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Abstract

According to Nicholas Beaumont and Amrik Sohal @08utsourcing is a fashionable way of
solving some business problems and there are nweegports of its increasing use. However,
the use of outsourcing at CBE is very low with #xeeption of outsourcing some non-core
functions like Security service, courier servicel danitorial service. This research attempted to
assess the benefits and challenges of current oy practices non-core business functions
at Commercial Bank of Ethiopia with reference taxwséy, cleaning, driving and courier
services. The data were collected using questioesaifrom permanent employees of
Commercial Bank of Ethiopia. Moreover, interviewsrgy conducted with the Facility
Management Manager. The questionnaire was diseihub the employees on the basis of
stratified sampling and the data collected were lgped using SPSS software and analyzed
using descriptive statistical methods. The findingsealed that the prons and cons of
outsourcing non-core activities of the Bank. Thestmgerious challenges are lack of internal
expertise and the performance of outsourced drig@gyice cause to increase cost, low loyalty
and confidentiality to the organization. The Bdrds poor monitoring and evaluation of the
performance of the security, cleaning, driving amudirier services, poor quality of outsourced
service provider. Hence, respondents have lost tmifidence on the service being provided.
Unlike to the regular staffs of the bank the outsed employees had brought many benefits to
the Bank in reducing administrative burden ,inciagsflexibility, minimizing fixed costs,
decreasing budget wastages and introducing beteaming equipments. Finally, the researcher
has forwarded some recommendations to solve thatirexiproblems of the Bank regarding
outsourcing practice. If they done so, they wilphghe bank to reduce the risks and challenges
associated with outsourcing and attain optimal b#ses a result of outsourcing secondary or

non-core business functions.
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CHAPTER ONE

INTRODUCTION

This chapter is an introductory part for the stwdyich introduces the overall study subject
matter. It consists of background of the study #mel organization, statement of the study,
research questions, objectives, significances,esdopitation of the study and organization of the

research work.

1.1. Background of the Study

Current market's condition dictates a new actioanpfor market players. Fierce competition,
rapidly evolving technology - all require greataesces and material costs. Thus, any company
aims to increase its efficiency with the lowest tcddowadays, economic thought and the
technological progress does not stand still, aretyegrganization has an urgent need to keep up
with the new ideas and technologies. With the emmrg of such business — process like
outsourcing became possible to give any kind ofkwstarting with the newest technologies and
project management and ending with cleaning faesljitto outside organizations. Herewith the
use of outside labor force turns out to organizatimre cost and time-effective. This innovative
form of business organization — outsourcing — sthtb appear more often in Ethiopia in recent

years.

Outsourcing describes the use of external resoucesxecute operational tasks (Weiner &
Seuring 2009, Grover, 1994). It is also a transfevarious elements of work previously carried
out within the company to another third party comparhis process allows focusing on top and
main functions of the company, adapting to new netdgies, improving the reliability and
market reputation and significantly reducing prddhre costs. In case of commercial bank of
Ethiopia the practice of outsourcing is in its mdg stage. Currently, there are few that are
engaged in providing limited outsourcing services.

The current outsourcing practice in Commercial BahkEthiopia is mostly motorist service,

security service, janitorial/cleaning services amgksenger or courier services.



Since more and more institutions recognize the evéiufreeing themselves from costly, time-
consuming, and highly complex administration of #duo#ivities, they will hand over the day-to-
day management of those non-core business fundtomgernal service providers.

As a result, they can save costs, gain profits iemgtove efficiencies from the current updated
technology, and have time to focus on the stratpmactices, leading to the organization’s long-
term success and competitive advantage (RotheryRatertson, 1995Fonsequences of huge
operational activities load have introduced cha&snot only of providing but also of improving
the quality of their services.

Due to this reason Commercial Bank of Ethiopia eceffficient in its delivery of services to the

clients; it has preferred ‘outsourcing’ since itda option in its efforts to focus on the core
activities and improve efficiency. The focus areatlois outsourcing is on some services
previously provided and handled by the bank itdeihployees of the banks in the outsourced
section either hand over to the contractor andtpaygroup according to its available standards,
or can use its own staff instead of the bank eng®#ey This study will try to make an important
contribution to the Bank considering outsourcingpanding the services to be outsourced in
Commercial Bank of Ethiopia by assessing the benafid challenges of outsourcing non-core
business functions.

1.2. Background of the Organization

The history of banking industry in Ethiopia datesck to the establishment of the Bank of
Abyssinia in 1905. This Bank was the first bankhe history of Ethiopia, established under the
partnership of the Government of Ethiopia and tla¢idhal Bank of Egypt. The Bank continued
to operate until 1931 and was wholly purchasedr late by the Government of Ethiopia and
renamed “The Bank of Ethiopia.” This Bank operabedil the Italian invasion of the country in
1936 (http://www.combanketh.com/ Accessed dateSI2(113).

1943 - 1963: After the victory over Fascist Italye State Bank of Ethiopia was established by a
proclamation issued in August 1942. Although thention was to establish it as a fully fledged
commercial bank, a year later, in 1943, it was gigdditional central banking duties and became

fully operational.



Hence, the year is marked as the birth date ofyted@ommercial Bank of Ethiopia (CBE). Thus,
the State Bank of Ethiopia provided central bankamgl Commercial banking functions until
1963.

With the issuance of the Monetary Proclamation963, the Commercial Bank of Ethiopia and
National Bank of Ethiopia were established to har@dmmercial banking and national banking
functions, respectively. During the command systeat lasted for about 17 years, Commercial
Bank of Ethiopia had been the sole Commercial Bankthiopia and a mere instrument of the
central planning and socialist ownership policytled government. A new Banking Proclamation
enacted in 1994 created several new opportuniteshie private sector to be involved in the
banking areas. This enabled Commercial Bank ofdpthito relinquish /resign its monopoly

position in the country's Banking industry.

Currently, the Commercial Bank of Ethiopia is teading Bank in the country with its capacity,
accessibility, deposit mobilization, and others.eT@ommercial Bank of Ethiopia has been
playing a prominent role in economic developmenttloé country for 72 years since its
establishment in 1942. Today, more than ever bethee CBE has aggressively expanded its
presence in all directions of the country. Desphiteflourishing of private Commercial Banks, the
Commercial Bank of Ethiopia has remained in thel leaterms of assets, deposits, capital, and

customer base and branch network.

By now it has more than 836 branches, spanningettiee breadth and width of the country
including subsidiaries in the Republic of Southerf@udan the so called Juba.
(http://www.combanketh.com/ Accessed on 12/06/2@dnmercial Bank of Ethiopia combines
a wide capital base with more than 18,000 taleatsdi committed employees as of June, 2014.
By now, for the sake of administrative purpose @menmercial Bank of Ethiopia is arranged into
fifteen (15) districts and head office.

1.3. Statement of the problem

Globally outsourcing practice becomes more and mophisticated and complex. The functions
that are being outsourced ranges from non-coretibmg like janitorial service to core or main
functions such as production and marketing. ComialeBank of Ethiopia is one of outsourcing

service user in Ethiopia business sectors.



Outsourcing is a newly emerging concept in Ethapparticularly, in its existence in the banking
sectors. Since the past few years, many organimtonsiders outsourcing with an assumption
that if institution is unable to provide a servareproduct at less cost than, and of equal quedity

an external agent, then it should purchase thecgeov product from an external supplier.

Hence, organizations prefer to transfer non-coserass functions to be performed by an external
third party with the aim of reducing considerabignsaction costs, improving quality of service

delivery and to concentrate on their core compégsn&ven though outsourcing really provide a
numerous of benefits to the client, it is not withbaving any negative impacts to the receivers of
the services. Some of the problems that arise @waitsourcing non-core business functions are
discussed below.

The problem related to outsourcing is the operatidifficulties in that service provider may
deny specific technical expertise, capability aagacity for delivering the desired performance
(Aron, Clemons, and Reddi, 2005). Gilmer (1997)nt out during implementation of
outsourcing, jobs can be handover from the servimrs to service providers performing the

outsourced function, which may result in decreasdries or benefits.

Consequently, the outsourced staff may have lagdtioto the client than if they were employed
directly by the institution and express disappoerinwith the resulting inadequate services
which affect the business sectors in many rega®asilarly, big problem with outsourcing
emanate from the employees themselves as they a@ubt of loosing of jobs (Malhorta 1997).
Most service providers may not realize the clierdidture or personality, and the services
delivered by them may not fit in the client’'s cu#uwue to some of them only produce one set of
service delivery system for all their clients irder to reduce the production costs(Siegel, 2000).
On the same tradition, managers are required taladg monitor, establish constant
communication, and evaluate outsourced functiorigetoonfident that they are beneficial to their
organization. Hence, burdens of managers with aetimial administrative tasks may increase
once again (Guterl 1996). Moreover, negative aéfuresisting to new changes and morale
problem are real problems that will cause ineffesiess to the clients (Siegel 2000; Mobley and
Maurer 1998). There is also evidence that outsngrdbes not reduce costs as expected in some

cases (Beaumont and Sohal, 2004; Gonzalez, 2005).



When such problems pose complex risks, divert nieended desire of the client, and adversely
affect the buyer’s performance on core competentidgs obvious that outsourcing may bring

many benefits to the organization with imposing eomegative impacts. For successful
performance of outsourced functions, it need tacdrefully bid, contracted, and managed, with
performance measures monitored regularly. Theretbeestudy focus on problems and benefits
outsourcing at Commercial Bank of Ethiopia duertms$ferring non-core business functions to

service providers.

1.4. Basic Research Questions

In spite of its wide application in the internatrenvironment, the practice of outsourcing in
Commercial Bank of Ethiopia is focused on few atitg. More specifically, possible solutions

will be provided to the following basic questions:

R/
°

How work outsourcing activities currently at Comugial Bank of Ethiopia?

0.0

What types of business functions have been suedhlssititsourced by CBE?

X/
°

What are the benefits and challenges raised fraispatcing non-core business

functions?

X/
°

Why Commercial Bank of Ethiopia not outsource muoe-core business functions?

1.5. Objectives of the Study
The overall objective of this research is to asslesdenefits and challenges of outsourcing non-

core business functions in Commercial Bank of Hitasioln order to meet the general objective,

the study investigates the following specific ohjees:

« To identify the existing practice of outsourcingdommercial Bank of Ethiopia.

+ To identify activities those are outsourced.

+ To identify the benefits and challenges of outsimgcon-core business functions.

+ To identify the reasons for not outsourced other-ocare business functions.

« To examine and analyze the various opportunities ahallenges derived from

outsourcing the non-core business functions in Ceroral Bank of Ethiopia.



1.6. Significance of the study

The study tried to cover the actual experiencesutéourcing in Commercial Bank of Ethiopia
with an intention to examine the problems existnigr to outsourcingidentify the benefits and
challenges after outsourcing, and lessons gainetufore outsourcing initiatives. It is expected
that the findings are beneficial to Commercial BarfkEthiopia. In addition, it provides the
researcher an opportunity to gain deep knowledgehé concepts of outsourcing business
functions. Even though different studies have bmmiributed in Europe and the United States on
this field, to the best of my knowledge, there esdeep research conducted on the practices of
outsourcing in Commercial Banks of Ethiopia. Furthere the findings of this study may also

serve as a spillover for further research in tleaar

1.7 Delimitation / Scope of the study

Although there are few financial institutions andvate business organizations which are used
outsourcing practices for some of their non-comifineral) activities, Similarly, it is somehow
impossible to cover all non-core business functioBs, this research focuses only on the
following activities: Security service, Cleaningiltarial service, Driver/Motorist service, and
Messenger /courier services in the case of ComaldBeink of Ethiopia. There were also some
external variables that have impacts on the regubwf the research work. For instance, the lack
of cooperation of the respondents and their comamtnio complete filling the questionnaires
affect the outcomes of this research To make theystarrow and manageable the scope of the
research are delimited to selected branches amactiisof Commercial Bank of Ethiopia Addis
Ababa only.

1.8 Structure of the study

The paper consists of five chapters. The first tdrgprovides a general introduction of the study,
statements of the problem, basic research quesaodsobjective of the study, significance of the
study, delimitation and limitation of the study asiducture of the paper. The second part treats
the theoretical aspects of the research and therefiscusses the theoretical frameworks of the
research project which had used in showing a daedf the study subject and what was written

about outsourcing practices by different schol@er'spective point of view. The third chapter



concerned with research design, methodology. ThetHochapter deals with data presentation,
discussion and interpretation of the data. Thé fiftapter, which is the closing chapter devoted to

summary, conclusion and recommendation based aresidts of the study.



CHAPTER TWO

REVIEW OF RELATED LITERATURE

“The further backward you can look the further forwd you are likely to
see.”

Wiston Churchill

2.1 The concept of outsourcing

Outsourcing practices in financial institutiongagally a new concept in Ethiopia. It is therefore

essential to adopt a theory that needs to explamwthese institutions make the decision to make
or buy the service from a third party service pdevi Such theoretical frameworks are devised by
two scholars. Jurison (1995) presented the dectfieary and the risk theory by Bauer (1967).

The decision theory framework, involves the conaaptisk-benefit analysis that compares the

risks associated and the benefits expected of sidecthat is made, in order to achieve an

optimal result. When this concept is applied tosoutcing, it means that the decision maker has
to assess all the potential risks and benefitsrttat arise from the outsourcing process prior to
deciding whether to outsource or not.

As explained by Bauer (1967), the risk theory asedythe risk a person individually associates
with the consequences of a decision and impachatf decision on the intention to complete a

transaction.

It is based on the fact that as long as the ergpduotnefits exceed the expected risks, the person
in charge will have a positive attitude towards atipular decision. In the field of business
management practices, an expected risk inherentremsaction plays a significant role especially
in the adoption of technology. It is obvious thia¢ individual perception towards outsourcing
could either be positive or negative. Negative gptions of outsourcing will be associated with

risks of outsourcing, that is, the possibility aft®ourcing failure (Aubert, 1998).

In contrast, there are also outsourcing advantagbgh can be summarized as outsourcing

benefits (Dibbern, 2004).The risk-benefit framewask also applied to analyze outsourcing



decisions since it has similarity with decision dheregarding decisions that involve risk or
uncertainty (Tamura (2005). In outsourcing reseaitie analytical framework of balance
between costs versus risks is well documentedalur($995, 2002). He suggests the financial
administrators need to assess all the perceivdd @d potential benefits before making

outsourcing decisions.

These factors indicate the final decision to outseunon-core business functions or not. To
deliver quality services to their clients, businssstors are forced to give emphasis only on their
core competencies and divest secondary functiolms.doing so, the main assumption they

consider for outsourcing is that if an institutioannot provide a service or product at less cost
than and of equal quality to an external providieen it should purchase the service or product
from an external provider. Advocates of outsourcngue that the private sector provides better
service more efficiently and at lower cost than plsblic sector which is unmotivated by profit.

They point out that outsourcing to a contractor caduce labor costs and increase benefits,
provide a single point of accountability, and pdevipredictable costs; the resulting cost savings

permits the institution to focus more resourceg®nore business functions Jurison (1995, 2002)

Outsourcing, also referred to as contracting authé procuring/obtaining of services or products

from an outside supplier or manufacturer rathen taving them provided by in-house facilities.

The key to any outsourcing endeavor is to ensuae ttie process helps fulfill the institution’s

mission and long-term goals and objectives. Firsnaistitutions require a number of support
services in order to achieve their primary missidhthese institutions feel that they are not in a
position to maintain these support services teettpgectations of the community, it is advisable to
outsource these services to outside experts whoagrable of providing high levels of services
(Jefferies, 1996).

Outsourcing for any organization can be a very defimy task and difficult process in both
implementation and overall acceptance. The levélsomplexity due to years of tradition,
ownership stability, management philosophy, andcttired norms and cultures creating more
resistance to change (Bartem and Sherry, 2001)s believed that outsourcing is natural
processes for business operations, but institutiane significant differences due to the effects of

outsourcing in areas of motivation, performance evaluation (Bartem and Sherry, 2001.



Outsourcing allows for organizations to concentrate its core competencies. Outsourcing
secondary activities allows the institution to feguore on core functions and to worry less about
the other non-core business operations. Kenned®92j2@rgues that the core reasons for
outsourcing include enhanced service, staffing ttamds, and budget constraints, to access
technology. Similarly, Jefferies (1996) assertst thatsourcing, when properly planned and
controlled, is expected to produce several bene$ich as reduced costs, improved service

quality, and increased efficiency and innovation.

In other words, outsourcing results in improving #trategic triangle of an organization; quality,
cost and time. Proponents of outsourcing recogtiieg the private sector vendors provide
services more efficiently and at lower cost thamphblic sector (Jefferies, 1996). This can results
in two ways: added expertise and economies of s@dholars points out institutions can
structure the outsourcing contract so that a vehaars the cost of bringing in new equipment

and technology, new levels of expertise and busikrewledge.

Services providers are experts in their respedialds of operations and they possess the latest
technology and knowledge to complete the assigobd Qrganizations do not want to spend
resources to do market research or other formalitieacquiring the latest techniques. Contracts
may be structured so that vendors bear the cosicgdiring new equipment and technology.
Similarly, institutions can take advantage of ecuies of scale achieved by vendors who

specialize in a particular service area, allowimgn to acquire inputs at a lower cost.

Vendors are also forced to use the most cost-@feeateans to provide a service to ensure that a
profit is realized and this will be add advantagehte financial institution which has other prime
goals and objectives. Kaganoff (1998). Outsourciagision-making should involve a number of
strategic issues as in any other type of decisiakimg and the management should examine the
full array of options and select the operating amghagement approach, which is best for the
institution. Focusing first on understanding hove tfunctional area in question is currently
operated and examining all its strengths, weaksesspportunities and threats enables the
institution to make a fully informed choices. Theging use of outsourcing in business sectors
throughout the world reflects a general acceptdncénstitution authority’s that it will reduce

costs while continuing to provide essential serwietectively and efficiently (Goldstein, 1993).
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2.2 The Nature of Outsourcing

In recent years the practice of outsourcing nar@e@nd core business functions became really
widespread in the world. The termutsourcing’ is borrowed from the English language and
literally translates as the use dfofeign resource$. The table below presents the various

definitions of the termoutsourcing” given by various scholars and authors.
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Table 2-1Summary of outsourcing definition

Sources

The definition of "outsourcing"

1. Mikhailov 2006, 12

The transfer of conventional and organicg
inherent functions of the subjects to third-pal
companies.

ly
ty-

2. Rumyantseva 2006, 31 - 32.

Way to optimize the company through the trans
of non-core functions to outside specializ
companies.

3. Raizberg et al., 2005, 29

The transfer of traditional non-core functions loé
organization to outside subcontractors, which
highly qualified third-party companies, with ti
rejection of its own business process, considatiy
as a way of co-operation.

4. Kalendzhyan 2003, 270

The tool that allows effectively allocates t
internal and external resources and funding tolre
the goals and challenges facing by modern busi
in conditions of dynamic insuperability.

5. Mol 2007

Dependence on the external resources.

6. Lonsdale & Cox 2005

The process of transferring the existing within
company functions to a third party company.

To sum up, it can be concluded that outsourcimgnigffective business model, which is the us

of external resources to achieve own goals.

sfer
ed

[
are
ne

9

he

pacC

ness

the

age

2.3 Merits and Demerits of outsourcing

Outsourcing is used because it supposedly advathgerganization. The advantages and

disadvantages can be categorized as strategictmal&alculated, long-term or short-term, and

tangible or intangible. Advantages and disadvargt@aj@utsourcing are described briefly bellow.

2.3.1 Merits of outsourcing

Before to go deeper to analyze what advantagesungiag could bring to the company, it is also
important to mention the cases where outsourcinggss is the most efficient one (Business
Relations Management company, 2008).
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% The company makes a strategic decision to focusiress on core business

*,

+ The company has just started to operate, and pebtafford to have its own staff
+ The company is reducing staff, but a number of mi@mk functions is still needed

+ The company is not satisfied with the level of ggx\that internal services provided

This list can be continued with following caseseT@ompany has a period of internal changes
(restructuring, reorganization, the process of mer@nd acquisitions) and therefore the transfer
of the internal functions at this time is the mgsiinless way to solve problems facing the
organization. Business is growing up and the pressan the individual functions are increasing
in proportion with it, by using outsourcing thesenio need to hire additional staff and equip jobs

the outsourcing partners could make any volumearkwaccurately and on time.

Large companies are often faced with the fact thatcost of non-core business processes is
disproportionately high. In this case uses of oautsed services can give a tangible economic
benefit to the company (Dumnaya N.N & Cheremistia®.

Outsourcing also gives company an opportunity tb costs and significantly reduce the
complexity and expenses of information systems atper and applications, to focus on core
business processes of the company, not to wastecesouhat is focused on supporting.
Outsourcing can bring valuable and various advastag the company. According to scholars,
the followings are some of the benefits. (Busin@stations Management Company, Dumnaya
N.N & Cheremishin, 2010):

¢ Increasing profitability of company as outsourcougs expenses of maintaining business-
processes

+«+ Focusing on core activity one of the benefits dsourcing is that the organization will be
free to concentrate on the core business.

++ By outsourcing all non-core functions of the compamployees can be put to better use
and the company will be able to see a huge growtlthe core business. (Flatworld
Solutions Pvt. 2011)

« Improvement in firm’s cost efficiency by reducinget commitment to fixed-cost, full —

time human resource expenses and other overhetsd cos

13



« Employee compensation costs, office space expemases,other costs associated with
providing a work space or manufacturing setup direimated and free up resources for
other purposes. (The Thriving Small Business 2011)

« The use of highly skilled professionals with exieasexperience, the hiring of whom
would be too expensive or not rational.

+«» Introduction of advanced technologies through spiezeid outsourcing company

+ Increasing the competitiveness of the company, wsoarcing firm is better able to
reinvest released resources in the growth of tteee business

+ No dependence on the disease or dismissal of eegdaynproved customer satisfaction

In addition, Outsourcing increases the efficiendy tle company. The non-core business
functions will be performed e efficiently by outsoing partner, while the core functions of the
company can be efficiently carried out in-houseerBby the managers of the company can

achieve overall efficiency and see an increasbeir profits. (Flatworld Solutions ) .

Outsourcing is providing great flexibility for th@mpany in case of sudden changes in market
conditions or consumer preferences: it is easier @meaper to find new suppliers with the
necessary capabilities and resources than to celh@ internal management of the company,
eliminating some power and resources and creatiey ones. (Strickland Il 2004).By
outsourcing non-core business functions, the comgan save on every aspect of its business
and increase the profits. It is possible to savéiram, effort, infrastructure and manpower. Since
company doesn't have to invest in infrastructurean also save on making unnecessary fixed
investments. Outsourcing removes the burden of gihgnor maintaining infrastructure.
Company’s managers can also save on capital expeadiOutsourcing can help to save on
training costs, because due to outsourcing no tegdest in manpower. These savings will help

bring about an increase in the company’s revenzevesole.

2.3.2 Demerits of outsourcing

As a real process, outsourcing has not only pasgigles that can help to make the business of the
company more profitable and get rid of some heasglaghfortunately it has its minuses as well.
Therefore, before deciding to outsource the compdnysiness processes, it is necessary to keep

in mind the demerits of outsourcing
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Several activities require instant reaction tortfeiures which makes it more appropriate to keep
on hand a staff specialist. Unlike outsourcing \endtaff specialist can be involved in a number
of works which are not directly related to his msgional activities, such as in one-off procedure
staff specialist may replace the secretary who awveay, take the purchase of equipment, make
correspondence, and more other businesses. Outspwendor, of course, makes only what is
defined by the contract. The strategic aspect tdamucing is often associated with a loss of jobs,
as large companies in developed countries prefgivtime-consuming activities to outsourcing
to other countries (Open Systems, 2011).

The lack of an employment contract between thectiemployer and employee, and labor
warranty makes the labor rights of workers morengrdble/helpless. Also with outsourcing there
are risks of damaging property’s safety, securitg keakage of confidential information, through
the provision of unregulated access to documeetsrds and property of the company. As well
outsourcing vendors have the lack of knowledgeational and local cultural features and slight
acquaintance with the psychology of company’s custs, (Open Systems 2011). According to
scholars, outsourcing carries the following majoiafs:

« The lack of standards and methodology entails tfiewdty of measuring results
and quality of performance.

+«+ Possible reduction in productivity of own staff€tloss of motivation, evaluation
of the changes as negative).

¢+ Outsourcing contract is usually for a long periadd this means that there is a risk
of future costs and expenses

+ Reorganization of service and business processetheofenterprise made by
outsourcing vendor can encourage the leadership cbmpany - customer to
complete the contract early and resubmit these tifume to the internal
departments, but in accordance with the new presessd changes.

+ Change in the creditworthiness of the customerhat glanned resources and

unsalable unique

Transfer of some functions to outsourcing is natcpcal for large organizations, because it can

lead to loss of their privacy, reduction of theegb@f provision of the necessary information for
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the management of the organization. Leaking confidk information can lead to loss of

competitiveness of the company. As well the transfesome functions to outsourcing can lead to
loss of some kinds of activities that are providihg success for the company in the market.
Moreover transferring to outsourcing a big amounfFenctions Company can increase its costs.
It is important to notice that enormous usage dbawrcing can lead the company to be fully

dependent on outside outsourcing vendors.

The risk of losses is big because of poor qualitgesvice. In addition, the company-outsourcer
can become a bankrupt, consequently the contraatitigprity will have to find a new outsourcer
and this is an additional moral and material coR-Intercom- Audit 2007). One of the
biggest disadvantages of outsourcing is the lackootrol over the activities of organizations or
professionals who provide services. The problenhaittack of communication also should be
considered. It can be very frustrating for a consumho is calling in with a customer service
issue. When this individual cannot understand tbstamer service representative they are
speaking with, it just causes more frustration dods little to solve the problem (Articles Base
2011).

Therefore, outsourcing implications on businessosecneed to be viewed from a different
perspective. Throughout this paper outsourcing een addressed in relation to outsourcing
functions within the Commercial Bank of Ethiopiah¥{ it boils down is that business sectors
need to become more flexible, entrepreneurial,aesipe and efficient and proper evaluations of
outsourcing opportunities and threats can help sinkgs to reach their goals by trying new
things, competitively price services, strengthepatdlities use other people’s capital and, most

importantly, to concentrate on what they do bestr{@n and Sherry, 2001).

2.4 Strategic Assessment for Outsourcing

The majority of outsourcing failures can be tradeatk to organizations that short-change or
eliminate the following critical strategic assessiméhereby failing to lay a solid foundation to
make objective, data-driven outsourcing decisiois. stated by Power (2006) the goals of
conducting a strategic assessment are: To devetdgaa vision of outsourcing, setting tangible
goals and objectives, to determine how outsourfitagnto the overall business strategy, to select

and engage executive sponsors for the outsourcidgawor, to identify the key functions and
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processes suitable for outsourcing, to determinether the engagement should be onshore, near
shore or offshore and also the goal of the stratagsessment is to examine the current and the
future strategic position of the organization amdihderstand where outsourcing as a strategy fits
in. It is during this stage that the organizati@eds to understand both the pros and cons of using
outsourcing as a strategy. An analysis of the pras cons, and the fit —does outsourcing as a
strategy fit the business needs? — will form thenfiation of the outsourcing plan. Failure to lay
this solid foundation in place will result in quiesiable outcomes in the future stages of the
outsourcing life cycle.

As a simple example, consider what would happgoufincorrectly analyze a particular function
of your organization as being a candidate for autsang? Using this incorrect information, you
move through the needs analysis, vendor seleatiegotiating and contracting phases and then
eventually turn this misinformation over to the gen You have just wasted enormous effort
owing to an incorrect up-front assessment for wiyh will have to pay heavily. Eventually, you
will have to bring this work back in-house and paypstantial costs for the error. The four major
elements of the strategic assessment phase inclug®gness-value assessment, operational

assessment, financial assessment and risk asséssmen

2.4.1 Business Value Assessment

The business-value assessment involves three stagedysis of the organization’s core
competencies, setting up an executive sponsor teawersee the outsourcing project, ensuring
that the outsourcing plan is aligned with the cotrrend future overall business strategy. Core
competencies- during the business-value assessorganizations must examine their business
to decide what their core competencies are.

1. Core competencies are the combinations of special skills, proprgtdechnologies,
knowledge, information and unique operating proeesand procedures that are integrated into
the organization’s products and services and arquandifferentiators for the organization’s
customers (Power, 2006, p. 41).

2. Executive sponsor teama core component of conducting a business-vadgesament is to
have the right team in place to conduct the assassAithe executive sponsor team. It is vital that

organizations have a dedicated executive level tdzah sponsors the outsourcing program.
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Strategic objectives, such as outsourcing initejymust be come from top level of a company.
Top management must articulate the goals and agsctof outsourcing initiative, and
communicate how the process will benefit the compéenus (2005). The goal is to get a wide
perspective from multiple disciplines and identtiytical success factors and problem areas that

will be the foundations for compiling a compreheedbusiness case for outsourcing.

As stated by Power (2006) the outsourcing team kéllresponsible for the following areas:
defining and documenting key business objectivas @utcomes, identifying the products and
services that are candidates for outsourcing, deualj an understanding of the external
marketplace, including the vendor’'s capabilities drow that can be used to help meet the
organization’s business objectives, clarifying sokend responsibilities, leading and managing
change and defining the organizational design artire that will be required to achieve its

outsourcing objectives successful Power ( 20083p46).

3. Alignment with the business strategythe last component of the business-value assessse
to examine the organization’s business strategys Ticludes outlining its current business
strategy and how this strategy may change in theduWhen considering whether to outsource
or not, it is important for the organization to lm# its strategies, both current and future. The
strategy also needs to consider the extent of ltenaent between and shared knowledge about

customers and core business process Gasvoda (2003).

2.4.2 Operational Assessment

In the operational assessment of your organization,must determine its operational baseline,
including its process capabilities. You will needknow whether your organization has mature
process capabilities to support the proposed octswy initiatives. Similarly, you will need to
know whether there are established methodologieméasure performance of the proposed
outsourcing initiative and benchmarking data ircplto assess the maturity of the organization as
well as the competitiveness of the vendor’s probdsé& during this phase that the organization
must be able to answer the questions regardingupportability of its operations, including: does
the organization understand all the related inteamal external dependencies across its entire
business enterprise, as well as the internal anerred impact associated with the proposed

outsourcing initiative? Outsourcing normally inveds moving one or more processes to an
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external vendor. It is hence important to know treture of the processes before they are
outsourced Power (2006).

2.4.3 Financial Assessment

According to Power (2006) probably the most talkbdut reason for outsourcing is cost savings.
Cost efficiency and improvement to the bottom lare important benefits of the outsourcing
strategy. Much of this cost saving is realized bygving from a fixed-cost model to one of a
variable cost modelThe objectives are to reduce investment in asBets,up resources for other
purposes, and generate cash by transferring assetise service provider. These business
processes when outsourced reduce the investmeaunteédy the host institution to modernize
them. Outsourcing helps in reducing or controllthg operating costs. Access to an outside
provider’s lower cost structure is one of the momtipelling short-term benefits of outsourcing.
Other benefits sought by institutions are cost e¢ddo with enhanced performance and
conversion of fixed costs into variable costs. ®enproviders can handle varying demand more
efficiently because of economies of scale, autamnatprocess maturity, and investment in the
latest technology.

2.4.4 Risk Assessment

If there were no risks, there would be no neednf@nagers. Risks and uncertainty is what
management is all about. If everything were certaimd hence predictable, there would be
nothing to manage. Risk is always a factor of ey@pject. Risk assessment takes an aggregate
view of the organization and the proposed outsagraiitiative and identifies risk and associated
risk mitigation strategies. When you consider thsk is associated with any project, you must
segment the risk into different categories: striategks, operational risks, technology risks and
financial risks Power (2006, p. 61-65)

2.5 Types of Outsourcing

Brown and Wilson (2005) distinguished different ezirizations of outsourcing as described
below:

/7

+» Selective and Full outsourcing

/7

+ Tactical and Strategic Outsourcing

/7

+« Transformational outsourcing
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2.5.1 Selective and full outsourcing

Outsourcing allows for an institution to concergrah its core competencies as stated previously.
Outsourcing can be classified into two categorigsetiding on the type of human capital and the
type of work function. The first type of outsourgins called selective outsourcing and is
classified as a tactical move to outsource unwafurdtions within an organization. The second
type of outsourcing is more extensive and is cadigdtegic-shift outsourcing, which focuses on
bringing in highly demanded specialists that angtéd in supply. Selective outsourcing enables
service provider companies to reduce costs whibblamg the institution to put their attention
elsewhere while strategic-shift outsourcing alsanqueerors the same goals as selective
outsourcing, but also seeks to create a mutualfiieal relationship due to the sheer size of the
contract agreement and its implications for bothigs Outsourcing allows a business to focus
on its primary mission, not on managing an auxiliaervice that may compete with private-
sector alternatives and not provide a real retawmitstitutional dollars (Bartem and Sherry,
2001).

2.5.2 Tactical and strategic outsourcing

Tactical outsourcing is used by institutions tootes specific problems being experienced by an
institution, viz. a lack of financial resources nake capital investments, inadequate in-house
managerial competence, or a desire to downsizeTattical outsourcing is a form of traditional
outsourcing and is based on cost comparison andntdes-or-buy decision. It is resulted in
visible benefits in the form of enhanced cost sgsimminimizing the need for future investments
and resolving staffing issues. It also involves cesti®n of a business process following the

existing rules.

Tactical outsourcing can also extend to outsourpergpheral activities enabling the management
to acquire industry specific capabilities by partng with a chosen vendor (Hussey and Jenster,
2003). This is a common method used by large matarporations for handling high-volume
repetitive tasks and used for processes such a®mlp&ransactions, HR administration, and
procurement. Strategic outsourcing is used asqgddtie process of redefining the organization
and results in freeing the management staff toctefan the core business functions. Strategic
outsourcing relationships build long-term valueuigsg from the client working with a fewer
number of best-in-class integrated service prosgider
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2.5.3 Transformational outsourcing

Transformational outsourcing is commonly used tdefme the business (Linder, 2004). It
enables an institution to retain leadership pasjtluild sustainable competitive advantage, and
generate highest value for an institution. Someeassaddressed by transformational outsourcing
are good governance, maturity of business processvlkdge and adequately drafted and
monitored service level agreements (SLAs). Thelgewérisk in strategic and transformational
outsourcing are higher than the tactical form, &g commonly shared with the outsourcing
partner. Tested risk mitigation plans, high-seguetels, mature project management skills and
proven business continuity plans need to be pplane before an arrangement can begin in this
direction.

2.6 Outsourcing Process

The typical process and phases of outsourcing mgnigom decisions to continuous management
and performance evaluation along with the life eycf the relationship between the host
institution and the business process vendor, Brawd Wilson( 2005), Gonalgo (2005). The
strategy phase is often the take-off point for ansourcing initiative. The host institution
determines the objectives, scope, and feasibifityhe outsourcing concept before furtherance in
this initiative. In addition, the total time, budgend necessary resources are estimated. A request
for information (RFI) may be drafted, floated am$ponses from interested service vendors may
be obtained at this stage. This enables the ha$tution to gain more insight into various
particulars of the outsourcing engagement. In @ phase on scoping, the baselines and service
levels expected from the vendors are established.

Further clear delineation is agreed on the funetitwat are to be outsourced and the functions that
will remain in-house. A request for proposal (RiPglrafted at this stage by the host institution.
Only vendors who have qualified on the basis ofimefr the RFI response are eligible for
responding to the RFP. Responses of the RFP atgzadaand vendors are qualified. The next
phase involves negotiation. Here, the host ingitutan develop a request for quotation (RFQ)
wherein the host institution attempts to understiwedpricing model of the qualified vendor. The

most common pricing models used are cost per ifuk equivalent, time and material, price per
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unit, volume-based pricing, managed service feecure — no pay, fixed price, etc. (Bartell,
1998).

Negotiations culminate in a contract signed betwtbenhost institution and the chosen vendor.
Vendors may also be asked to demonstrate capesiiitdicated in the response to the RFP/RFQ
by executing a pilot project. The host institutitren examines the services provided by the
vendor during the pilot phase to assess the competef the vendor to execute the proposed
service. As discussed above, the nature of theootdsd work may involve only a single time

engagement for non-continuous services indicatingeatime contract. For business processes its
own processes with these and define suitable atesf between the buyer and the service
providers (Gonalgo, 2005). Initiation and implenaitn of change management is one of the
key elements of this phase for a successful outcdime marks the end of the contractual phase

and marks the beginning of the post-contractuaspha

Management of end-of-life arrangements is executethe completion phase. Contracts that
come up for renewal are assessed in this phasesrBuogkes vital decisions on extension of the
contract, amicable/friendly separation with the d@nto consider engagement with another
vendor or executing the function in-house. Renea contract indicates the cyclical nature of
the activity. The decision to outsource has assetiaisk that can be mitigated by adequate
planning (Aron, 2005). While some of the risks ateategic in nature often caused by the
vendor’s action, others are operational in nataesed by the complexity of the activity itself

that are continuous in nature a multi-year renewabhtract is signed.

The implementation phase marks the transition efitkhouse process to the outsourced vendor.
This often involves a requirements assessment Babepwhere the process is studied in detail by
the vendor. The vendor can re-engineer the pracesptimize the operations. After successful

transition the phase of continuous monitoring arahagement is carried out in the management
phase, the client now has external organization®ieing the functions and it has to seamlessly
integrate its own processes with these and defiitalde interfaces between the buyer and the
service providers (Gonalgo, 2005). Initiation angbiementation of change management is one of
the key elements of this phase for a successfuoowt. This marks the end of the contractual

phase and the beginning of the post-contractuaeha
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2.7 Arguments on Outsourcing

Gilmer (1997) argues that the main criticism of souircing as being its human resource
consequences. Because of shifting jobs from thantimal institution to the agent, who is
performing the outsourced function, may result ialas/ cuts, staff redundancy, or
retrenchment/reduction. Sometimes the service gesvcould even employ staff on contract.
Subsequently, outsourcing critics feel that contssaff may develop less loyalty to the institution
than if they were employed directly by the instiat Therefore, they express disappointment

with the resulting inadequate service by contractor

Similarly, Ender and Mooney (1994) also identiftedt the greatest shortcomings of outsourcing
is staff retrenchment /reduction results in negatimpact on institutional morale. Preferably, they
devised a set of guidelines for mitigating thesgatiee impacts of outsourcing. The guidelines
are: outsourcing of management personnel only, dawry the staff by attrition, involving

employees in selecting the contractor, and re-hgithe contract often.

On the other hand, the increasing use of outsogiroirer the last 20 years has been fuelled by
arguments from management gurus/expert and leadoagemics that an organization’s
competitive advantage stems from its ability toniifg, concentrate on and develop its core
competencies and activities, and outsource anythihigh is non-core (Handy, 1982; Kanter,
1989; Peters and Waterman, 1982; Prahalad and Hal®80). However, there is some
disagreement concerning whether outsourcing shonlg apply to the non-core activities an

organization or if it can also include core actest

For Prahalad and Hamel (1990), core competencieb autivities are the secret to an
organization’s success and should not be outsouat Gay and Essinger (2000) take a
different stance, they do believe that outsour@ag embrace the contracting-out of both core
and non-core activities. However, to complicate pingture, it is sometimes difficult to define
what is or is not a core activity (Mitzberg, 1998)evertheless, regardless of which activities it
embrace, or how these are defined, there is a desdtof evidence to show that outsourcing is

increasingly taking over from vertical integratias the preferred approach to organizing the prawisf
many goods, processes and services(Domberger,1898&yt& Essinger,2000;Takac,1993).
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2.8 Drivers of Outsourcing

The key drivers include financial reasons suchealicing costs, generating additional profits,
and reducing capital outlays with periodic paymeBtisattacharya, 2003) and also the technical
reasons for outsourcing are quality improvement)igg access to new talent and technology, the
easy availability of vendors with expertise, andremmies of scale. Among the tactical drivers the
most prominent ones are shortage of skilled workeid cost-reduction opportunities. Strategic
reasons include refocus on innovation and core-etemgies. Leading organizations are
shrinking their business cycles and tightening beett loops (Brown and Wilson, 2005; Greaver
II, 1999), and increasing quality standards. Acocagdto Chamberland, D. (2003), drivers of

outsourcing have been classified into three categoorganizational, improvement, financial and

cost drivers as discussed below.

2.8.1 Organizational drivers

The major objectives in the organization-drivertiative are to achieve a higher quantum of
focus on core business, increase flexibility toldedh ever changing business conditions,
demand for products and services, leveraging/muimerging technologies and achieving higher
stakeholder value. Outsourcing the tactical comptmef job functions of the management team
empowers them to spend time on strategy-relatasksssuch as focus on core business and
enhanced quality of service. Outsourcing permies tédirection of resources from non-core

activities towards activities that provide a greagturn in serving the customer.

Functions of this nature are identified, isolatadd then outsourced to specialist vendors. The
institution can also proactively identify some @t core functions that are expected to become
less important due to some strategic changes. Thigsgives provide employees with a stronger

career path and increased commitment and enemgynistore areas. Employees are recognized as

key assets in labor intensive service industries.

2.8.2 Improvement drivers

The significant objectives of this initiative are@ improve operating performance; obtain
expertise, skills, and technologies; improve mansge and control; improve risk management;

acquire innovative ideas; improve credibility amidage by associating with superior providers.
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Performance measures of productivity, quality, tiness, cycle time, utilization, etc. can be

targeted for improvement.

An institution when realizes that its in-house Isk&ét is inadequate for a given function as
business dynamics change, it may entrust this iflumdb a specialist service provider who is
highly competent in administration, use well-tralrend experienced staff and have the industry
best practices. When institutions outsource, tregome more flexible, dynamic, and competent

to change themselves to exploit changing opporasit

2.8.3 Financial and cost drivers

The objectives of this initiative are to reducedstment costs in assets, free-up resources for
other purposes, and generate cash by transferssgfsato the service provider. These business
processes when outsourced reduce the investmanteddy the host institution to modernize
them. Outsourcing helps in reducing or controllthg operating costs. Access to an outside
provider’s lower cost structure is one of the momtipelling short-term benefits of outsourcing.
Other benefits sought by institutions are cost c¢ddo with enhanced performance and
conversion of fixed costs into variable costs. ®enproviders can handle varying demand more
efficiently because of economies of scale, autamnatprocess maturity, and investment in the

latest technology.

2.9 Summary of Major drivers for outsourcing
Chamberland, D. (2003)

1. Organizational drivers
+ To achieve a greater focus on core business
¢ To increase flexibility to deal with ever changibgsiness conditions
+«+ To gain access to products, services and emergaiologies
++ To assign operational issues to an outside expert

+«+ To redirect resources from non-core activitiesreater focus in serving the customer

2. Improvement drivers

+ To improve operating performance, quality, timetiseand productivity

+«+ To obtain expertise, skills, and innovative ideas
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% To obtain technologies which otherwise will notdhailable

+« To improve management and control of operationatgsses including risk management
+ To improve credibility and image by associatinghastiperior providers

% To eliminate the fixed cost of internal staff by wirgg the function to a supplier

+ To become more flexible, dynamic to meet the changopportunities

3. Financial and cost drivers

++ To reduce investment costs in assets

¢+ To reduce the invested capital funds in non-coerass functions
¢+ To reduce or control operating costs

+ To access an outside provider’s lower cost strectur

++ To achieve cost reduction with enhanced performance

+ To handle varying demand more efficiently becadssconomies of scale

This is achieved by empowering the institution smdile fluctuations in the volume of work,
eliminating the fixed cost of internal staff and weahe function to a service provider who will be
paid only for the work done. Therefore, Outsourdmthe best solution for applications that need
to be developed or modified for a specified timeegjuire high-manpower resources at one point
of time.

26



CHAPTER THREE

RESEARCH DESIGN AND METHODOLOGY

Introduction

This section of the research presents the elenoénmssearch design and methodology that was
applied in the study. It covers research desigonycgoof data, sampling frame, sample size
determination and data analysis; it ends with eth&sues. Descriptive research method used in
the design, the sample size, and types of datzated as well as how to analyze the data

gathered. Hence in the chapter all these sub-t@pesdiscussed one by one.

3.1 Research Design

The study is designed to see the benefits andestyib of outsourcing practices at Commercial
bank of Ethiopia. The study is descriptive studgttbets out to describe the existing outsourcing
practices of the bank and to evaluate its benafits challenges. It would be based on the data
collected through questionnaires, interview witle #¢amployees of the bank and from framed
literature review. This is due to the absence dficgent earlier studies to which the researcher
can refer to information about the outsourcing pcacof non-core business functions in the case
study area. The study organization, Commercial Bahkethiopia, is selected due to their
convenience to the researcher. This convenienoelated to data availability and familiarity of
this organization for the researcher.

3.2 Sources of Data

The study is undertaken based on the data thablliscted from both primary and secondary
sources of data that enable the researcher to theebbjectives of the study outlined at the
beginning. In addition structured interview was dacted with manager of Outsourcing
Management Offices (OMO).

In an attempt to obtain first-hand information, ttiata was collected from samples through
guestionnaires and interview. Closed-ended questioezs were prepared and administered to
gather primary data from the sample of the studyis Tinstrument was preferred because it

enables to secure information at a time. The quaséires were prepared in English because the
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target area population is professional employeastterstand the subject matter. The rest of the
data for this research obtained from a body of seany sources. To get secondary data relevant
documents related to the study subject, the relsearsed annual reports, websites of the bank

and research papers to get information on theatdtieme work of the study.

3.3 Data Collection Procedures

As discussed above under the sources data secfimstionnaires were distributed to 172
selected branches and districts of employees ofrengial Bank of Ethiopia. From those 146
(84.9%) of the questionnaires are fully completed aeturned on time. Data from interview
made with Outsourcing Management Office of CBE wa@ltected by the researcher by using tape
recorder and taking notes of the proceedings ofiibeussion based on the interview discussion
guestions designed. In order to maximize the rateetorn, attempts are made to distribute the
guestionnaires at convenient time for respondemisaaclose follow-up is made to obtain reliable

data return.

3.4 Target of sampling frame

Since the study is concerned with Commercial bahktbiopia, the participants of the study
would employees of this bank. The study focus am gbpulation who are currently working
selected branches and districts of Commercial BainEthiopia found in Addis Ababa city.
Currently Commercial Bank of Ethiopia has more tB&6 branches throughout the country and
has more than 18000 employees (Annual Report o, R014).

The sample frame is a population list from whick gample was drawn. To make the study
manageable, the sample was drawn from the threartegnts and four district offices (FMP,
HRMP, OMO and the four district offices i.e. Nort8puth, East and West districts) because
those departments have direct relationship with dtuely area. Annual report of Commercial
Bank of Ethiopia indicates that FMP, HRMP, OMO ahd four district offices have a total of
3007 administrative and professional employeesmAtmse employees 1905 have less than one
year work experience, they are daily engaged itimeuransactions and they do not have enough
knowledge about the subject of the study so theseveacluded from the study. Therefore, this
study had targeted the total target population s#€1102 Administrative and Professional

employees who have served for one and above years.
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3.5 Sample Size Determination

The study applied both quota and stratified sangpfivethod. To this effect, the OMO, FMPO,
HRMP, and four Districts Offices which are underdisd Ababa area were selected as a target
area of the study. After excluding the employeegiwhave less than one year work experiences,
the total target populations’ size of those aboepadtment is 1102. The sample size was
determined by using ti&lovin’s formula (Serakan, 1992) cited in Unam (2®.pp.52):

_ N
1+Ne?

Therefore,

Where:

+* N is the population size
“* nis the sample size

R/

% eis the margin of error

Applying 7% error margin, the sample size for thadg are 172 members of the target
population. Therefore, the study’s sample size 62 1s fair enough to represent the target

population of the study area.

As stated by Cohen, Manion and Morrison (2000)ratified random sample is a useful blend
/combine/ of randomization and categorization ahedraéby enabling a quantitative piece of
research to be undertaken. Both quantitative araditgtive approaches of research were used.
The qualitative information was gathered througterwviews and quantitative information was
obtained through questionnaires. The respondeatstetified on the basis of their locations and

Departments.

The target population of this research refers td @2 employees who are currently working in
three departments and four district offices. Acaugly, from the sample size of 172 employees,
guestionnaires were distributed to the randomlyectetl administrative and professional
employees of 30% (52) for OMO, 25% (43) for the FNB% (43) for the HRMP and 20% (34)

for North, South, East and West district offices.
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3.6 Techniques of Data Analysis

Data analysis means the categorizing, ordering sumdmarizing of data to get answers to
research questions (Delport, CSL, 2005). As staye@ramer and Howitt (2004), descriptive data
analysis emphasizes on maximizing the gain fromdag by making clearer the process of
describing and analyzing the data gathered. Aftepgr editing, the data was coded and entered
to the software then it was made ready analysistHeopurpose of achieving the objectives of the
study, the collected data was processed and awmllyitb descriptive statistics using Statistical
Package for Social Studies (SPSS) df 26rsion. This technique was selected becausépis e
summarize the sample, provides and allows desgrihi@ characteristics of the data collected and
it helps to thoroughly analyze and interpret thesjions one by one in order to reach meaningful
results. Throughout the analyzing process, pergestand mean are used. In doing so tables were
used to present and made easily understandabléntfiags in order to arrive at meaningful

results.

The descriptive statistics analysis of this secisooonducted with mean and percentage values of
the data collected. Frequency distributions ofedpondents provided in the questionnaires were
counted and computed. Data collected from intervigscussion was organized as per the
guestionnaires designed are included in the dateudsion and interpretation part of the study.
Finally, conclusions and recommendations were dradvased on the data analysis and

interpretation.

3.7 Validity and Reliability of the study

3.7.1 Validity

Items in the questionnaire were prepared usinge pgoint-Likert scale multiple questions and
interview questions. In order to ensure validitytloé items incorporated outsourcing department
examined the instrument before it was distributed.

3.7.2 Reliability
Internal consistency of items incorporated in t&rument was checked by using Cronbach
Alpha. Mean of each variable was computed and tiemeliability was checked based on the
Means. The following Table shows the SPSS resutherCronbach Alpha.
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Table 3-1 Reliability statisticef the instrument

Cronbach Alpha

Number of items

.961

48

As indicated in the Table 3-1 above, the Cronbadph@ test implies that the instrument’s

internal Consistency as 96.1%.

3.8 Ethical Consideration

The researcher has received permission from ComahdBank of Ethiopia to undertake this
research, thus the interview was conducted andtiquesires were distributed with full
knowledge of the management. Ethical issues in tagearch concerned with maintaining
confidentiality about the information that the rasder gathered from respondents, using secured

data for academic purpose only and ensuring that réspondents personality would not

exploited.
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CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND
INTERPRETATION

Introduction

This chapter deals with the analysis and intergicetaf the data collected from the employees of
commercial Bank of Ethiopia through the distribatiof questionnaires and interviews sessions
arranged with the concerned official of Commer&ahk of Ethiopia. The data collected through
different data collection techniques. “Questionaais used as a primary data collection method
to collect the required information. In additiom, erder to across validate the results obtained
from the questionnaires, interviews are made with ®MO Managers and secondary data are
used. Based on the information gathered, the kerefid challenges of outsourcing practices in
Commercial Bank of Ethiopia with reference to FM8egurity, Cleaning, messenger and
motorist) services were examined. Out of 172 qaesfires distributed to administration and
professional employees of the target study ared6(8%4.9%) were completed properly and
returned on time. The rest 26 (15.1%) were faiteld completed and returned back on time. All
completed questionnaires are considered for thdyang and interpreted using Statistical
Package for Social Studies (SB$820" version.
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4.1 Respondents’ General Profile

This section respondent’'s general profiles whicklude age category, gender, academic
qualification, and years of service are discussetitheir relationship with the study is explained.

Table 4-1 Summary of Respondents’ Gender, Age andcAdemic Qualification

Profile Choice Frequency | Percent | Valid Percent | Cumulative Percen

Gende Male 10t 71.9( 71.9( 71.9(
Female 41 28.10 28.10 100.0
Total 146 100.0 100.0

Age 18-30 72 49.3( 49.3( 49.3(
31-45 60 41.10 41.10 90.40
46-55 13 8.90 8.90 99.30
56 years and above 1 0.70 0.70 100.0
Total 146 100.0 100.0

Academic Diploma 12 8.2 8.2 8.2

gualification
First degree 118 80.80 80.80 89.00
Masters and above 16 11.00 11.00 100.0
Total 146 100.0 100.0

Source: Survey, 2014

As depicted above in the Table 4-1, 71.9% of tlepoadents are male and the rest 28.1% are
female. This shows that the major respondent wasirdded by male. With regard to the age
category of the respondents, 90.4% of the respdisdage was found to be within the range of
18-45 age groups, which is believed to be highipitted and found to be workable age group,
while the rest of the participants (9.6%) are fouadbe above 46 years. And the table above
revealed that the majority of the respondent’s ational status (80.8 %) have first degree level
of educational background whereas only 11% and &P&te respondents had second degree and
diploma levels respectively. This shows that theleyees are fairly educated and they can also

understand and gave reasonable responses to thigoguaire distributed to them.
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Table 4-2 Summary of Respondents’ by Years of Seas

Profile Choice Frequency | Percent | Valid Percent Cumulative Percent
Years of 1-3 years 54 37.0 37.00 37.00
service in
the CBE 4-6 years 24 16.40 16.40 53.40

7-10 years 36 24.70 24.70 78.10

10 years and above 32 21.90 21.90 100.0

Total 146 100.0 100.0

Source: Survey, 2014

4.2 Service years of the respondents

From the Table 4-2 above we can deduce that 54(37%)e respondents have 1 to 3 service
years, the rest 24(16.4%) and 36(24.7%) have 4aiwd67 to 10 service years respectively.

The remaining 32(21.9%) of the respondents havatgrehan 11 years of service. This indicates
that 60(41.1%) of the respondents have 4 to 1dceepears. From this we can say that they give

quality and credible information for the subjectttea

4.3 Types of the Outsourced Non-Core Business Furmts

The interviews and internal documents shows thaésooucing cleaning and security non-core
business functions are started in May 2008 with ¢heeria of service level standards and
experience of the service delivering trust and B&empany. By now security (guard), janitorial
(cleaning), driving service (drivers), messengergaurier and maintenance services have been
fully or partially outsourced. All of these servicare delivered by Commercial Nominees for
which Commercial bank of Ethiopia has ownershipe Tervice delivered this company is
advantageous to Commercial bank of Ethiopia becauseeasy to manage and control over the
services. In addition to the above non-core busifiesctions there are other business functions
which the bank outsourced such as daily laboreryweeher, gardener, welder, carpenter, health
care service, maintenance service and file opeeatoutsourced fully or partially. Even if CBE
has strategies to outsource other non-core busfoassons (postal, electrician, building design,

procurement, and promaotion).
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The responses obtained through interview revdas tinavailability and incapability of the
outsourcing agents in the country hinder the imletation. The goals /objectives of outsourcing
non-core business functions are to focus on cosinbss functions and to minimize costs over

those businesses functions.

Table 4-3 Summary of Employees level of awarenesbaut outsourcing concepts

Evaluation Frequency | Percent Valid Percent Cumulative Percent
Very low 3 2.10 2.10 2.10
Low 15 10.30 10.30 12.30
Medium 56 38.40 38.40 50.70
High 61 41.80 41.80 92.50
Very High 11 7.50 7.50 100.0
Total 146 100.0 100.0

Source: Survey, 2014

4.4 Employees’ Knowledge about outsourcing

As it can be seen from Table 4-3 above, the largesips of respondents 61 (41.8%) have high
knowledge about the concept of outsourcing and &8¢8) of them know the concept of
outsourcing in medium state. From this we can aafelthat 80.2% of the respondents have
knowledge about the concept of outsourcing. Thitpsheéhe researcher to get reasonable
responses from them since they have knowledge abeustudy subject. Moreover, 7.5% of
respondents have very high level of knowledge abimitoncept of outsourcing. However, about
2% of them were unfamiliar to the concept. Gemgrdtom the above survey results the

responses obtained for the questionnaires arenablsogood.
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Table 4-4Summaries of employees’ satisfaction with outsourdeservices

Evaluation Frequency | Percent Valid Percent Cumulative Percent
Very Dissatisfied 5 3.42 3.42 3.42
Dissatisfied 20 13.70 13.70 17.12
Indifferent 5 3.42 3.42 20.54
Satisfied 112 76.70 76.70 97.24
Very Satisfied 4 2.76 2.76

100.0
Total 146 100.0 100.0

Source: Survey, 2014

4.5 Employees levels of satisfaction with outsouray services

As depicted in Table 4-4 above shows that 112(7%.GBthe respondents are satisfied with the
services outsourced. 20(13.7%), 5 (3.42%), and43¢8) of them said that they are dissatisfied,
very dissatisfied and neutral respectively. The ai@ing, 4(2.76%) of the respondent affirmed
that they are very satisfied. This indicates thall2% of the total respondents are not satisfied by

the services delivered by outsourcing agents. Tokexeit can be concluded that relatively the

overall outsourcing services
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Table 4-5 Summaries oemployees ‘evaluation the way of outsourcing theesvices

Items Frequency and Percentage (%) Total | Mean
5 4 3 2 1
CBE has standards to measure the results and0 4 23 79 30 146
. 2.21
quality of performance of outsourced workers (6.9) 2.7) (15.8) | (54.00)| (20.6) (100)
Due to applying outsourcing strategy the 21 14 18 30 63 146
titi f CBE i d 237
competifiveness o Increase (14.4) | (9.6) | (12.3) | (205) | (43.2) | (100)
Commercial bank of Ethiopia has formal rules
17 26 17 37 49 146
and procedures to communicate the cultures of 2.48
the bank (11.6) | (17.8) | (11.6) | (25.4) | (33.6) | (100)
Outsourced workers effectively know their | 17 7 25 58 39 146
. N 2.35
duties and responsibilities (11.6) | (4.8) 17.2) | 39.7) | 26.7) | (100)
Outsourced workers respect the cultures and 12 9 21 49 55 146
f the bank 2.13
norms ot the ban (8.2) |(6.1) |(14.4) | (33.6) | (37.7) | (100)

Source: Survey, 2014

4.6 Employees evaluation about the process of outsoing the services

The Tables 4-5 above shows that 54% and 39.7% efgondents disagree with the service
quality and knowledge of the service providers alibair duties and responsibilities. Thus, it is
sign for the weakness of the service provideraddition the study shows that 43.2%, 33.6% and
37.7% of the respondents strongly disagree inginestions of apply outsourcing strategy
increase CBE’s competitiveness, CBE has formkdsrand procedures to communicate the
cultures of the bank and Outsourced workers effelstiknow their duties and responsibilities.
This indicate that the services delivered by thenagire not good quality performance, they do
not know their duties and responsibilities veryllvand the CBE has no formal rules and
procedures to communicate the norms and culture€afmercial bank of Ethiopia. The
interview also assured that CBE does not have askessment strategy and way of
communication organizational cultures. This reglpws that Commercial Bank of Ethiopia has

to do a lot to improve such weaknesses.
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Table 4-6 Summary of evaluating the overall outsowing practices

Items Frequency and Percentage (%) Total | Mean
5 4 3 2 1
Motor vehicle (car) accidents has been increased jél 63 11 13 8 146 393
to inexperienced outsourced staffs (34.9) | (43.2) | (7.5) (8.9) (5.5) | (100) ’
69 55 3 10 9 146
There are ethical problems of those of suppliaffst 47.3) | 37.6) | (2.1) (6.8) 6.2) | (100) 4.13
64 53 15 9 5 146
Poor handling of the Bank’s resource and high 4.11
maintenance costs are occurred (43.8) | (36.3) | (10.3) | (6.2) (3.4) | (100)
59 56 3 21 7 146
Theft of vehicles’ parts has increased due to 3.95
outsourcing workers (40.4) | (38.4) | (2.1) (14.3) | (4.8) | (100)
60 63 11 4 8 146
Organizational citizenship and commitment 4.12
decreased (41.1) | (43.2) | (7.5) 2.7) (5.5) | (100)
There are high problem of respecting professiona 59 61 10 11 5 146 4.08
employees of the bank 40.4) | 41.9) | 6.8) | (7.5) | (3.4) | (100)
62 49 14 10 11 146
Inexperienced and incompetent workers are provig e(qz 5) | (33.6) | (9.6) 6.8) 75) | (100) 3.97
64 51 19 9 3 146
High misalignment between the bank service 4.12
requirement and capacity of service provider (43.8) | (34.9) | (13.0) | (6.2) (2.1) | (100)
69 39 18 12 8 146
There are problem of controlling outsourced staffs 4.10
during working hours 47.3) | (26.7) | (12.3) | (8.2) (5.5) | (100)
Consistency and quality of services delivered by 61 45 21 14 5 146 4.99
outsourced staffs are poor 41.8) | 30.8) | (14.4) | (9.6) | (3.4) | (100)

Source: Survey, 2014

4.7 Evaluation of the overall outsourcing practices

The Table 4-6 above illustrates that majority of tiespondents agrees with the increment of
Motor vehicle (car) accidents, there are ethicalbpgm in outsourced employees, costs of

maintenance increases due to Poor handling of resstheft of vehicles’ parts increased.
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There are also problems of respecting professiergiloyees, less consistency and quality of
services delivering, organizational citizenship a@mmitment decreased and there is high
misalignment between the bank service requiremedtcapacity of service provider. From this

we can conclude that there are big challengesegpect to those issues.

Table 4-7 Summary of employees’ evaluation about Serity service

ltems Frequency and Percentage (%) Total | Mean
5 4 3 2 1
83 34 21 4 4 146
Outsourcing Security Service save time and 4.29
cost (56.8) | (23.30 | (14.4) | (2.7) | (2.7) (200)
77 33 18 14 4 146
Outsourcing Security Service allow to focus on 4.13
core business function (52.7) | (22.6) | (12.3) | (9.6) (2.7) (200)
41 34 38 26 7 146
QOutsourcing Security Service improves service 3.52
quality (28.1) | (23.3) | (26.0) | (17.8) | (4.8) (200)
17 39 31 52 7 146
3.77

Outsourcing Security Service reduce risk 11.6) | (26.7) | 21.2) | 35.6) | (4.8) (100)

59 49 27 9 2 146
Outsourcing Security Service reduce budget 4.05
allocation (40.4) | (33.6) | (18.5) | (6.2) (1.4) (100)

52 35 47 10 2 146
Outsourcing Security Service lower investmegnt 3.86
requirement (35.6) | (24.0) | (32.2) | (6.8) 1.4) (100)

58 35 27 19 7 146
Outsourcing Security Service brings lack of 3.81
internal expertise (39.7) | (24.0) | (18.5) | (13.0) | (4.8) (100)

63 40 29 12 2 146
Outsourcing Security Service increase 4.03
flexibility (43.2) | (27.4) | (19.9) | 8.2) | (1.9 (200)

60 37 28 13 8 146
Outsourcing Security Service acquire 3.88
innovative ideas/new technology (41.1) | (25.3) | (19.2) | (8.9) (5.5) (100)

55 44 30 13 4 146
Outsourcing Security Service change fixed cpst 3.91
into variable costs (37.7) | (30.1) | (20.5) | (8.9) (2.7) (200)

Source: Survey, 2014
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4.8 Outsourcing Security services

In Table 4-7 above, about nearly half (50%) of tbgpondents are satisfied that security services
save time and cost, allow to focus on core busifgsstion, improves service quality, reduce
budget allocation, lower investment requirementrease flexibility, changes fixed cost into
variable costs. This implies that outsourcing theiseve non-core business functions are in good
position or advantageous. However, 40.4% of th@aedents are disagree with outsourcing
security service reduce risk and 63.7% of the nedpots agree that it brings lack of internal
expertise. From this we can infer that outsourgegurity services are less important in reducing

risk and bringing internal expertise.

According toBhattacharya, (2003}inancial and cost drivergeduce investment costs in assets,
free-up resources for other purposes, and geneese by transferring assets to the service
provider. These business processes when outsotgdade the investment required by the host
institution to modernize them. Access to an outgd®vider’s lower cost structure is one of the
most compelling short-term benefits of outsourciAgcording to Bhattacharya, other benefits
sought by institutions are cost reduction with erdeal performance and conversion of fixed costs
into variable costs. Service providers can handlg/img demand more efficiently because of
economies of scale, automation, process maturitg, iavestment in the latest technology.
Security service outsourcing reduces budget costichware allocated to HRP, recruitment,
training and development costs and the like. We santhat outsourcing security services are

advantageous to the profitability of the bank.
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Table 4-8 Summary of employees’ evaluation about ¢éeourced cleaning services.

Iltems Frequency and Percentage (%) Total | Mean
5 4 3 2 1

77 42 18 6 3 146
Outsourcing cleaning Service save time and 4.26
cost (52.7) | (28.8) | (12.3) | (4.2) (2.1) (100)

67 50 18 7 4 146
Outsourcing cleaning Service allow to focus pn 4.16
core business function (45.9) | (34.2) | (12.3) | (4.8) (2.7) (100)

39 37 41 21 8 146
Outsourcing cleaning Service improves service 3.53
quality (26.7) | (25.3) | (28.1) | (14.4) | (5.5) (100)

a7 46 35 10 8 146

. . . . 3.78

Outsourcing cleaning Service reduce risk 322) | 31.5) | (22.0) | (6.9) (5.5) (100)

68 49 17 10 2 146
Outsourcing cleaning Service reduce budget 4.17
allocation (46.6) | (33.6) | (11.6) | (6.8) 1.4) (100)

62 36 33 11 4 146
Outsourcing cleaning Service lower investment 3.97
requirement (42.5) | (24.7) | (22.6) | (7.5) 2.7) (100)

54 34 32 12 14 146
Outsourcing cleaning Service brings lack of 3.7
internal expertise (37.0) | (23.3) | (21.9) | (8.20) | (9.6) (100)

63 42 26 12 3 146
Outsourcing cleaning Service increase 4.03
flexibility (43.2) | (28.8) | (17.8) | (8.2) (2.1) (100)

56 40 27 15 8 146
Outsourcing cleaning Service acquire 3.83
innovative ideas/new technology (38.4) | (27.4) | (18.5) | (10.3) | (5.5) (100)

55 46 25 15 5 146
Outsourcing cleaning Service change fixed cost 3.90
into variable costs (37.7) | (31.5) | (17.1) | (10.3) | (3.4) (100)

Source: Survey, 2014
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4.9 Outsourcing cleaning services

The Table 4-8 above shows that outsourced clgas@rnvices are advantageous in saving time
and cost, allowing the professional employeesottu$ on core business function, improving
service quality, reducing risks and budget allaregj lowering investment requirement,
increasing flexibility, acquiring innovative ideasiv technology and changing fixed costs into
variable costs. However, the majorities of s reslenits (60.3%) agree with outsourcing cleaning
service brings lack of internal expertise. Thisigates that outsourcing brings lack of internal
expertise because all employees are from outs@ertanization. From this we can conclude that

outsourcing cleaning service benefits are greatar its challenges.
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Table 4-9 Summary of employees’ evaluation about ¢éepurced driving services.

Iltems Frequency and Percentage (%) Total | Mean
5 4 3 2 1
14 9 3 35 58 146
. - . . 4.30
Outsourcing driving Service save time and ¢ )?5.6) 62) | (1) (24) (58.2) | (100)
67 44 22 10 3 146
Outsourcing driving Service allow to focus on 411
core business function (45.9) | (30.1) | (15.1) | (6.8) (2.1) (100)
9 30 23 42 42 146
Outsourcing driving Service improves service 3.50
quality (6.2) | (20.5) | (15.8) | (28.8) | (28,8) | (100)
5 37 15 35 54 146
. - . ) 3.82
Outsourcing driving Service reduce risk (3.2) 25.3) | (10.3) | (24.0) | (37.0) (100)
65 44 20 13 4 146
Outsourcing driving Service reduce budget 4.05
allocation (44.5) | (30.1) | (13.7) | (7.9) 2.7) (100)
56 42 32 11 5 146
Outsourcing driving Service lower investment 3.91
requirement (38.4) | (28.8) | (21.9) | (7.5) (3.4) (100)
62 36 23 14 11 146
Outsourcing driving Service brings lack of 3.85
internal expertise (42.5) | (24.7) | (15.8) | (9.6) (7.5) (100)
64 39 29 12 2 146
. - e I 4.03
Outsourcing driving Service increase erX|b|I|ly(43.8) 26.7) | (19.9) | (8.2) (1.4) (100)
69 32 25 15 5 146
Outsourcing driving Service acquire innovatiye 3.99
ideas/new technology (47.3) | (21.9) | (17.10 | (10.3) | (3.4) (100)
56 45 26 14 5 146
Outsourcing driving Service change fixed cost 3.91
into variable costs (38.4) | (30.8) | (17.8) | (9.6) (3.4) (100)

Source: Survey, 2014
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4.10 Outsourcing Driving services

Table 4-9 above describes 62% of the respondenisedothat outsourced driving services do
good to focus on core business function, reducgéuallocation, lower investment requirement,
increase flexibility, change fixed cost into vatalgosts. This indicates that outsourcing driving
services are useful to improve the profitability@mmercial bank of Ethiopia. On the contrary,
82.2%, 57.6%, 61% and 67.2% of the respondentgetefilat outsourcing driving services do not
save time and cost, improve quality, reduce riskl improve internal expertise respective. From
this we can infer that there are challenges andlenas regarding those above issues raised due to
outsourcing driving /motorist services and it irat&s driving services are not effective in
Commercial bank of Ethiopia.
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Table 4-10 Summary of employees’ evaluation regandg outsourced messenger services.

Iltems Frequency and Percentage (%) Total | Mean
5 4 3 2 1
7 17 3 87 32 146
Outsourcing messenger Service save time and 4.32
cost (4.8) | (11.6) | (2.2) (59.6) | (21.9) | (100)
73 42 23 6 2 146
Outsourcing messenger Service allow to focus 4.22
on core business function (50.0) | (28.8) | (15.8) | (4.1) (1.4 (100)
40 46 39 13 8 146
Outsourcing messenger Service improves 3.66
service quality (27.4) | (31.5) | (26.7) | (8.9) (5.5) (100)
51 43 35 15 2 146
. . . 3.86
Outsourcing messenger Service reduce risk 34.9) | 295) | (24.0) | 10.3) | (1.2) (100)
65 47 21 11 2 146
Outsourcing messenger Service reduce budget 411
allocation (44.5) | (32.2) | (14.4) | (7.5) 1.4) (100)
60 36 34 12 4 146
Outsourcing messenger Service lower 3.93
investment requirement (41.1) | (24.7) | (23.3) | (8.2) 2.7 (100)
64 23 37 12 10 146
Outsourcing messenger Service brings lack of 3.82
internal expertise (43.8) | (15.8) | (25.3) | (8.2) (6.8) (100)
65 37 31 11 2 146
Outsourcing messenger Service increase 4.04
flexibility (44.5) | (25.3) | (21.2) | (7.5) (1.4 (100)
67 20 40 12 7 146
Outsourcing messenger Service acquire 3.88
innovative ideas/new technology (45.9) | (13.7) | (27.4) | (8.2) (4.8) (100)
60 42 25 13 6 146
Outsourcing messenger Service change fixed 3.94
cost into variable costs (41.1) | (28.8) | (17.1) | (8.9) 4.1 (100)

Source: Survey, 2014
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4.11 Outsourcing messenger services

The summary of Table 4-10 above shows that the niyajohe respondents agree with
outsourcing messenger services cost minimized iamel daved, allow to focus on core business
function, improves service quality, reduce risksd abudget allocations and investment
requirements, increase flexibility and acquireovative ideas/new technology. On the other
hand (59.6%) of the respondents rated as outs@urogssenger services brings lack of internal
expertise. This shows that the benefit obtainethfoutsourcing messenger service is greater than
the challenges arise because of outsourcing tingcee From this we can infer that outsourcing
courier service is good strategy to the CommeR#adk of Ethiopia.
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CHAPTER FIVE

CONCLUSIONS AND RECOMMENDATIONS

Introduction

The study has explored the benefits and challeafjesitsourcing practices at Commercial Bank
of Ethiopia with reference to Security, cleaningyvithg and courier Services in order to answer
whether outsourcing has facilitated or hampered dbee business functions and to identify
possible problems and benefits that occur aftelirthi@ementation of outsourcing strategy. This
chapter concerned with the highlights of the stadyclusions that are derived from the data
analysis and discussions, limitations of the stady presented and finally recommendations are

forwarded at the end based on the findings andlgsions drawn from the study of the research.
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5.1 Conclusions

Outsourcing is a fashionable management techniguéke other management fads, such as
quality control or participation, there are gooddretical reasons such as access to economies of
scale and expertise for its use (Nicholas BeaurandtAmrik Sohal, 2004). The purpose of this
research is to assess the benefits and challerfigastsourcing non-core business functions at
Commercial Bank of Ethiopia. It has explored thagtces of outsourcing in Commercial Bank
of Ethiopia to Security, cleaning, driving and nesger Services. On the basis of the findings the
following conclusions are presented.

The findings confirm above 80% of the responderatgehfirst degree and 11% of them have
second holder. From this we inferred that they gaderstand the questionnaires and respond
fairly .In addition, above 87% of the responderdsengood understanding about the concept of
outsourcing. This indicates that although outsawgés in infancy stage in Ethiopia, permanent

workers have good understanding about the condepittsourcing non-core business functions.

Majority of the respondents, above 79% of themsartesfied with the service received from the
outsourced employees and only 17% are unsatisfiga the service. This indicates that the
service received from outsourced agent is somesdtafactory. Unlikely, the result also shows
that the respondents are agree with Commercial Bérikthiopia does not have standards to
measure the results and quality of performancaitdaurced workers and outsourced workers do
not know all their duties and responsibilities, ahdy do not respect the cultures and norms of
the bank,

Above 50% of the respondents agree that outsoursauyrity services save time and cost

improves service quality, reduce budget allocatitmwer investment requirement, increase

flexibility, changes fixed cost into variable castis implies that outsourcing those above non-
core business functions are in good position oaathgeous. However,the Bank has faced some
serious problems due to outsourcing the drivingiserto an external supplier including repeated

thefts of vehicle parts. According to the respornsleoutsourced staffs were not committed

towards their responsibility. This is due to thdlexibility of the contract to consider this

changing condition.
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Majority of informants claimed that outsourced wenk were not both committed and loyal to the
Commercial bank Ethiopia and the bank is unablerggularly monitor and evaluate the
performance of the outsourced service providerdoes not have risk assessment strategies due

to outsourced workers.

On the other hand, the finding revealed that nigj@f respondents appreciate benefited from
the cleaning service because of availability of seevice on full working hours, providing
cleaning service on non-working days and use debeteaning equipments. The interview with
OMO indicates although the bank increases its aduéty it does not fully utilize its resource by
removing non-core business functions to outsouragents due to unavailability and incapability

the service providers.

5.2 Limitation of the study

Everything has its own limitations. The major liatibn of this research is inability to incorporate
all CBE’s organs which are found through the courfiurthermore, this study is conducted on a
single company, so the results will be hard to gaimation and also lack of access to the right
data and up-to-date literature in the study areasttee major limitation of the study. All the
problems stated above, would have some impact enmesult of the study that will call up for

other researchers to study further.
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5.3 Recommendations

On the basis of the findings and conclusions redctigee researcher would like to make the
following recommendations in view of what has bemmcluded by the data collected and
analyzed.

1.

To overcome the contractual problems that occuhénimplementation and practices of
outsourcing the Bank should have to be flexibledasider changing environment rather
than insisting to enforce rigid agreements on th@ract.

The Bank select competent service providers needrisider some financial savings from
economies of scale achieved by the vendors indhg term besides quality of services
and reduction of administrative burdens that en&dbleave financial resources to its core
businesses.

In order to avoid the thefts of vehicle parts, @m$ure the reliability and the quality of
services, the Bank should initiate best control ma@gsms.

Commercial Bank of Ethiopia need to be equippedtaigrand physically through proper
and continuous training that makes the serviceigers active and loyal to the bank.

In order to make committed and loyal service prewidhe management of the bank
should conduct discussions with the service proagdents.

To minimize the lack of internal expertise the coemaml bank of Ethiopia should
develop a mechanism to solve the problem.

Commercial Bank of Ethiopia should have its owresuand procedures to measure and
control outsourced employees’ activity.

Commercial Bank of Ethiopia should inform the nemmer outsourced staffs about the
norms and cultures of the bank and their dutiesragponsibilities of them.

Commercial Bank of Ethiopia should have regulak @ssessment strategies which is

raised due to unethical outsourced workers

10.Commercial Bank of Ethiopia should use time taldecontrol the time wasted by

outsourced staff.

11.Commercial Bank of Ethiopia should bring some dffec outsourced workers into

permanent workers to increase others effectivemed®fficiency.
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Appendices |

St. Mary University School of Graduate Studies Fadty of Business
Masters of Business Administration (MBA) Program

First of all I would like to forward my heartfelrgtitude and respect to you for administering this
guestionnaire honestly and responsibly. The quassive is designed to collect the necessary
information to undertake a research on the topiawtsOurcing benefits and challenges at
Commercial Bank of Ethiopia” for the partial fulfitent of the requirements of the degree of
Masters of Business Administration. Outsourcingsimply acquiring a product or service from
outside supplier rather than producing in the ogion or it is transfer or delegation of the

operation and day-today management of the buspresgss to an external service provider.

Globally many organizations outsource one or métaer business function from outside vendors.
Moreover, as various researches indicate the toérmltsourcing throughout the world has been
increasing from time to time. Outsourcing is a tsig&c issue which should be handled by top

management of an organization.

However, the practice of outsourcing at CommerBiahk of Ethiopia is at its infancy stage, thus
the objective of this research is to identify thajon challenges and benefits of outsourcing at
Commercial Bank of Ethiopia. Finally, | would like confirm you that all the information you
provide in this questionnaire will be confidentald will exclusively be used for research purpose
only.

Note:

+* The respondents must be one and above year experiences.
++ The respondents need not write their name

Thank You for your co-operation, | remain

Workalemahu Ababu



Part |
Instruction: Put “circle” on the appropriate lettersignify the importance level of each item.
1. Demographic information
Sex: A. Male B=male
Age: A.18-30 B-35 C. 46-55 D. Aledb5
2. Educational level
A. Certificate B. Diploma C. Degree D. Above degree
3. How many years have you stayed in CBE?
A. 1-3 years B. 4-6 years C. 7-10 years D. Aba0 years
4. What is your level of awareness about the canaeputsourcing?
. Very low D. High
. Low E. Very high

. Medium

. Very dissatisfied D. Satisfied

A
B
C
5. How do you feel the service those are delivérethe outsourcing service provider?
A
B. Dissatisfied E. Very satisfied

C

. Neutral



Part Il

Questions designed to collect information aboutadeefits and demerits of outsourcing in
commercial bank of Ethiopia

Indicate how important you feel each item in makilegision of outsourcing the business functions
using the following rating scale: 5 =strongly agdee Agree 3 = Neutral 2 = Disagree 1 = Strongly
Disagree

Put“~” Mark in the appropriate column to signify the imiamce level of each item.
6. Regarding standards, competitiveness, cultg@es, duties and responsibilities, and norms.

Table |

# | Justification for making the decision 514 3| 2| 1

1 | CBE has standards to measure the results and

guality of performance of outsourced workers

2 | Due to applying outsourcing  strategy the

competitiveness of CBE increased

3 | Commercial bank of Ethiopia formal rules and
procedures to communicate the cultures of|the
bank

4 | Outsourced workers effectively know their duties

and responsibilities

5 | Outsourced workers respect the cultures |and
norms of the bank




7. Summaryf Evaluating the challenges or problems arise dwitsourcing of non-core business
functions

Table Il

# | Justification for making the decision 5 |4 3| 2 1

1 There are ethical problems of those of supplied

staffs

2 | Poor handling of the Bank’s resource and high

maintenance costs are occurred

3 Theft of vehicles’ parts has increased dué to

outsourcing workers

4 Organizational citizenship and commitment

decreased

5 There are high problem of respecting

professional employees of the bank

Inexperienced and incompetent workers |are

6 | provided

High misalignment between the bank service

7 | requirement and capability of service provider

There are problem of controlling outsourced

8 | staffs during working hours

Consistency and quality of services

9 | delivered by outsourced staffs

Motor vehicle (car) accidents has been

10 | increased due to inexperienced staffs




8. Rate the table to evaluate outsources of Sgcbeitvice delivered by outsourcing agent

Table Il

# | Justification for making the decision 5 4 | 3| 2

1 | Outsourcing of Security Service save time and

cost

2 | Outsourcing Security Service allow to focus on

core business function

3 | Outsourcing Security Service improves service

guality

4 | Outsourcing Security Service reduce risk

Outsourcing Security Service reduce budget

allocation

6 | Outsourcing Security Service lower investment

requirement

7 | Outsourcing Security Service brings lack of

internal expertise

8 | Outsourcing Security Service increase

flexibility

9 | Outsourcing Security Service acquire

innovative ideas/new technology

10 | Outsourcing Security Service change fixed cost
into variable costs




9. Rate the table to evaluate outsources of clgad@nvice delivered by agent.

Table IV

# | Justification for making the decision 5 | 4

1 Outsourcing cleaning Service save time and ¢ost

2 Outsourcing cleaning Service allow to focus an
core business function

3 Outsourcing cleaning Service improves servige
quality

Outsourcing cleaning Service reduce risk

b

Outsourcing cleaning Service reduce budget
allocation

6 Outsourcing cleaning Service lower investment
requirement

7 Outsourcing cleaning Service brings lack of
internal expertise

Outsourcing cleaning Service increase flexibility

|00

Outsourcing cleaning Service acquire innovative
ideas/new technology

10 | Outsourcing cleaning Service change fixed cost
into variable costs




10. Rate the table to evaluate outsources of dylmotorist service

Table V

# | Justification for making the decision

1 | Outsourcing driving Service save time and cost

2 | Outsourcing driving Service allow to focus onecor
business function

3 | Outsourcing driving Service improves service tyal

4 | Outsourcing driving Service reduce risk

5 | Outsourcing driving Service reduce budget allocat

6 | Outsourcing driving Service lower investment
requirement

7 | Outsourcing driving Service brings lack of intrn
expertise

8 | Outsourcing driving Service increase flexibility

9 | Outsourcing driving Service acquire innovative
ideas/new technology

10 | Outsourcing driving Service change fixed cosi in

variable costs




11. Rate the table to evaluate outsources of mgssenurier service

Table VI

# | Justification for making the decision 5

1 | Outsourcing courier Service save time and cost

2 | Outsourcing courier Service allow to focus on

core husiness function

3 | Outsourcing courier Service improves service

guality

4 | Outsourcing courier Service reduce risk

Outsourcing courier Service reduce budget

allocation

6 | Outsourcing courier Service lower investment

requirement

7 | Outsourcing courier Service brings lack of

internal expertise

8 | Outsourcing courier Service increase flexibility

9 | Outsourcing courier Service acquire innovative

A3 "4

ideas/new technology

10 | Outsourcing courier Service change fixed cost

into variable costs




Appendices Il
St. Mary’s University School of Graduate Studies Faculty of Business

Interview Questions

This interview will conduct to gather data for MBRhesis entitledBenefits and

Challenges of the Outsourcing Practices: at CBH assure you thatour responses

will be used only for academic purpose.

1.
2.

~N o ol pa

o o

When did bank start outsourcing non-core busifigsctions?
How to explain outsourcing non-core businesstions in CBE? Is it effective?

. With how many agents the bank agreed in outsogirron-core business functions?
. What are the procedures to make a contractautside service providers?
. How to ensure the performance of the selectedcgeprovider?

. What business functions are allowed for outsel®ice providers now and why about others?
. What are the goals/objectives of outsourcingcmre business functions?

. How do you compare the challenges and benedftsrd and after outsourcing?

. Due to outsourcing security services, is thefteased? Commitment decreased?

10. What are risk assessment strategies on outesberaployees?

11. How to communicate the cultures of CBE to thtsourced employees?

12. Do the bank have a plan to outsource otheraoo@-business activities in future?

13. If you have any comments and suggestions?



