics capability, logistics outsourcing and firm
performance in an e-commerce market”, International Journal of Physical Distribution & Logistics
Management, 38(5), 336-359

Christopher, M. and Peck, M. (2003), “Marketing Logistics”, Butterworth-Heinemann, Oxford.

Crone, R.K. (1992), “Outsmart your outsourcer: the three Ps of Negotiation”, Credit Union Executive, 32 (3),
24-29

Di Romualdo, A. and Gurbaxani, V. (1998), “Strategic intent for IT outsourcing”, Sloan Management
Review, 39(4), 67-80.

Fersht, P., Filippone, T., Aird, C. and Sappenfield, D. (2011), “The Evolution of Global Business Services:
Enhancing the Benefits of Shared Service and Outsourcing”, HfS Research, London.

Gilley, K. M. and Rasheed, A. (2000), “Making more by doing less: an analysis of outsourcing and its
effects on firm performance”, Journal of management, 26(4), 763-790

43



European Journal of Business and Management Www.iiste.org

ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) JIINT]
Vol.10, No.19, 2018 STE
27. Gilley, K. M., Greer, C.R. and Rasheed, A. A. (2004), “Human resource outsourcing and organizational

28.

29.

30.

31.

32.

33.

34.
35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

45.

46.

47.

48.

49.

50.

51.

52.

53.

54.
55.

performance in manufacturing firms”, Journal of Business Research, 57, 232— 240

Gilley, K. M., Greer, C.R., and Rasheed, A. A., (2004). “Human resource outsourcing and organizational
performance in manufacturing firms”, Journal of Business Research, 57, 232-240

Gomez, J. F., Parra, C., Gonzélez, V., Crespo, A. and Moreu de Ledn, P. (2009), “Safety, Reliability and
Risk Analysis: Theory, Methods and Applications”, Taylor & Francis Group, London.

Greer, C. Youngblood, S. and Gray, D. (1996), “Human Resource Management Outsourcing: The Make or
Buy decision” .Academy of Management, Executives 13(3), 85-96

Hafeez, A. and Anderson, O., (2014), “Factors Influencing Accounting Outsourcing Practices among SMEs
in Pakistan Context: Transaction Cost Economics (TCE) and Resource-Based Views (RBV) Prospective”,
International Journal of Business and Management; 9(7), 19-32

Hashmi, Adeel Ahmed and Mansoorm, Arshad, (2013), “Outsourcing Trends in Pakistan” International
Journal of Computer and Electrical Engineering, 5(5), 451-455

Herbsleb, J., Zubrow, D., Goldenson, D., Hayes, W. and Paulk, M. (1997), "Software Quality and the
Capability Maturity Model," Communications of the ACM, 40 (6), 30-40.

Hoecht A., Trott, P. 2006. “Innovation risks of strategic outsourcing”, Technovation, 26 (5 & 6), 672-681.
Jennings, D. (2002), “Strategic sourcing: benefits, problems and a contextual model”, Management Decision,
40 (1), 26-34.

Jensen, M. C. and Meckling, W. H. (1976), “Theory of the Firm: Managerial Behavior, Agency costs and
Ownership Structure”, Journal of Financial Economics, 3, 305-360.

Jiang, B., Frazier, G. V. and Prater, E. L. (2006), “Outsourcing effects on firms’ operational performance:
An empirical study”, International Journal of Operations & Production Management, 26(12), 1280-1300.
Jiang, B., Frazier, G.V. and Prater, E.L., (2006). ”Outsourcing effects on firms’ operational performance an
empirical study”, International Journal of Operation & Production Management, 26 (12), 12801300
Johnson J, Kanagali V, Prabu D., (2014), “Third party laboratory data management: perspective with respect
to clinical data management” Perspectives in Clinical Research, 5(1), 41-4.

Kakabadse, A. and Kakabadse, N. (2000), “Sourcing: new face to economies of scale and the emergence of
new organizational forms”, Knowledge and Process Management, 7(2), 107-18

Kamanga, Felix N. and Ismail, Shale N., (2016), “Effects of Outsourcing on Organization Performance in
Manufacturing Sector in Kenya: A Case of Del Monte Kenya Limited” European Journal of Logistics,
Purchasing and Supply Chain Management, 4(3), 32-58

Kamarazaly, M.A. (2007), “Outsourcing versus in-house facilities management: framework for value adding
selection”, MP thesis, College of Sciences, Massey University, Wellington

Kenneth, Lysons & Brian Farrington, (2006), “Purchasing and Supply Chain Management”, Pearson
Education

Khalique, M., Hassan A. M. 1., Shaari, J. A. N. (2011), “Challenges for Pakistani SMEs in a Knowledge—
Based Economy”. Indus Journal of Management & Social Sciences, 5(2), 74—80

Khan, A., Khan, A. J., (2013), “Outsourcing, Cost Reduction and Firm’s Performance: Empirically
Evidenced from Banking Sector of Pakistan” Proceedings of 3rd International Conference on Business
Management

Kimura, K., Takeuchi, M. and Kyo, M. (2004), “Outsourcing Management: How to Effectively Manage
Maintenance and Operation after Implementing ERP”, 4 Beam Consulting Ltd., Tokyo

Kittipong Suweero, Wutthipong Moungnoi, Chotchai Charoenngam, (2017) "Outsourcing decision factors
of building operation and maintenance services in the commercial sector", Property Management , 35, 3,
DOI: 10.1108

Kremic T., Tukel O.I., Rom W.O. 2006. Outsourcing decision support: a survey of benefits, risks, and
decision factors. Supply Chain Management: An International Journal, Vol. 11(6), 467-482

Lai, A. W. Y. and Pang, P.S.M. (2010), “Measuring performance for building maintenance providers”,
Journal of Construction Engineering and Management, 136(8), 864-76

Lam, EEW.M., Chan, A.P.C., Chan, D.W.M. (2010), “Benchmarking success of building maintenance
projects”, Facilities, Vol. 28(5/6), 290-305

Lam, T.Y.M. (2012), “Economic perspective on outsourcing of property management services”, Property
Management, 30(4), 318-32

Lane M S and der Vyver, G V, “A review of IT outsourcing trends in 2005: An Australian study,”
Electronic Commerce Research Center, National Sun Yat-sen University,

Lankford, W. M. and Parsa, F. (1999), “Outsourcing: a primer”, Management Decision, 37(4), 310-316
Lawes, A. (1994), “Contracting out”, New Library World, 95(4), 8-12.

Leavy, B., (2004), “Outsourcing strategies: opportunities and risks”, Strategy & Leadership Journal, 32(6),
20-25

44



European Journal of Business and Management Www.iiste.org

ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) JIINT]
Vol.10, No.19, 2018 STE
56. Lilly, J. D., Gray, D. A., and Virick, M. (2005), “Outsourcing the human resource function: Environmental

57.

58.

59.
60.

61.

62.
63.

64.

65.

66.

67.

68.

69.

70.

71.

72.

73.

74.

75.

76.
77.

78.

79.

80.

81.

82.
83.

84.

and organizational characteristics that affect HR performance”. Journal of Business Strategies, 22(1), 55-72
Lin, S. C. J., Ali, A. S. and Bin Alias, A. (2015), “Analytic hierarchy process decision-making framework
for procurement strategy selection in building maintenance work”, Journal of Performance of Constructed
Facilities, 29(2), 1-13.

Lonsdale C. and Cox A., (2000), “The historical development of outsourcing: The latest fad? Industrial”
management & Data systems, 100(9), pp. 444-450.

Lonsdale C., Cox A. (1997), “Outsourcing: The risks and rewards”, Supply Management, 3, 32-34

Lonsdale C., Cox A. 2000. The historical development of outsourcing: The latest fad?”, Industrial
management & Data systems, 100(9), 444-450.

Lonsdale C., Cox A., (1998), “Outsourcing: A business guide to risk management tools and techniques”,
Earlsgate Press.

Lysons K., Farrington B., (2006), “Purchasing and supply chain management”. Prentice Hall, England.
Maelah, R., Aman, A., Amirruddin, R., Auzair, S.M. and Hamzah, N. (2012), “Accounting outsourcing
practices in Malaysia”, Journal of Asia Business Studies, 6(1), 60-78.

Marquez, A. Crespo , Moreu de Ledn, P., Fernandez, J. F. Gomez, Marquez C. Parra & Gonzalez, V.
(1997), “Outsourcing technology in government: owned, controlled, or regulated institutions”, Journal of
Government Information, 24(4), 267-83

Martin, H. H., (1997), “Contracting out maintenance and a plan for future research”, Journal of Quality in
Maintenance Engineering, 3(2), 81-90.

Mclvor, R. T., Humphreys, P.K. and Aleer, W. E. (1997), “Strategic models for the formulation of an
effective make or buy decision”, Management Decision, 35(2), 169-78

Minondo, A and Rubert, G (2006). “The Effect of Outsourcing on the Demand for Skills in the Spanish
Manufacturing Industry,” Applied Economics Letters, July, 15, 13(9), 599-604

Moseki, L.K., Tembo, E. and Cloete, C.E. (2011), “The principles and practice of facilities maintenance in
Botswana”, Journal of Corporate Real Estate, 13(1), 48-63

Mubarik Shujaat, Warsi Asif Z., Nayaz Muhammad and Malik Tanveer, (2012), “Transportation
Outsourcing and Supply Chain Performance: A study of Pakistan’s Pharmaceutical Industry” South Asian
Journal of Management Sciences, 6 (2), 35-41

Muyingo, H. L. H. (2012), “Building maintenance strategies: planning under uncertainty”, Property
Management, 30 (1), 14-28

Nayebpour, M. M. and Shahanaghi, K. (2009), “Developing a multi attribute decision making model for
outsourcing maintenance operations based on machine’s life cycle” Australian Journal of Basic and Applied
Sciences, 3(4), 3568-74

Nik-Mat, N.E.M., Kamaruzzaman, S. N. and Pitt, M. (2011), “Assessing the maintenance aspect of facilities
management through a performance measurement system: a Malaysian case study”, Elsevier Procedia
Engineering: 2nd International Building Control Conference, 20, pp. 329-338

Office of Internal Audit (2002), “Outsourcing Services at UW Institutions”, University of Wisconsin System,
Wisconsin

Phipps, R. and Merisotis, J. (2005), “Is outsourcing part of the solution to the higher education cost
dilemma? ", Institute for Higher Education Policy, Washington, DC

Polo, M., Piattini, M. and Ruiz, F. (2002), “Integrating outsourcing in the maintenance process”,
Information Technology and Management, 3(3), 247-69.

Porter A. M. (2000), “The virtual corporation: Where is it?”, Purchasing”, 128(4), 40-48.

Porter, M. E. (1980). Competitive strategy: Techniques for analyzing industries and competitors. New Y ork:
Free Press

Pounder, R.W., Cantrell, R. S. and Daly, J.P. (2011), “The Impact of Outsourcing on Firm Value: New
Insights”, SAM Advance Management Journal, 76 (2).

Prahalad, C. K. and Hamel, Gary. (1990), “The core competence of the corporation”, Harvard Business
Review, 68(3), 79-92

Preston, G., Mathys, N., Ch'en, F. and Margetson, G. (2011), “A guide to outsourcing for Japanese
companies (Part 1), Intellectual Property & Technology, Media and Telecommunications news letter ,15,
1-2.

Quelin B. and Duhamel F., (2003), “Bringing together strategic outsourcing and corporate strategy:
Outsourcing motives and risks”, European management journal, 21(5), 647-661.

Quinn J. B., Hilmer, G. (1995), “Make versus buy, strategic outsourcing”, The McKinsey Quarterly, No. 1.
Quinn, J.B. (1999), “Strategic outsourcing: leveraging knowledge capabilities”, Sloan Management Review,
40 (4), 9-21

Quinn, J.B. and Hilmer, F. G. (1994), “Strategic outsourcing”, Sloan Management Review, Summer, pp. 43-

45



European Journal of Business and Management Www.iiste.org

ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) J,J—i_l
Vol.10, No.19, 2018 Ils E
55

85. Quinn, James Brian (2000), “Outsourcing Innovation: The New Engine of Growth,” Sloan Management
Review, 41 (4), 13-28

86. Roberts, V. (2001), “Managing strategic outsourcing in the healthcare industry”, Journal of Healthcare
Management, 46 (4), 239-49

87. Robertson G M, Mayr, L M., (2011), “Collaboration versus outsourcing: the need to think outside the box.
Future Medical Chemistry , 3(16), 1995-2020.

88. Rothery, Brian and Robertson, Ian. (1996), “The Truth about Outsourcing,” Gower: Aldershot

89. Roy, V. and B. A. Aubert (2001). "A Resource-Based Analysis of Outsourcing: Evidence From Case
Studies." Scientific Series, CIRANO.

90. Saghatforoush, E. (2014) “Extension of constructability to include operation and maintenance for
infrastructure projects”, PhD thesis, Science and Engineering Faculty, Queensland University of Technology,
Queensland

91. Sallimat, M.S., Cullen, J.B. & Umesh, U.N. (2008), “Outsourcing and Performance in Entrepreneurial Firms:
Contingent Relationships with Entrepreneurial Configurations”, Decision Sciences, 39(3).

92. SBP., (2010), “Quarterly Performance Review of Banking System, Banking Surveillance Department”,
State Bank of Pakistan, Karachi, December

93. Schniederjans, M., Schniederjans, A. M. and Schniederjans, D. G., (2007), “Outsourcing Management
Information Systems”, Idea Group Inc. (IGI), Hershey, PA, pp. 1-42, 177, 200-224

94. Sheikh, Z. and Rana, S., (2011), “Role of Third Party Logistics Providers with Advanced IT to Increase
Customer Satisfaction in Supply Chain Integration” Conference on Interdisciplinary Business Research,
Bangkok, Thailand.

95. Straub, A. (2011), “Maintenance contractors acting as service innovators”, Construction Innovation,
11(2),179-89

96. Tanzil, S., Zahidie, A. Ahsan, A., Kazi, A. and Shaikh, B. T., (2014), “A case study of outsourced primary
healthcare services in Sindh, Pakistan: is this a real reform?”BMC Health Services Research, 14,277

97. Tariq, A., Bashir, B. Ghuzanafar, B. and Dar, M A., (2016), “Outsourcing and Organizational Performance
in Banking Sector of Punjab, Pakistan” European Journal of Business and Management, 8(1), 43-47

98. Tariq, W., (2015, October 12), “The Importance of Karachi, Express Tribune,
http://tribune.com.pk/story/971188/the-importance-of-karachi

99. Taylor, S. (2012), “Outsourcing facilities management: the effects on building maintenance”, 48th ASC
Annual International Conference Proceedings, 11-14 April, Birmingham, United Kingdom, available at:
http://ascpro.ascweb.org/chair/paper/CPRT153002012.pdf

100.Thompson A, Strickland A. and Gamble A, (2007), “Crafting and executing strategy. The quest for
Competitive Advantage”, Mc-Graw Hill Publishers, Newyork, 15" Edition

101.Usher, N., (2003) "Outsource or in - house facilities management: The pros and cons", Journal of Facilities
Management, Vol. 2 Issue: 4, 351-359

102.Wang, L., Gwebu, K. L., Wang, J. & Zhu, D. X. (2008), “The Aftermath of Information Technology
Outsourcing: An Empirical Study of Firm Performance Following Outsourcing Decisions”, Journal of
Information Systems, 22(1), 125-159.

103.Willcocks, L.P. (2010), “The next step for the CEO: moving IT-enabled services outsourcing to the strategic
agenda”, Strategic Outsourcing: An International Journal, 3(1), 62-66

104.Williamson, O. E. (1975), “Markets and Hierarchies: Analysis and Antitrust Implications”, Macmillan, New
York.

105.Williamson, O. E. (1991), “Comparative Economic Organization: The Analysis of Discrete Structural
Alternatives”, Administrative Science Quarterly, 36(2), 269-296.

106.Wolosky, H-W. (1997), “Turning to outsourcing”, The Practical Accountant, 30(11), 65-68.

107.Zagada, W., (2011), “Global Outsourcing 100 Index”. available at: http://seekingalpha.com/ article/44490-
new-indexes-track-global-outsourcing-sector

108.Zameer, Tania and Ali, Faiza, (2013), “Factors influencing the outsourcing decisions: A study of the
banking sector in Pakistan” International Journal of Operations and Logistics Management 2(3) 1-13

109.Zulkarnain, S. H., Zawawi, E. M. A., Rahman, M. Y. A. and Mustafa, N. K. F. (2011), “A review of critical
success factor in building maintenance management practice for university sector”, International Journal of
Architectural and Environmental Engineering, 5(5), 215-219.

46



