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ABSTRACT

The public service has been confronted with a lot of inefficiencies, corruption, excessive
bureau critic bottlenecks, complacency, mismanagement of resources and inability to embrace
transparency and accountability in the outsourcing decisions of public sector organizations in
Nigeria. Consequently, this study assessed the effect of Public Procurement Act 2007 on
outsourcing decisions of public sector organizations with a focus on Nigerian Government
Ministries. This study adopted cross-sectional analysis of Nigerian Government Ministries as
at 31° December 2015, for a period of eighteen years (1998-2015). This allows for comparison
of the pre government reform policy for a period of nine years (1998-2006) and post
government reform policy for nine years period (2007-2015) among the government ministries
considered in this study. Twenty five ministries which made up the Nigerian Government
Ministries were all selected for this study. Panel Data were employed in this study. The
researcher made use of Ex-post facto research design in conducting the research. The study
made use of secondary data obtained from Central Bank of Nigeria (CBN) statistical bulletin,
Federal Ministry of Finance and Budget Office of the Federation as at 31st December 2015.
The relevant data obtained were subjected to statistical analysis using E-view 9.0. Correlation
co-efficient, regression analysis and Chow test were employed to analyse the data that were
collected and testing the hypotheses that were formulated. The results of this study revealed
that Public Procurement Act 2007 has a significant impact on outsourcing decisions of public
sector organizations in Nigeria. The researcher recommends that cost analysis and risk
analysis should be carried out in order to evaluate the external capabilities with internal
capabilities, so as to realize the full benefits of outsourcing in Nigeria.
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CHAPTER ONE

INTRODUCTION

1.1  BACKGROUND OF THE STUDY

Outsourcing has become a global and common practice in most industrialized nations of the
world, unprofitable ventures must be eliminated, more efficient ways of doing business must
be encouraged and the issues of productivity and profitability must not be overlooked; (Jenson
& Stone 2014) both in public institutions and private organizations. The first organization to
embark on serious outsourcing arrangement in Nigeria was United African Company Nigeria
(UACN) in early 80s when the company outsourced its food division that resulted to the sack
and retirement of more than 800 workers all over the country. Again, in the United States of
America (USA), American Express Company outsourced the processing of customers bills for
payment to the United States Postal Services, that was in 1997 because, the U.S. Postal
Services monopolized the first class mail delivery Raiborn, Barfield & Kinney (1999). There
are some other companies such as McDonnell Douglas who contracted out all of its computer
and telephone services to International Business Machines (IBM) and Business land. British
Petroleum (BP) outsourced her Divisional Finance Department (DFD) to Arthur Anderson,
(An International Accounting Firm), Mobil QOil also contracted out refinery maintenance and
American Telecommunication and Telegraph (AT&T) outsourced its credit-card processing.
Pitney Bowes, Xerox, and Ameriscribe contracted with U.S. business of all sizes of copying,

faxing and mailroom facilities (Prager 1994).

Institutions all over the world, be it public or private, are embarking on new approaches that
would enable them reduce cost of doing business, in particular overhead cost, so as to pay
adequate attention to the areas they have more comparative advantage that would create more
opportunities for the institutions in view of high productivity, return on investment, payment of
dividends to the shareholders, better remuneration to their workers and other welfare packages
and the discharge of her social responsibilities to their host communities. As a result of the
above, public sector management has undergone and has continued to undergo reform
processes from time to time, even in the less industrialized nations of the world such as
Nigeria. It has introduced some reforms on every aspect of her economy and public
institutions. It is true that before this time, government was having the sole monopoly for the

provision of some services; the reforms further brought the idea of privatization and
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commercialization of some public institutions and the Public, Private Partnership (PPP)
arrangement which is even on-going now. Hence, there is a shift by the government from the
usual purchases of goods and services and procurement of materials by accounting officers
without a limit to the idea of competitive tendering and outsourcing for procurement of goods
and services which can be called outsourcing. Outsourcing in developed countries is a strategy
which reduces waste, allows for competitiveness, more efficient and effective ways of running

both private and public institutions for the benefit of the stakeholders.

The computer and information technology have made the world a global village; the present
era of global competitiveness allows the public institutions to concentrate on their core
competencies and areas they have comparative advantage over other institutions. Their core
competencies are those productive activities which earns them competitive advantage over
others. What this means, is that organizations/institutions now concentrate on the production of
the product/service component in which they have a higher degree of proficiency than their
competitors. Raiborn, Barfield & Kinney (1999) state that, the core competencies are roots of
competitiveness and competitive advantage. Organizations produce in-house those goods or
services they could only produce at a much efficient and effective means and should contract
out those goods and services they could only produce at a higher cost (Prager 1994). While
Organizations explore their core competencies, non-core competencies are outsourced.
Outsourcing is the procurement of work/goods/ services from outside of the organization rather
than from within. By outsourcing non-core activities such as security services, canteen
services, haulage services and so on. So that the organization can concentrate on their core
areas of activities and become more proficient in them, render their services at a cheaper rate
than their competitors. Outsourcing has become a household name in business and very
significant in the management of the material and the financial resources of any organization
all over the world. Apart from enabling companies and institutions in some competitive
advantage, researchers such as Griffith & Figgis (1998) and (Bragg, 2006) identify cost
reduction, increased efficiency, enhanced accountability, access to better skills,
professionalism and technology, lower level of capital investment, and performance
improvement as reasons why outsourcing is significant. In Nigeria, outsourcing is also the
issue of the day, for example, Famafirm (a business process outsourcing firm and legal experts
in brief writing), provides legal outsourcing services to law firms in Nigeria and companies in

Commonwealth Countries.
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The National Mail Transportation (NMT) is outsourced to private transport companies in the
National Mail Route Network (NMRN). Some States in Nigeria outsourced revenue collection
to private companies Sansui (2008). There are now private sector participation into virtually all
processes and operations of the Nigerian Postal Services (NIPOST) which has brought
remarkable improvement on the organization since the year 2000 Chigbu (2005). In the public
sector, which is the main focus of this study; outsourcing has become a means of contracting
out to both private sectors firm and public institutions the responsibility for the function or
process for which the government remains accountable (Hunter & Healy 2001). In different
countries of the world, the government has made the private sector to become active
participant in the production of public goods and services through outsourcing. Outsourcing is
not new but what is actually new is the discovery of outsourcing as a useful tool that enables
governments' world over in the management of their finances (Gariffith & Figgis 1997).
Governments across the globe have shifted from the usual processing of goods and services
from the private sector to the wholesale use of competitive tendering and outsourcing as a

management tool for economic and financial reforms in the public sector institutions.

Open competitive tendering is a transparent process of inviting supplier’s bids from the public,
and selecting suppliers based on their technical and financial proficiency. These are some of
the good reasons for outsourcing in the public sector. They include; cost savings and budget
control (Jumoh & Wood 2002) budget pressure and demand for improved service delivery,
Jonas (1994) increased expectations of services provided by the government agencies,
increased pressure to improve efficiency, and reduction in operational cost due to budget or
legislative constraint, (Loof 1996) Koch, Dell, & Keller (2004) in their study of human
resource outsourcing in public sector, identify cost saving, avoidance of capital outlay and
turning fixed cost into a variable one as three basic financial drivers of outsourcing while
(Hunter & Healy 2001) recognize global fiscal pressure, and increased demand for government
services with much reduced financial base as what drove governments into deploying
outsourcing as a solution. By outsourcing, according to (Prager 1994) government authorities
can avoid some bureaucratic barriers and focus on their most critical operations, and relegate
the remaining operations to contractors. However, outsourcing is not without its risks which
include loss of control, over dependence on supplier, loss of privacy, and quality reduction
(Griffith & Figgis 1998) (Raiborn, Barfield & Kinney 1999) Bragg (2006). Both private and
public sector Organizations will enjoy immense benefits in outsourcing some of their goods

and services.
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A range of activities are being contracted out in the Western Countries. They include building
and equipment maintenance, cleaning, catering, prison management, information technology,
telecommunications, waste management, mail services, printing, training, legal services,
security, and a host of others. However, the commonly outsourced services by the public sector
include garbage collection, like Botswana have contracted out a number of services such as
maintenance, security, non-clinical health services, cleaning, laundry, catering, and billing,
Russell (1997) in Amoako (2003). The Federal Government of Nigeria in year 2004 embarked
on various reform initiatives which are expected to usher in transparency, effectiveness,
efficiency, cost reduction, and value-for money delivery in public expenditure Obasanjo
(2004). The most relevant reforms to the study are the public service reform which downsized
the number of public servants through outsourcing. Adegoroye (2006) asserted that the Public
Procurement Reform which monitors the procurement processes (through competitive
tendering) of government ministries, parastatals, agencies and extra ministerial bodies, we are
we are yet to see the application of the laws to ensure the rejection of all bids at the time prior
to the acceptance of a bid, without incurring any liability to the bidders and cancel the
procurement proceedings in the public interest as demanded by the public procurement Act.

These reforms are sequel to a World Bank's Report on "Nigeria Country Procurement
Assessment” which identified so many weaknesses in the procurement system. An earlier
report on "Restructuring Urban Infrastructure in Nigeria" found that one of the reasons why
Nigeria's infrastructural facilities were crumbling was because the private sector was excluded
from provision of such. The report noted that, water supply, sewerage, sanitation, drainage,
roads, electricity, waste disposal, all suffer from years of serious neglects and routine
maintenance on them was almost zero (World Bank Reports, 1996 -2000). Through these
reform initiatives, services such as security, cleaning, catering, laundering in hospitals,
consultancy, maintenance and others are being outsourced through competitive tendering by
some public sector organizations. The success of this program depends on a number of things
but most essential on how outsourcing decisions are made and the decisions are based on the

information available concerning outsourcing laws of a particular country.

Successful outsourcing and competitive tendering requires a great deal of work and
preparation. The contracting agency must consider in detail what is appropriate for
outsourcing, what is hoped to be achieved, the existing costs of providing the service, the
potential cost savings, and cost involved in outsourcing (Griffith & Figgis 1997) This

consideration involves a great deal of financial analysis which should be provided by
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management accounting information system, and a lot of decision making by managers.
Therefore the system of organization must be such that is capable of providing the required
information within the available time to the right level of decision makers Ward (1992). The
information must be adequate, timely and relevant, and must be such that would guide
managers in their decisions as to whether to outsource or not, planning for the outsourcing,
selection of vendors, and implementation and performance evaluation of outsourced contract.
Using outsourcing as a success driver such decisions on whether outsourcing is the best option;
what the alternative causes of action are; whether contracting out will prove even more costly
than inefficiency of government operations on specific services; are very crucial in any reform
process. Prager (1994) states that, some government operations are more amenable to

contracting out than others. Such crucial decisions require crucial information.

Decision making is one of the basic functions of management in any organization whether
public or private (Garrison & Noreen 2000). It is an integral part of management process in
every organization Rowthorn (2014) decision making involves a choice between alternative
cause of actions and decision makers need information on which to base their choice Lucey
(2002). 1t was of the decision making of the founding Fathers of Nigeria after the
Constitutional Conference held in May/June 1957 to enact an appropriate law concerning the
financial authority and regulations of the federal resources. It was decided that certain basic
financial principles should be embodied in the constitution rather to be left to the discretion of
the legislature. This was a provision which previously enabled the Minister of Finance to issue
a financial warrant under the Finance (Control and Management) Act and has now been
transferred to Section 82 of 1999 Constitution by the provisions of the Finance (Control and
Management) Act 1958 as amended to date, the Accountant General of the Federation shall
issue from time to time Financial Regulations, Accounting Code, Audit Guide and Accounting
Manuals to be followed by Accounting Officers and other employees of each ministry and all
matters relating to the financial and accounting affairs of the federation which are not by law
assigned to any other accounting regulations and laws. Research efforts by Western Countries
have shown the evidence that cost savings objectives of outsourcing is being realized. For
instance, a review of Sixteen (16) competitive outsourcing initiatives in the U.S. Center for
National Analysis showed the average savings of 24% over baseline cost, and 34% taking into

account the value of service improvement (Hunter & Healy 2001).
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Still in the United States of America, outsourcing is said to be bringing down prices for firms
and families and that leads directly to high standards of living and more jobs in a growing
economy Kame, Schaeferd, Acostafraser (2004). Australia Government which embarked on
the reform program in 1996 has achieved a core saving of 30% by the year 2004 (Koch, Dell
&Keller 2004). In the United Kingdom, almost one-fifth of public sector services are delivered
through outsourcing to private and voluntary bodies Mcdonnell (2005). In 2007, the UK public
sector was to outsource €20billion worth of the services which represented a growth of 50%
over the previous 3years Hart (2007). Enormous literature on outsourcing in the public sector
exists in the Western Countries such as United Kingdom, Unites States of America, New
Zealand; (Hunter & Healy 2001). However, in Nigeria, there is general dearth of literature on
outsourcing in the public sector. Moreover, literature on Effect of Public Procurement Act
2007 on Outsourcing Decision Making is unavailable to the best of researcher's knowledge.
The work done by Sciulli (2004). On the use of management accounting information to support
contracting out decision making is predicated on the U.S. environment, the work concentrated
on the qualitative management accounting information and failed on the quantitative
information test. A research initiative in outsourcing in Nigeria is required to evaluate the
relevant financial regulations and their effect on outsourcing decisions in the Nigerian public
sector. Therefore the problem of this study is to ascertain the effect of the Public Procurement

Act 2007 on the Outsourcing Decision Making of Selected Public Sector Organization

12  STATEMENT OF THE PROBLEM:

Outsourcing is not new in Nigeria, but the ways and manners in which it was being conducted
lacked the best international practices, hence the enactment by the National Assembly the
Procurement Act 2007 which took into consideration those factors that would make
outsourcing to be integrity driven, efficient and profitable to the Nigeria Nation. Such factors
as, procurement plans, lowest evaluated responsive bid, sufficient fund in the annual budget of
the public sector organization, open competitive bidding, economy or reduction of wastages
and ethical business practices by the vendors and public sector managers. The dynamics of
outsourcing requires also that attention must be given for outsourcing plans, selection of
tenders, consideration for comparative advantage, recognition of core competencies and
expertise in outsourcing cost consideration, various outsourcing prices and the likely

outsourcing benefits which would make the venture a worthwhile project.
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The Public Procurement Act 2007 is the guiding principle that specifies actions to be taken
without going into the details of such actions, particularly in the area of public procurement
and outsourcing decision making. The public service has been confronted with a lot of
inefficiencies, corruption, excessive bureaucratic bottlenecks, complacency, mismanagement

of resources and inability to embrace cost savings in outsourcing.

The oil boom of 1980°s and the inability of the Nigerian Government to manage the situation
successfully made the citizens to demand for greater efficiency, accountability, integrity and
transparency in government operations and cost minimization in the delivering of public
services by public sector institutions. For instance, the Structural Adjustment Program (SAP),
introduced in 1988 for the rationalization of the public sector through privatization and
commercialization of some agencies, and cutting down of some government overheads. Public
Service Reform of 2003 which led to outsourcing of some public services, brought the idea of
costs-benefit- analysis in National Outsourcing Policy of 2007, and host of other tools were put
in place for outsourcing decisions. The World Bank’s Report on ‘“Nigeria Country
Assessment” (2000) identified so many weaknesses in the Procurement system. An earlier
report on restructuring urban infrastructure identified the exclusion of private sector
participation as one of the main reasons why infrastructural facilities were crumbling, because
they needed to be outsourced. The Public Procurement Reform 2007, the Federal Government
of Nigeria introduced procurement through the competitive tendering because award of
contracts have been identified as a major source of corruption in the public sector. There was a
new circular (No. F. 15775 of 27 June 2000) on guideline for "procurement and award of
contracts by government ministries and agencies” which was issued by the Federal
Government. Also, a Budget Monitoring and Price Intelligence Units; (BMPIU) established in
the same year 2000 to ensure that contract awarding procedure complies with the guidelines of
the public procurement act and the issues of compliant to the extant law so as to fight

corruption on the award of contracts in Nigeria which formed the basis of this work.

In spite of all these efforts by the Nigerian Governments, it does not seem that significant
progress has been made in achieving efficiency, accountability, integrity and transparency in
the public procurement system. For instance, the Budget Monitoring and Price Intelligence
Unit (BMPIU) claim that nearly $2billion would be saved for the Federal Government of
Nigeria on contract awards from 2000 to 2007 Aghon (2004). Furthermore, seven years after
the inception of the reform on contract awards, the corruption perception index of 2007 ranked

Nigeria 148 out of 180 countries. Based on this expert assessment, the Transparency
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International advised Nigerian Government at all levels to improve transparency in financial
management, especially in contract awards and executions. The subject of this study, which is
the effect of Public Procurement Act 2007 on Outsourcing Decisions of Public Sector
Organization in Nigeria. This study has been designed to investigate the Public Procurement

Act 2007 and the extent to which it influences outsourcing decisions.

The problems with contract awards in Nigeria may be traced from contracting/outsourcing
decisions, it has always been based on theoretical arguments or on foreign experiences due to
lack of empirical evidences in Nigeria. This in turn may have badly affected public sector
performance and achievement of outsourcing objectives in Nigeria. Moreover, outsourcing
decisions and contract awards may not have been based on economic cost/benefit analysis of

projects whereby in-house cost of providing goods/services and outsourcing cost are compared.

Hence, some procurement decisions may not be of any economic benefit to the government.
The issue of concern to this study is the extent to which outsourcing decisions are influenced
by the procurement Act 2017 with respect to the lowest evaluated responsive bid price, the

annual budget (GDP) and economic growth of the Nigeria economy.

Another issue of concern is non-adherence to outsourcing budget estimates. It is not clear
whether outsourcing budgets are strictly adhered to and used by managers in government to
assess and control costs, achieve transparency and efficient management of economic
resources. The neglect of budget (as a very useful decision tool for effective financial
administration by managers) leads to chaos in allocation of financial resources. The study will
carefully investigate this matter. Another issue of concern is that of improper selection of
vendors/contractors. It is not clear whether competitive tendering processes are strictly
followed, whereby bidding prices are properly analyzed, compared with established standard
price before contracts are awarded or vendors selected. Improper evaluation of bids violates the
principles of transparency and competition. In most cases it leads to selection of non qualified
contractors, uneconomic procurement, use of low quality materials and low quality of work.
The concern of this study is the Effect of the Public Procurement Act 2007 on the Outsourcing
Decisions of the Public Sector Organizations in Nigeria. In spite of this, no attention has been
directed to the effect of public procurement Act for outsourcing decisions in the Nigerian
public sector Organizations. There is therefore a compelling need to empirically investigate the
extent to the Public Procurement Act 2007 on Outsourcing Decisions of Public Sector
Organizations in Nigeria.
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1.3  OBJECTIVES OF THE STUDY:
The broad objective of this study is to ascertain the effect of the Public Procurement Act 2007

on Outsourcing Decisions of the Public Sector organizations in Nigeria.

The specific objectives which the study seeks to achieve are to:
1. Determine the extent to which Capital Expenditure affects Outsourcing Cost of

public sector organizations in Nigeria.

2. Ascertain the effect of Recurrent Expenditure on Outsourcing Cost of public

sector organizations in Nigeria.

3. Assess the effect of Total Expenditure on Outsourcing Cost of public sector

organizations in Nigeria.

4. Ascertain the effect of In-House-Cost on Outsourcing Cost of public sector

organizations in Nigeria.

5. Determine the extent to which Procurement Plan Cost affects Outsourcing Cost of

public sector organizations in Nigeria.

14 RESEARCH QUESTIONS

1. How does Capital Expenditure affect Outsourcing Cost of public sector
organizations in Nigeria?

2. To what extent does the Recurrent Expenditure affect Outsourcing Cost of public sector

organizations in Nigeria?

3. How does Total Expenditure affect Outsourcing Cost of public sector organizations in
Nigeria?

4. How does In-House-Cost affect Outsourcing Cost of public sector organizations in
Nigeria?

5. To what extent does Procurement Plan Cost affect Outsourcing Decisions of the public

sector organizations in Nigeria?
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15 RESEARCH HYPOTHESES:

The following research hypotheses were tested:

Ho,: Capital Expenditure has no significant effect on Outsourcing Cost of public
sector organizations in Nigeria.

Ho,: Recurrent Expenditure has no significant effect on Outsourcing Cost of public sector
organizations in Nigeria.

Hos: Total Expenditure has no significant effect on Outsourcing Cost of public sector
organizations in Nigeria.

Hos: In — House- Cost has no significant effect on Outsourcing Cost of public sector

organizations in Nigeria.

Hos:  Procurement Plan Cost has no significant effect on Outsourcing Cost of public

sector organizations in Nigeria.

1.6 SIGNIFICANCE OF THE STUDY:

The public service being a complex and large organization requires a set of standards in order
to ensure compliance, uniformity and conformity of application, in particular outsourcing of
public sector goods and services. The adherence to the Public Procurement Act 2007 on the
outsourcing decisions of the public sector organizations will guarantee accountability and
transparency; this will provide more support for non-routine, executive and strategic decisions
in response to changes in the way government does its business which must be in compliance
with best practices all over the world. Both the Government and the outsourcing agencies will

benefit from this.

It is also expected that the suggestions offered will equally assist the government in achieving
transparency, accountability, and honesty in contract awards in government ministries and
agencies and departments as Public Procurement Act 2007 are useful in outsourcing decision
making in public sector institutions. It will create awareness on the usefulness of the Public
Procurement Law as among the tools and techniques involved in taking outsourcing decisions.
Hence, this offers useful suggestions that may assist public sector administrators in
understanding various ways of using such tools and techniques in the assessment of goods and
services to be outsourced, the relevant cost required for such decisions and how the cost can be

compared with vendors bid.
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The study will make reasonable contributions to research information based on this topic, and
the type of law needed for effective and efficient outsourcing decisions. Future researchers will

find it very useful database for related study on the topic.

The result of the study will highlight any mistakes made on the already outsourced contract
services by the managers of government finances and provide some suggestions that may assist
the managers in correcting such mistakes where possible and taking precautionary measures to

avoid future occurrences.

1.7 SCOPE OF THE STUDY

It is practically impossible to include all the procurement decision stages in a single study such
as this. Consequently, the scope of this study will be limited to outsourcing decisions which
fall within approved procurement plan cost, categories of services to be outsourced,
prequalification exercise, vendor and price selection technical evaluation and the last stage,
which is approval of contract award. These are the decision areas which are critical to the
effective procurement of public sector functions and services. In addition, the study comprises
of all the twenty five (25) Federal Government Ministries as at 31* December 2015. The study
covers eighteen year period form 1998-2015. This has to deal with the pre-policy reform
period (1998-2006) and the post policy reform period (2007-2015) in Nigeria.

1.8 OPERATIONAL DEFINITION OF TERMS

i.  "Accounting Authority" means the person charged with overall responsibility for the
functioning of a Ministry, Extra-Ministerial Department or Corporation;

ii.  "Bid Security" means a form of security assuring the bidder shall not withdraw a bid
within the period specified for acceptance and shall execute a written contract within
the time specified in the bid,;

iii.  "Debar"” means the placing of a firm company or natural person on a list of persons
ineligible to participate in any procurement proceedings under this Act;

iv.  "Certificate of no objection” means the document evidencing and authenticating that
due process and the letters of the Act have been followed in the conduct or effect
payment to contractors, suppliers from the Treasury;

v.  "Contractor supplier’® means any potential party to a procurement contract with the

procuring entity and includes any corporation, partnership, individual, sole proprietor,
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Vi.

Vii.

viii.

Xi.

Xii.

Xiil.

Xiv.

XV.

XVi.

XVil.

XViil.

joint stock company, joint venture or any other legal entity through which business is
conducted,;

""Excessive price™ means a monetary value proposed by a bidder for any procurement
which is in the estimation of the Bureau unreasonable and injudicious after
consideration of the actual value of the item in question plus all reasonable imputations
of cost and profit;

"Interim performance certificates’ means evidence that a contractor or supplier has
performed its obligations under procurement contract up to a level stipulated by the
contract but not meaning completion;

"International Competitive Bidding" means the solicitation of bids from both
domestic and foreign contractors and suppliers;

""Lowest evaluated responsive bid" is the lowest price bid amongst the bids that meets
all the technical requirements and standard as contained in the tender document.
"Margin of Preference™ means the extra mark up on price allowed any domestic
contractor or supplier bidding under International Competitive Bidding without being
otherwise disadvantageous to the terms of price;

"Minor Value™ means a monetary value which is not in excess of the monetary
thresholds set for any approving authority by the Bureau;

""Monetary Threshold' means the value limit in Naira set by the Bureau outside of
which an approving authority may not award a procurement contract.

"National Competitive Bidding' means the solicitation of bids from domestic
contractors and suppliers registered or incorporated to carry on business under Nigeria
Law;

"Open Competitive Bidding™ means the offer of prices by individuals or firm
competing for a contract, privilege or right to supply specified goods, works,
construction or services;

"Procurement proceedings™ means the initiation of the process of effecting a
procurement up to award of a procurement contract;

"Procuring Entity" means any public body engaged in procurement and includes a
Ministry, Extra-Ministerial Office, Government Agency, Parastatals and Corporation;
"Public Procurement”™ means the acquisition by any means of goods, works, or
services by the government;

"Relevant authority' includes Economic and Financial Crimes Commission and

Independent Corrupt Practices Commission;
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XiX.

XX.

XXI.

XXii.

XXiii.

XXiV.

XXV.

XXVi.

XXVII.

"Solicitation Documents™ means the bid solicitation documents or any other
documents for solicitation of offers proposals or quotations;

""Special Purpose Goods™ means any objects of armaments ammunition mechanical
electrical equipment or other things as may be determined by the President needed by
the Armed Forces or Police Force as well as the services incidental to the supply of the
objects;

""Substantially Responsive™ means the response to bid solicitations which virtually
answers to all needs of a procuring entity as stipulated in the old solicitation
documents;

"Threshold"™ refers only to the approving and not the act process of award

"Validity Period" means the period during which a bid agrees not to increase the cost
of bids or to remove, components of the bid,;

Outsourcing: Procurement of works/goods/services from outside the organization
rather than from within, Procurement and Outsourcing are used interchangeably in this
study.

Outsourcing Decisions: A conclusion reached by public sector managers in  favour
of outsourcing. It covers selection of goods and services to outsource, planning and
budgeting for them, sourcing and selection of vendor and finally the awarding of
contract.

Off shoring: This is the transfer of an organizational function to another country,
regardless of whether the work is outsourced or within the same corporation”
(Wikipedia, the free encyclopedia: 2008).

Outsourcing Benefits: Outsourcing benefits in this study refers to cost savings from
outsourcing, efficiency, effectiveness, value for money, economy, and accountability.
Goods Not Outsourced: These are goods and services that are not subject to any
outsourcing laws and regulations including the Public Procurement Act 2007 such as

Procurement of Military Hardware and the minting the Nigerian currency.
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CHAPTER TWO

REVIEW OF RELATED LITERATURE

2.1  CONCEPTUAL REVIEW

2.1.1 Outsourcing

In business, outsourcing involves the contracting out of a business process to another party
(compare business process outsourcing). The term “outsourcing” dates back to at least 1981.
Outsourcing sometimes involves transferring employees and assets from one firm to another,
but not always. Outsourcing is also the practice of handing over control of public services to
non - profit oriented organizations.

Outsourcing can also be viewed as any assistance from an intermediary that is more capable of
or familiar with certain practices than in-house production. Outsourcing includes both foreign
and domestic contracting, and sometimes includes off shoring (relocating a business function
to another country). Financial savings from lower international labour rates can provide a
major motivation for outsourcing/off shoring. The opposite of outsourcing is in-sourcing,
which entails bringing processes handled by third-party firms in-house, and is sometimes
accomplished via vertical integration. However, a business can provide a contract service to

another business without necessarily in-sourcing that business process (Urquhart 2002).

Two organizations may enter into a contractual agreement involving an exchange of services
and payments. Outsourcing is said to help firms to perform well in their core competencies and
mitigate shortage of skill or expertise in the areas where they want to outsource. In the early
21% century, business increasingly outsourced to suppliers outside their own country,
sometimes referred to as off shoring or offshore outsourcing. Several related terms have
emerged to refer to various aspects of the complex relationship between economic
organizations or networks, such as near shoring, crowd-sourcing, multi-sourcing and strategic
outsourcing. Outsourcing can offer greater budget flexibility and control. Outsourcing makes
it possible for organizations to pay for only the services they need and when they need them. It
also reduces the need to hire and train specialized staff, brings in fresh engineering expertise,
and reduces capital and operating expenses. One of the biggest changes in the early 21
century came from the growth of groups of people using online technologies as a way to build
a viable service delivery business that can be run from virtually anywhere in the world. The
preferential contract rates that can be obtained by temporarily employing experts in specific

areas to deliver elements of a project purely online means that there is a growing number of
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small businesses that operate entirely online using offshore contractors to deliver the work
before repackaging it to deliver to the end user. One common area where these business
models thrive is in providing website creation, analysis and marketing services. All elements
can be done remotely and delivered digitally, and service providers can leverage the scale and

economy of outsourcing to deliver high-value services at reduced end-customer prices.

“Do what you do best and outsource the rest” has become an internationally recognized
business tagline first “coined and developed” in the 1990’s by the “legendary management
consultant” Peter Ducker. The slogan was primarily used to advocate outsourcing as a viable
business strategy. It has been said that Drucker began explaining the concept of “Outsourcing
“as early as 1989 in his Wall Street Journal (WSJ) article “Sell the mailroom”. From Drucker’s
perspective, a company should only seek to subcontract in those areas in which it demonstrated
no special ability. The business strategy outlined by his slogan recommended that companies
should take advantage of a specialist provider’s knowledge and economies of scale to improve
performance and achieve the service needed. In 2009 by way of recognition, Peter Drucker
posthumously received a significant honour, when he was inducted into the Outsourcing Hall

of Fame for his outstanding work in the field (Drucker 2009).

Outsourcing has inherent risks in it. In the process of outsourcing, companies may lose control
of their operations. (Raiborn, Barfield & Kinney 1999) are of the opinion that, although
companies may gain the best knowledge, experience, and methodology available in a process
of outsourcing but they lose degree of control and outsourcing may result from company’s
increased dependence on the suppliers. Thus the supplier may increase prices, reduce quality

and fail in its delivery performance (Horngren, Foster & Datar 2001).

Outsourcing can reduce accountability as some authors argue. Where the terms of the contract
is not properly stated, and there is no clear distinction of expectations from the supplier, there
will be a shift of blame between the government and the supplier when the service is badly
performed. If the government fails to make details of the contract available to the public it
might be difficult to identify whose responsibility it is to perform the function or service
Garriffith & Figgis (1998). Outsourcing lowers the level of privacy and protection that
otherwise attaches to personal information and reduction in quality of service rendered can

occur as a result of outsourcing.
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Transaction cost involves cost associated with negotiating and managing contract and
providing for retrenchment and or redundancy of staff, employment effects, and loss of jobs.
(Raiborn, Barfield &Kenney 1999) recognized that risks exist in outsourcing and therefore
advised that management should carefully evaluate the activities, which they outsource to
overcome some risks. They show a model called outsourcing risk pyramid for assessing
outsourcing risk. The model shows the activities that should not be outsourced by an
organization, the ones to outsource under tight control, the ones to be outsourced under service

level and the low risk outsourcing activities.

Fig. 2.1 Outsourcing Risk Pyramid

Strategic
Direction of
Firm. Unique
core

Never outsource

Tax, Audit, Legal, Informatlon Outsource under
Technology sharing Tight Control

Outsource

under Service Help desk, Call Centers,
levels data

\ 4

Low Risk
Outsourcing

Facility management, network management, <
temporary staffing, supply-chain management,
payroll, security service, food services

Source: Adopted from Raiborn, Barfield and Kinney (1999)

In any case (Horngren, Foster & Datar 2001) suggested that antidote for minimizing
outsourcing risks is for companies to enter into long-term contract with suppliers. Such
contracts will specify costs, quality and delivery schedules. In addition, managers of the
purchasing company can establish lose partnerships or relationship alliance with a few key
supplier (the vendor), which will enable them to build a culture and commitment for quality
and timely delivery that achieve mutual benefits for both parties. According to Bragg (2006)
even though there may be good reason for outsourcing, still there are a good number of risks
associated with outsourcing which he feels the manager must put into consideration. The
manager (s) making outsourcing decision must be aware of these risks before deciding to hand
over functions to the supplier. He noted that, some functions can be outsourced at considerably
less core areas to the organization than others. The less core areas are identified as those that

can be outsourced at less than the core areas. Areas such as Investment Analysis, Cash flow
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forecasting and Product pricing are identified as high risk functions for outsourcing. He
assesses the level of risks by the efforts required to switch to a new supplier in the case of
failure on the part of the supplier and the impact of this on organization’s operations if not
properly handled. Bragg (2006) classifies organizational functions into three namely the low

risk functions, medium risk functions and the high risk functions.

Usually the decision to outsource is taken at a strategic level and it requires board approval
Bragg (2006) opined that decision to outsource can be initiated at both low and high levels.
The levels at which decision is taken depends on the function involved. A low risk function
can be taken by a low level manager without notifying senior management while it is
inappropriate to outsource high level functions without the input of the most senior executives
of the organization. Bragg (2006) outlined the three steps to follow in contracting functions to

suppliers:

The process of outsourcing normally starts with first, identifying the functions to be outsourced
and providing a convincing evidence as to why of the decision. Contributing to this idea
(Bragg, 2006) opined that a manager should consider at this level the underlying reasons why
outsourcing is being chosen, whether it is necessary to outsource an entire functional area or
just a task or tasks within the function. The necessity is to avoid handing over a function well
performed by the in-house staff to a supplier who will not do better.

In this step an outsourcing supplier will be chosen. The supplier is chosen through the

following procedures:

1. Proposal Stage: Requests for proposal are made through bids receive from suppliers.

2. Supplier Competition: The organization marks and scores each supplier under
competitive setting. The government’s executives meet a number of times with the
prospective suppliers, organization’s requirements are clarified and the supplier’s
responses are obtained. Some suppliers are disqualified out at this stage under what is
known as down selection in the industry. Due diligence stage may be reached with the
client organization with only two suppliers who may be asked to submit what is called
“pbest and final offer” (BAFO), for the client to make final down selection decision to
one supplier

3. Negotiation Stage: This stage involves the client and the supplier going through request
for proposal, supplier’s bids, Best And Final Offer (BAFO) submitted are involved with
the aim of translating all these documents into a contractual agreement between the
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client and supplier. At this level documentation and the final pricing structure are
finalized and agreed upon. The agreement usually specifies or defines the terms under
which the two parties can work together. The agreement governs the relationship
between the supplier and the client. According to Bragg (2006) there are three
significant dates that each party signs up to the contract thus the signature date, the
effective date and a service commencement date. The signature date is the date on
which the documents are signed; an effective date is the date when the contract terms
become active; and a service commencement date is the date when the supplier will

take over the services.

4. Termination and Renewal Stage: The contract can be renewed or terminated towards
the end of its terms. Termination may involve taking back the service for in-sourcing or
the transfer of services to another supplier Barly et al (2008) support the outsourcing

process model introduced by Lonscale and Cox (1998) which is presented in page 18.

(Raiborn, Barfield and Kinney 1999) refer to outsourcing as outcomes of managers attempt to
develop strategies that exploit the firm’s core competencies. The authors introduced the idea of
core competencies into their own definition, which they described as any critical function or
activity in which an organization has a higher proficiency than its competitors. High
proficiency can be interpreted to mean activities which the firm can do better or less
expensively than its competitors. They are the root of competiveness and competitive
advantage and forms part of an organization’s personality (Raiborn, Barfield & Kinney 1999).
Hence companies outsource activities that are not viewed as core competencies to enable them
to further develop their core competencies and devote additional resources to those skills or
expertise that represent potential sources of competitive advantage. So the emphasis here is on
core and non-core competencies but that is not to say that cost is not an important factor in in-

source/outsource decisions.

Ezenwa (2006) defines outsourcing as transferring part of a company’s functions to specialist
suppliers, who have the capability to perform the service better than the company’s itself. This
author’s definition includes one of the motivating factors considered in outsourcing decision.
An organization may outsource because it lacks the capability for better production of the
goods and services outsourced. But this is just one of the numerous reasons why organizations
outsource. Ezenwa (2006) classifies outsourcing into tactical and strategic. In tactical

outsourcing, the driving factor is cost reduction; that is, the firm engages in outsourcing simply
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to reduce cost, while in strategic outsourcing, the main concern is long-term competitive
advantage. He noted that outsourcing is now shifting base from tactical to strategic and that the
factors that influence decision in strategic outsourcing include core competence, value chain
activities and supplier-customer relationship. His definition rightly considered the idea of
strategic outsourcing while neglecting tactical outsourcing. In a summary form, outsourcing is
simply procurement of goods or services from outside the organization instead of providing the

goods or services internally within the organization.

Fig. 2.2 The Outsourcing Process

Decision to outsource
Internal assessment of critical of business activity

v

Decision to outsource: internal assessment of external supply
market

\ 4

Internal selection of appropriate types of external supplier
relationship

y
Supplier selection

v

Supplier management

!

Re-tender return in-house

Source: Lon scale and Cox, 1998

Barly (2008) stressed that many organizations have no formal outsourcing process, and as a
result, they make short-term decisions based on reduction of overhead costs, rather than
managing the risks and securing the value added and continuous improvement. They believe
that the model allows organizations to assess the risks of outsourcing in terms of non-core/core

competencies and the criticality of the activity.

2.1.2 Outsourcing Costs

These are the cost associated with contracting out the goods, services and functions to outside
or independent contractors who have the comparative advantage, with respect to the
prerequisite experience, expertise, personnel and the technology that would make their
products competitive both in their immediate environment and globally. The outsourcing cost,

though are cost incurred for involving an outside organization in rendering services or supply
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of goods to the public sector organization, it is also the cost payable to the vendor, contractor
or supplier for the goods supplied or services rendered (Chang 2007).

Outsourcing costs cannot be separated from outsourcing risks and outsourcing benefits. The
risk of status quo, may lead to fear of accepting price already set not by the forces of demand
and supply in the open market, but price which serves as a benchmark for comparing the prices

quoted by bidders and the lowest responsive bid price, whichever is lower Domberge (1995).

The estimated cost for outsourcing by the public sector organizations are incorporated into the
capital and recurrent annual budget of the public sector organization, it all depends whether the
government wants to create, equity and investment of the private sector to render some
services in the area of infrastructural development and growth of the economy. All these will
help to control outsourcing planning and expenditure. When the cost of outsourcing is properly
articulated in the annual budget it will help the public sector realize the gains of outsourcing in
form of cost savings, efficiency, effectiveness, improved service delivery, reduction of

wastages and compliance to best business practices (Easterly 2002).

2.1.3 Specification of Public Act 2007

According to section 57 PART X 1(1)-(13) stipulates of code of conduct for public officers,
suppliers, contractors and service providers with regards to their standards of conduct
acceptable in matters involving the procurement and disposal of public assets. The act also
specified the items, services, works, contracts and functions to be outsourced such as Catering
Services, laundry Services, Security Services, Information Communication Services, Hospital
Services, Haulage and Transportation Services, Mail Delivery Services and host of others.
These services must be taken into consideration based on the annual budgets of the public

organizations involved in the contracting out these services.

The benefits of contracting out or outsourcing these services must not be restricted to be public
institutions, but value added of the citizens or the generality of the public and the interest
groups and stake holders. The Prices of such services so outsourced must be seen to be
competitive by comparing the prices of outsourced goods and service with those produces in —
house (or not outsourced). It is important to note that, cost savings is one of the major reasons
why government embarks on outsourcing decision making. The money saved for not
producing such goods and services could be used for the provision of other critical services are
not outsourced. In addition, compliance to the outsourcing law has proved that money saved,
could be used to finance other recurrent budget of the government as a short term arrangement

or incorporated into the rolling plan of the government at the long run decisions.
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2.1.4 Compliance to the Public Procurement Act of 2007

The compliance to the Public Procurement Act 2007 is state in (section 2, section 15 and 16).
This will result to harmonization of the existing government policies and practices on public
procurement to ensure probity, accountability and transparency in the procurement process.
Secondly, it will establish pricing standards and benchmark the acceptable prices to the
vendors. Thirdly, it will ensure application of fair, competitive, transparent value for-money
standards and practices for procurement and ensure attainment and professionalism in the
public procurement system. The provisions of the Act apply to all procurement of goods,
works, and services carried on by federal government, all procurement entitles and all other
entities which derive at least 35% of the fund appropriated for procurement from the federal
share of Consolidated Revenue Fund. An exemption is procurement of special goods, works,
and services involving national defense or national security (section 15). The basic principles
of procurement are set out in section 16 of the procurement plans, lowest evaluated responsive
bid, supported by prior budgetary appropriations. No procurement shall be formalized until the
procurement entity has ascertained sufficiency of funds to meet the obligations and subject to
the threshold in the regulation, and has obtained from the Bureau a “certificate of No objection
to contract award”. Moreover public procurement shall be by open competitive bidding and
should be conducted in a manner that ensures transparency, timeliness, equitable for ensuring
accountability and in conformity with the acts and regulations. It must be conducted with the
aim of achieving value for money and fitness for propose, and also in a manner that promotes
competition, economy and efficiency. The Bureau has gone ahead to provide a procurement
procedures manual for public procurement in Nigeria published in January 2008. The manual
provides guidelines to all Federal Ministries, Extra-Ministerial Departments, Agencies,
Parastatals, Corporations and other public entities set up by the constitution or national
assembly. Section 2,1 of the Manual states that good public procurement is one that ensures
economy and minimization of waste, efficiency in service delivery, fairness, reliability,

transparency, accountability and ethical standards.

Outsourcing goes hand in hand with contracting out; in fact contacting out through competitive
tendering is another name for outsourcing through competitive tendering in Nigerian which is
regulated by the Public Procurement Act no 14 of 2007. The Act established the National
Council on Public Procurement and the Bureau of Public Procurement as the Regulatory
Authorities, are equally responsible for the monitoring and oversight of public procurement.
The authorities are equally responsible for harmonization of the existing government policies

and practices by setting standards and development of legal framework and professional
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capacity for public procurement in Nigeria and other related matters. The National Council on
Public Procurement consists of 12 members with its chairman being the Federal Ministry of

Finance and the Director —General on the Bureau of Public Procurement as the Secretary.

2.1.5 Capital Expenditure

Capital Expenditure in outsourcing is a deliberate strategy by the government to create equity
for the private sector participation in rendering those services in which they have a
comparative advantage over the public sector organizations. The World Bank Assessment for
the decay of infrastructural facilities and lack of maintenance was as result of non participation
of the private sector organizations. It behooves on the government to create enabling business
environment and give incentives by release funds as contained in the annual budget for
outsourcing activities to trive and the full benefits of outsourcing to be enjoyed by the citizens
as some of these services are received at a very competitive prices (Horngren, Foster & Datar
2011).

2.1.6 Recurrent Expenditure

Recurrent Expenditures are typically made more than once in a year, and may even be made on
a scheduled basis. Some expenses, such as laundry services, Catering services, security
services, Haulage and many others are made periodically on daily, weekly or bi-weekly basis.
Recurrent Expenditures in outsourcing excludes payments for capital assets (Raiborn, Barfied
& Kenney 1999).

2.1.7 Total Capital Expenditure

Capital and Recurrent Expenditure are considered to be overall expenditure and account for all
the expenditure budget of the public sector organizations doled out by the government as
contained in the appropriation act or the annual budget of the government. Both the capital and
Recurrent Expenditure are important in the outsourcing decisions of the public sector
organizations as the success or failure of outsourcing decisions of the government are

dependent on the capital and recurrent expenditure.

2.1.8 In-House- Cost

In-house cost refers to the cost incurred in conducting an activity or operation within the
organization without contracting out such operations. An in-house operation is also an activity
performed within the same business, using the company’s assets and employees to perform the

necessary tasks and the cost and prices of in-house goods and services are naturally higher than
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those outsourced. Also they are higher than those outsourced. The determination as to whether
to keep activities in-house or to outsource often involves analyzing the various costs and
associated risks. How these costs are calculated may vary depending on the size and nature of
the core business (Bragg 2006).

2.1.9 Procurement Plan Cost

Procurement plan cost provides the public sector organization and the outsourcing agencies a
complete project procurement plan template, to help the stakeholders in outsourcing to quickly
and easily create a proportionate cost to the benefits of outsourcing agencies. The initial cost
incurred by way of planning procurement exercise is to ensure that the right products are
bought at the right prices, the selection of vendor with the best expertise and technology and
avoidance of reduction in the quality of the products outsourced.

2.1.10 Capital Expenditure and Outsourcing Cost

In a regulated economy, government may take a deliberate action in order to create
opportunities of employment, development of infrastructure in the areas of road construction,
power and energy, sea ports, railways and host of others. The government may decide to use
indigenous contractors so as to stimulate the economy for economic development and growth.
It becomes imperative that, the annual capital budget of the government will be the engine
room that will house such projects. In addition, this cannot be achieved without giving
consideration to outsourcing cost, must commonly, cost benefit analysis will reveal whether
the outsourcing cost are critical in the areas of Vendor selection, open competitive bidding
expenses and advertising for all of bidders (Ofoegbu 2011).

2.1.11 Recurrent Expenditure and Outsourcing Cost

Outsourcing recurrent expenditure excludes payments for capital projects as explained in the
capital expenditure and outsourcing. The recurrent expenditure covers such areas as, security
services, cleaning services, catering services, laundry services. Information technology
services, Haulage services among others. The regularly occurrence of these services weekly,
bi-monthly and monthly makes it imperative, that such services will be imperative, that such
services will be taken care of in the recurrent expenditure budget. The decisions involved in
choosing public functions to outsource, planning for outsourcing, selection of vendors and

choice of contract price and the associated outsourcing costs (Allen 2015).
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2.1.12 In-House Cost and Outsourcing Cost

In outsourcing decisions, the first step for many public sector organizations is to compare the
cost of the goods and services when they are produced in —house or within the organization
with the employees and the facilities of the public sector organizations. The second step is to
apply cost — benefit and analysis to determine either to produce or to buy, in management
accounting other scientific accounting tools are used to effectively make this decision. From
experience, because of overhead costs the goods and services produce in —house are always
high and expensive, this is where the public sector enjoys the benefits of outsourcing with
respect to cost savings, cost reduction and other forms of rebate that makes the prices of

outsourced goods and services most competitive Hodge (2010).

2.1.13 Procurement Plan Cost and Outsourcing Costs

The procurement plan cost are the cost of preparation before the actual outsourcing takes place.
The attention of the stakeholders must be drawn to what is about to happen by way of
advertising, tenders will be collected and a date for bidding with its conditionalities must be
addressed. The selection process must also be completed within the stipulated period in law.
Where these preliminary expenses, exceeds the outsourcing benefits, having given
consideration to other outsourcing cost, the public sector organization may decide not to

outsource but to produce such goods and services in-house Richards (2014).

2.1.14 Outsourcing Opportunities in Nigeria

Outsourcing industry is a sector with immense potentials for economic growth and
development Akunyili (2009). Intra Net Work (2009) states that Nigeria outsourcing potential
is enormous. It can help a nation to achieve long-term economic growth. In Nigeria it can be
developed as a non-oil sector and can be used to empower the private sector. Outsourcing is a
developing sector of the Nigerian economy, and it is said to be at its infant stage. Other
countries such as India, China, Brazil, and Ghana are reaping outsourcing benefits. India is
considered the global leader especially in off shoring market Intra Network (2009).
Information Technology (IT) and infrastructure outsourcing are developing in Nigeria
currently and it is expected to grow. Government involvement in Technological developments,
promotion of ICT and the country’s exposure to the global happenings in the outsourcing

business will certainly help in developing the industry (Frost and Sullivan 2009).
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It is envisaged that outsourcing business in Nigeria will outburst in the near future. There are
much potential that attract offshore operations in Nigeria. The Nigeria’s global competitive
nature and her labour cost structure contribute to that. The areas of concentration are
telecommunications, banking, financial services and insurance sectors. According to market
analysts (Frost & Sullivan 2009) by the year 2015, outsourced contract center segment such as
email and SMS services, Health and Medical Organization (HMO) sector will become the
main areas of market growth. Outsourcing has been recognized as an area which needs
development hence the Federal Government in 2007 enacted National Outsourcing Policy. The
establishing of this policy has helped to convince the International World that Nigeria is ready
for outsourcing business. Also government promoting ICT is evidence that outsourcing
especially in IT business can flourish in the country. Government interest in outsourcing and
off shoring was also demonstrated when in June 2009, the World Bank and Outsourcing
Development Initiative organized a conference which was addressed by the Federal Minister
for Information. The objective of the conference was to sensitize the public and private sectors
in Nigeria, on the benefits which can accrue to Nigeria if outsourcing business is developed. It
was also to enlighten them on the best way to position Nigeria as an off shoring destination for
countries all over the world Akunyili (2000). Akunyili (2009) outlined the benefits that will
accrue to the country as technological advancements, skills enhancement and human capital

development, employment creation, wealth creation, and revenue generation.

The implication is that if all these are gained by the country as a result of outsourcing, the
country’s GDP will improve, and therefore, the people’s standard of living will be raised. The
best way to develop the industry is through public and private partnership. Experiences in
India, China and Ghana are strong evidence that outsourcing industry required private public
sector partnership if the objective is to be realized. When the industry is developed, Nigeria
will become a destination for off shoring business for countries or developed countries all over
the world (Akunyili 2000).

The concept of outsourcing remains the same even though the nomenclature differs from
government to government and from country to country. Outsourcing in the public sector
involves contracting out government services previously performed in-house to an outside
supplier (Hunter & Healy 2002) define public sector outsourcing with a private sector to take
responsibility for a process for which the government remains accountable. In their own
definition (Gariffiths & Figgis, 1996) contend that outsourcing is an arrangement whereby a

contracting agency enters into a contract with a supplier from outside that agency for the
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provision of goods and / or services which were previously provided internally. Public sector
outsourcing is not new, what seems to be new about it, is that for more than a decade, it has
spread and widened in scope, and complex functions that are central to public administration
are included in services outsourced (Hunter & Healy 2002). For instance at the earlier stage of
outsourcing in the Western Countries, government outsourcing was primarily applied to
functions such as maintenance, security, and foodservice. Now the services have widened in
scope to include information technology. It has become a very important tool used by public
sector managers for effective management of government resources. Steelyard (1998) opines
that outsourcing has continued to gain popularity in both the private and public sectors. He
observed that, while the private sector is turning to outsourcing for a wide range of functions,
governments in various countries are turning to the opposite or being forced to seriously

consider reliance on outsourcing.

Government all over the world have been evolving new approaches that would enable them
manage their resources in order to be able to cater for the ever increasing responsibilities to
their citizens. As a result, public sector management is undergoing some reform processes
from time to time. New management initiatives are introduced. Nigerian government
introduced some reforms in every aspect of her economy which is still ongoing. Within these
reforms, the government seeks for private sector participation in the provision of goods and
services which were previously provided alone by the government. Hence, government now
shifts from the usual production of goods and services to the use of competitive tendering and
outsourcing for procurement of goods and services which can be called outsourcing, with the
intention of reducing cost of doing business in all public sector institutions in Nigeria and as
stipulated by the Public Procurement Act of 2007.

The present era of global competitiveness has made organizations concentrate on their core
competencies. Their core competencies are those productive activities which earn them
competitive advantage over others. What this means is that, organizations now concentrate on
the production of product/service components in which they have a higher degree of
proficiency than their competitors (Raiborn, Barfield & Kinney 1999) state that core
competencies are the roots of competitiveness and competitive advantage. Organizations
produce in-house, those goods or services they can produce most efficiently and contract out
those goods or services they could only produce at a much higher cost Prager (1994). While
organizations exploit their core competencies, non-core competencies are outsourced.

Outsourcing is the procurement of works/goods/services from outside the organization rather
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than from within. By outsourcing non core activities are contracted out by while organizations
concentrating on their core area of activities and become proficient in them and produce at a
cheaper rate than their competitors. This arrangement will be better achieved with the
application of Cost -Benefit -Analysis, if properly utilized; a better result will be achieved by

saving costs.

Outsourcing has become very significant in management of organizations financial resources.
Apart from enabling companies gain some competitive advantage, researchers such as
(Gariffith & Figgis 1998) Bragg (2006) identified cost reduction, increased efficiency and
enhanced accountability allows for better skills and technology, lower level or capital

investment and performance improvement as reasons why outsourcing is significant.

Outsourcing has become global and common practice in most industrialized nations (Jensen &
Stonecash 2004) both in public and private organizations. For instance in the USA. American
Express Company outsourced processing of customer bills payments to U.S. Postal Services in
mid 1997 because U.S. Postal Services has monopoly of first class mail delivery (Raiborn,
Barfield & Kinney 1999). McDonnell Douglas contracted out all of its computer and
telephone services to IBM and Business land. British Petroleum outsourced a divisional
finance department to Arthur Anderson (an Accounting Firm) Mobil Oil also contracted out
refinery maintenance and AT & T outsourced its credit-card processing. Pitney Bowes. Xerox
and Ameriscribe contracted with U.S businesses or all sizes for copying, faxing, and mail room

facilities (Prager 1994). The less industrialized Nations arc not left out.

In Nigeria outsourcing is also practiced. For instance, Famafirm (a Business Process
Outsourcing firm, and legal experts in brief writing), provides legal outsourcing to law firms in
Nigeria, and companies in commonwealth countries. The National Mail Transportation is
outsourced to private transport companies in the National Mail Route Network (NMRN). Some
states in Nigeria outsourced revenue collection to private companies Sansui (2008). There are
now private sector participation into virtually all processes and operations of the Nigerian
Postal Services (NIPOST) this has brought remarkable improvements in the organizations
since the year 2000 (Chigbu 2005). But the implications on the annual budget of the public

sector organizations must be compared with the perceived benefits of outsourcing.

In the public sector which is the main focus of this study, outsourcing has become a means of
contracting out to private sector firms the responsibility for a function or process for which the

government remains accountable (Hunter & Healy2001). In different countries of the world,
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the government has made the private sector become active participant in the production of
public goods and services through outsourcing. Outsourcing is not new but what is actually
new is the discovery of outsourcing as a useful tool that enables governments world over in the
management of their finances (Gariffith & Figgis 1997). Governments across the globe have
shifted from the usual purchasing of goods and services from the private sector to the
wholesale use of competitive tendering and outsourcing as a management reform process.
Open competitive tendering is a transparent process of inviting supply bids from the public and
selecting suppliers based on their technical and financial proficiency. There are a good number
of reasons for outsourcing in the public sector. They include cost saving and budget control
(Jumoh & Wood 2002) budget pressure and demand for improved service delivery Jonas
(1994) increased expectations of services provided by government agencies, increased pressure
to improve efficiency, and reduction in cost Keller (2004) in their study of human resource
outsourcing in public sector, identified cost saving, avoidance of capital outlay and turning
fixed cost into a variable as three basic financial drivers of outsourcing, while (Hunter & Healy
2001) recognized global fiscal pressure, and increased demand for government services with
much reduced financial base as what drove governments into deploying outsourcing as a
solution. By outsourcing according to Prager (1994) government authorities can avoid some
bureaucratic barriers and focus on their most critical operations, and relegate the remaining

operations to contractors.

However, outsourcing is not without its risks which include loss of control, over dependence
on supplier, loss of privacy, and quality reduction (Gariffith & Figgis 1998) (Raiborn, Barfield
and Kinney 1999) Bragg (2006). Consideration must be given to the various price tags in
outsourcing such as Standard Price, Quoted Price, Least Price, Bench Mark Price and the
Vendors Price. Outsourcing started at different times in various countries. In the United
Kingdom, United States of America and New Zealand, outsourcing started in 1970s and 1980s.
It was introduced in Britain in the 1980s by the Conservative Government of Margaret
Thatcher. The aim then was to downsize blue-collar Council and National Health Scheme
(NHS) workforce and cut costs. Then outsourcing was seen as a means of rolling back the
"bureaucratic” state, and injecting into moribund services the competition needed to increase
quality and responsiveness. The USA and UK started the forces that have now caught on
worldwide. As a result of its proven record of success (Caroll & Eger 111 2000) describe it as
something of a mantra in modern public management. In the last two decades, western
democratic governments have been using the strategy of outsourcing and competitive tendering

as a reform process and which fiscally challenged governments have adopted as a financial tool

11



for new public management initiative Jonas (1994) (Gariffith & Figgis 1997). All these are
believed to have resulted to economic growth and development and great improvement in the
country's Gross Domestic Product (GDP). A range of activities are being contracted out in the
Western countries. They include building and equipment maintenance, cleaning, catering,
prison management, information technology, telecommunications, waste management, mail
services, printing, training, legal services security, and a host of others. However, the
commonly outsourced services by the public sectors include garbage collection, road
maintenance, and job training (Caroll & Eger Il 2004). In African, countries like Botswana
and Zimbabwe, they have contracted out a number of services such as maintenance, security,

non-clinical health services, cleaning, laundry, catering, and billing.

Recently the Federal Government of Nigeria embarked on various reform initiatives which are
expected to usher in transparency, effectiveness, efficiency, cost reduction and value-for
money delivery in public expenditure Obasanjo (2004). The most relevant reforms to the study
are the Public Service Reform which downsized the number of public servants through
outsourcing, Adegoroye (2000) and the Public Procurement Reform which monitors the
procurement processes (through competitive tendering) of government ministries, parastatals,
agencies and extra ministerial bodies. These reforms are sequel to a World Bank's Report on
"Nigeria Country Procurement Assessment” which identified so many weaknesses in the
procurement system. An earlier report on "Restructuring Urban infrastructure in Nigeria"
found that one of the reasons why Nigeria's infrastructural facilities were crumbling was
because the private sector was excluded from provision of such. The report noted that water
supply, sewerage, sanitation, drainage, roads, electricity, waste disposal all suffer from years of
serious neglects and routine maintenance on them, was almost zero World Bank Reports (1996
& 2000). Through these reform initiatives services such as security, cleaning, catering
laundering, hospitals consultancy maintenance and others are being outsourced through
competitive tendering by some public sector organizations. The success of this programme
depends on a number or things but most essentially on how outsourcing decisions are made

and the information base available for such decisions.

2.1.15 Reforms in the Nigerian Public Sector and Outsourcing
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A diagnostic study carried out by the Office of the Head of Service of the Federation in the
year 2002 revealed among other anomalies that:

a. The Nigeria Civil Service had about 60% of staff within the age bracket of 40 years and

above.
b. Unskilled staff within grade level 01-06 constitutes about 70% of the entire work force.
C. There was prevalence of ghost workers as a result of poor personnel records and payroll

control system.

d. Presence of non-transparent and procurement system.

(Ayuba, Tsado, & Inyang 2008). Moreover, Adegoroye (2007) highlighted that the percentage

distribution of Federal Civil Service by cadre as at 2005 was as shown in the table below:

Table 2.1 Percentage Distribution of Federal Civil Service by Cadre as at 2005

Item Percentage
Directorate Cadre 2.0%
Non-Directorate Graduate officer cadre 10.0%
Executive, Technical and Clerical class 18.0%
Sub-Clerical, Miscellaneous and un-established grades 70.0%

Source: Culled from Adegoroye, 2007, P.6.

Obasanjo (2005) states that, government had just discovered that nearly 80% of its resources were
being allocated to recurrent expenditure, while only 20% was deployed to capital projects. This
situation adversely affected national economic growth and the government was then putting in
place policies to reverse the trend. All these called for intervention and measures that would

ensure complete over hauled of the civil service hence the reforms.

Economic management reforms, government reform and strengthening of institutions, and
transparency, accountability and anti-corruption reforms, public service reforms. The overall
objective of reforms in the public service is to transform the services so that it can become a
viral and accountable institution, with a capacity to respond to the developmental challenges of
the nation by delivering improved services to the citizens. There were institutional

arrangements for coordination and implementation of these reforms. They include:

a. Anti-corruption reforms of Independent Corrupt Practices and other Related Offences
Commission (ICPC).
b. The Economic and Financial Crimes Commission (EFCC)

C. National Information Technology Development Agency (NITDA)
d. The Budget Reform at the Budget Office,
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Public Procurement at the Budget Monitoring and Price Intelligence Unit (BMPIU)
Accounts at the Office of the Accountant General of the Federation (AGOP)
Audits at the Office of the Auditor-General for the Federation (OAUGF)

Tax Reforms at the Federal Inland Revenue Services

o Q oo

Ports and Customs Reforms at the Nigerian Customs Services (NCS)
J. Judicial Reform (Adegoroye, 2007:51-52).

A body known as Bureau of Public Service Reform (BPSR) was established and assigned with
the responsibility of coordinating the implementation of the reforms (Ayuba, Tsado, & Anyang
2008). The Public Service Reform Strategy Document was formalized in July 2003 while the
Bureau was established in February 2004 as an institution platform for Public Generic
Guidelines for reforms on Ministries, Departments and Agencies (MDA’s) and another for
Parastatals. The reform guidelines were first implemented in six MDA’s thus Federal Ministry
of Finance, Federal Ministry of Solid Mineral Development, National Planning Commission,
State House, and Federal Capital Territory. The implementation was extended to the rest of the
Civil Service in 2005. The reform programme is being implemented in phases and the first
phase ended in 2007. On all of the measures embarked upon for the delivery of the Civil
Service from its staffing problems, this was through the injection of new entrants into the Civil
Service and disengaging the unproductive ones. As these people are engaged their services
would either be handled by the new intakes or outsourced to the private sector. The actions
taken by the government to implement the programmes phase one include the implementation
of the monetization policy in which accommodation, fueling and maintenance of official
vehicles and transport, furniture, utility, duty tour, domestic servants, and medical allowances,
leave grants, meal subsidy, and motor vehicles loan have been partially or fully monetized
Adegoroye (2007). Monetization is seen as an effort and part of government plans to reduce
government spending as well as eliminate waste Obasanjo (2004).

Monetization came about because, over the years, it was discovered that government
expenditure had continued to rise, partly because of the benefits in-kind given to public
servants. Examples of such benefits are: accommodation, transport facilities, chauffeur driven
vehicles, free medical services and highly subsidized electricity, and telephone services. The
cost of providing these amenities had become so large that little was left for funding of capital
projects. The guideline set out the criteria for disengagement of certain categories of staff
especially those whose services were no longer required. These were those jobs monetized,
outsourced or abolished. Services affected were cleaners, drivers, cooks, security men,
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messengers etc. these categories of staff were disengaged by paying them their severance from
service and terminal benefits. This payment stated in April 2008, after the conclusion of the
first phase. Some of these services were outsourced to the private sector thereby engaging in
Public Private Partnership which, involves promotion of partnership between the government
and the private sector in order to eliminate the burden of the dwindling government funds. The
private partnership incorporated into the reform initiative meant to help the Nigerian’s public
service to embrace global best practices in the service. It must be remembered that in 2003, the
National Economic Empowerment Strategy (NEEDS) was introduced as a pilot programme on
which all reform initiatives of government in various sectors are anchored for proper alignment

within the overall goal of promoting good governance and accelerated national development.

NEEDS is a Micro Economic Framework that was Anchored on:

a. Promoting private enterprises by creating enabling environment for private sector to
grow, create jobs, and generate wealth.

b. Empowering the Nigerian people by creating jobs, providing affordable houses for the
people, and improving health care services

C. Changing the way government does its work by identifying the core business of
government and sticking to them while allowing the private sector to run business and
provide other services for which they have comparative advantage over government,
Adegoroye (2007). It was envisaged that this would make government jobs to decline

and the cost of running government to reduce drastically.

It is in line with the point number (c) above that the monetization policy was formulated and
implemented. This was the focal point of outsourcing activities in the public sector. The
government institutions are expected to contract out those services in which they have less
competitive advantage to the private sector and then focus on their core activities. In the
process of outsourcing, contracts are awarded. The reform covers the area of contract awards
because it is a means through which government funds are siphoned into private bank accounts
of individuals. The Obasanjo administration took over the government in 1999, he felt that
sound procurement policies and practices are among the essential elements of good governance
(Countries Procurement Assessment Report 2003). Placing public procurement systems on the
right position, at both federal and state levels, was one of the highest priorities for controlling

corruption and achieving value for money in public expenditure management.

Therefore, in the year 2000, the government of the federation engaged a team of consultants

led by Rogati Kayani to review the structure, the existing framework, the procedures and
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practices of the country’s public sector procurement, and see how they differ from formal
organization and other risks associated with procurement processes. It is pertinent to mention
here that procurement cannot be separated from outsourcing because outsourcing involves
contracting out through competitive bidding and affects the economy and social lives of every
Nigerian. The large part of corruption revolves around procurement process. (Interra Networks
Inc 2009).

Some of the findings of the group were:
a. That the regulation of public procurement then had no permanent measure, for
surveillance and control.
b. There was no permanent body outside the purchasing entities monitoring and
controlling the procurement process.
c. No central policy making entity for public procurement rather ad hoc circulars were

issued by the ministry of finance and in some cases the presidency.

The system was said to have relied heavily on high degree of self control within the ministries
and other government entities and could be seen as lack of transparency by the
suppliers/contractors. It was sequel to this that Nigeria immediately established a due process
office popularly known as Budget Monitory and Price Intelligence Unit in year 2000 and
subsequently issued Public Procurement Act of 2007.

2.1.16 Reason for Outsourcing in Nigeria

Companies primarily outsourced to reduce certain costs- such as peripheral or “non-core”
business expenses, high taxes, high energy cost, excessive government regulation/mandates,
production and/ or labour costs. The incentive to outsource may be greater for U.S. companies
due to unusually high corporation taxes and mandated benefits, like social security, Medicare,
and safety protection (OSHA Regulations). At the same time, it appears U.S. companies do not
outsource to reduce executive or managerial costs. For instance, executive pay in the United
States in 2007 was more than 400 times more than average workers in Nigeria, a gap twenty
times bigger than it was in 1965. In 2011, twenty-six of the largest US corporations paid more
to CEO’s than they paid in federal taxes. Such statistics imply that the reason companies

outsource is not to avoid costs in general but to avoid specific types of costs.
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2.1.17 Benefit of Outsourcing to the Nigeria Economy

Many Countries of the world such as China, Brazil, India to mention but a few, are benefiting
from outsourcing and Nigeria is not an exception. The outsourcing industry is a developing
area of our economy. Though outsourcing is still at its developing stage and the existing
opportunities are not maximally utilized, however, its reasonable impact is being felt in our

economy especially in the following areas:

Revenue Generation:

Key sectors of the Nigerian economy such as Financial, Telecommunications, and Oil and Gas
industries outsource some of their IT functions to third parties. IT outsourcing in particular is
fetching some revenue to the economy. Its revenue earning was estimated at $58.0 million in
the year 2007, and it is estimated that by the year 2015, the revenue earning will increase to
$330.0 million (Frost & Sullivan 2009). Services outsourced mostly provide back-up and
dedicated hosting. Disaster recovery is an IT outsourcing service which provides backup
systems for companies to ensure continuity of business operations during power failure. The
growth of outsourcing revenue and empowerment in IT outsourcing is expected because the
Federal Government is now involved in ICT promotion, Technological developments and the

country has been exposed to the global events (Frost & Sullivan 2009).

Improved Revenue Collections:

Many States Board of Internal Revenue engage consultants or rather outsource their tax
collection while the assessment is made by the Board. This outsourcing services started around
1990’s as a result of low revenue generation, and high incidence of tax evasion witnessed by
various states and local governments in Nigeria. To accelerate internally generated revenue
collections, the services of tax collections were outsourced to consultants and reasonable

improvements have been recorded (Afolabi 2009).

Downsizing Tool:

Outsourcing has helped the Federal Government of Nigeria in downsizing the number of
workers in the civil service thereby reducing waste and expenditure in government. Evidence
shows that public officers in Federal, State and Local Governments amounted to 2,267,492
Adegoroye (2004) about 590 public enterprise were owned by the Government and this
constituted major drain on the economy of the country over the years Adegoroye (2006).
However, the federal government reform process in general and Public Service Reform in

particular which affected various sections of the government institutions, resulted in
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outsourcing of certain categories of jobs and staff rationalization. The reform exercise led to
the disengagement of about 35,700 Officers in the civil service in the first phase. By 2008, the
number increased to 41,000. In the parastatals the number disengaged was 38,000. This
exercise saved a sum of #10.0billion to the country in 2007. Even though all the staff
disengaged was not those whose services were outsourced but outsourcing of certain services

boosted the number.

A study carried out in 2001 by Management Services Office (MSO) of the Office of the Head
of Service of the Federation of Nigeria revealed that a deficiency was observed in the mix of
skills and competencies of staff in the core civil service. A deficiency was observed in the
composition of different cadre of staff in the civil service based on skills and competencies.
According to the Adegoroye (2000) 70% of the 161,000 officers in the core civil service
belonged to the Grade levels 01-06 comprising of cleaners, gardeners, security guards, drivers,
messengers and clerical assistants. The University graduate population was about 12%. The
point here is that outsourcing helped to solve the problem as all of these services which were
formally executed by staff of Ministries, Extra-Ministerial Departments, Agencies and
Parastatals have been outsourced to private organizations while the government institutions

concentrate on their core functions.

Foreign Direct Investment:

Many IT companies have come into Nigeria to do business. They invested and ejected huge
amount of money into the Nigeria economy. For instance Intra- Net Works Inc is a foreign
company based in Atlanta, USA, engaged in facilities-based, telecommunications services.
This company has its Nigeria Head Office in Abuja. It has invested over US$3 million in
establishing Business Process Outsourcing (BPO) operation in Abuja, Nigeria. The company
has employed over 100 Nigerians who would have been roaming the streets of this country
(Intra Net Works 2009). Another of such kind is C & I outsourcing, a division of C & I leasing
PLC which has been granted license by the Federal Ministry of labour to recruit and practice
outsourcing in Nigeria. Investments made by these outsourcing companies are of great benefit

of the Nigerian citizens and the economy as well.

Job Creation:
Outsourcing creates jobs for University graduates. It is expected that this industry will create

up to 1.0 million jobs in the next 5 years (Interra Network Inc 2009).
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Economic Diversification:

Nigerian economy has so much depended on oil revenue, that other means of generating
revenue has been neglected. The new outsourcing industry provides a new source of revenue
for the country. (Interra Network 2009) projected that this industry is going to be another oil

boom for Nigeria.

2.1.18 Challenges Facing Outsourcing Business in Nigeria

Some of the challenges hindering outsourcing business development in Nigeria include
infrastructure. Human Capital Development, Finance/Funding and the Nigeria Factor (Interra
Network 2009).

Infrastructure: Outsourcing companies are just operating on the existing telecommunications
infrastructure. Unreliable power supply, Bandwidth, security and communications are the
infrastructural problems faced by outsourcing companies in Nigeria (Interra Networks 2009)

Human Capital Development: The Nigeria employees require skills and general proficiency in
the field where training is required, retention of Staff also discipline of staff all these are

human capital development problems faced by outsourcing companies in Nigeria.

The Nigerian Factor: Most Nigeria business men believe that there is no need for outsourcing.
They believe they can do it themselves (Interra Network 2009). Akunyili (2009) notes that the
benefits of outsourcing are not understood by most businesses in Nigeria.

Limited Number of Outsourcing Companies: Outsourcing Companies in Nigeria are limited
(Frost & Sullivan 2009) opines that limited number of companies that offer IT outsourcing

services is a challenge to outsourcing growth in Nigeria.

Lack of Aggressive Marketing: (Frost & Sullivan 2009) observe that the existing outsourcing

companies do not engage in aggressive marketing.
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22  THEORETICAL FRAMEWORK

2.2.1 Agency Cost Theory

According to (Gariffith & Figgis 2002) Agency theory supports outsourcing by providing the
analyses that helps the understanding of the structure of relationship between the principal
(client) and vendor (supplier), this structural relationship became necessary because of agency
problems. The relationship compels the agents to perform his obligation to the principal and
not to act in his own interest. The Agency Cost Theory is the theory that supports this work,
because such variables as procurement plans and stage, the annual budget of the public sector
and open competitive bidding among other factors are well covered by this theory and this is
the reason, the work is anchored on this theory. This particular theory argues that under
conditions of uncertainty, and incomplete information, two agency problems arose: thus
adverse selection and moral hazard (Baiman & Rajan 2002) Bolumole (2007). Adverse
selection refers to the problem that, the principal cannot determine whether the agent will
adequately perform the work for which he is being paid. On the other hand, moral hazard
referred to the problem that if assigned the task, the supplier may have the same incentive to
work as hard and as carefully in accomplishing the task as the buyer would if he retained the
task. These are problems of lack of trust. These problems have led to development of
safeguarding mechanism to guide outsourcing relationships. It is in the light of this that
policies such as remuneration policies, monitoring policies and methods, performance-based
bonuses, penalties, accounting techniques and attitude towards risk taking are made. By
implication, "the agency cost theory' should find its application mostly in the outsourcing
preparation stage, lowest evaluated responsive bid, sufficient fund on the annual budget,
efficient service delivery and ethical standards in business practices. The notion from this
theory is that instead of employment relationship, a contractual relationship between the
principal and the agent may be the way to obtain optimum performance from the agent, base
on this premise, the authors concluded that in outsourcing arrangement, the principal should
specify in the contract, the outputs expected to be provided, clear performance incentives and
penalties from non-performance by providers. In the others words, this theory supports
formalized, comprehensive outsourcing processes for tendering and selection of vendors and
outsourcing out. This work is anchored on the work of (Gariffith & Figgis 2002), because it
takes care of all the requirements in, outsourcing decision making such as the laws, vendors
selection, techniques used in choosing whether to outsource or not and the implications of

outsourcing.
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2.2.2 Transaction Cost Economic Theory (TCE)

According to (Perunovic & Pedersen 2007)Transaction Cost Economic theory adopts more of
economics to outsourcing process it is assumed to be the most utilized of all the outsourcing
theories, and the best decision making tool which has helped organizations to decide whether
to outsource, or not to outsource, in this theory, the notion is that the organization's decision to
outsource should be based on the relative cost, which comprises of cost of production and
transaction cost of the exchange between the suppliers. Asset specificity according to Urquhart
(2002) refers to the extent to which assets can be redeployed. It is believed that assets with high
specificity involves large additional costs, and gives rise to transaction problems among the
contracting parties. As a result, there may be, need to safeguard such asset investment against
threat or opportunism. Based on this argument, the author concluded that goods and services with
high assets specificity and uncertainty should be kept under the full responsibility and control of
the company but assets with low specificity and uncertainty and relatively frequent can be
outsourced. Urquhart (2002) explains that for each of the outsourcing processes or activities, a

governance structure is established by implication.

Hierarchical governance refers to those activities that should not be outsourced. While
highbred governance refers to those activities, which can be outsourced under tight control,
Market governance describes those functions that can be outsourced. Bolumole (2007)
expatiates further on the highbred governance by saying that some transactions are complex
and so do not possess either hierarchical or pure market governance and the author suggests
that such medium level assets specificity and high transaction frequency should be outsourced
under tight control model for assessing the outsourcing risk which they refer to as outsourcing
risk pyramid. The model specifies processes that should never be outsourced, those to be
outsourced under strict control and those classified as low risk that can be outsourced with

minimal risk.

Another issue that rose out of the transaction cost theory is that outsourcing decision is
expected to reduce transaction cost as much as possible The transaction cost theory is used at
the early preparation stage when examining the contribution of transaction cost and how the
cost might be reduced, Urquhart (2002). Concludes that outsourcing decision will only appear
rational if the saving from production as a result of outsourcing is more than the added

transaction cost.
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2.2.3 Public Choice Theory

Public choice theory supports executive government activities in the way private business is
executed. (Gariffith &Figgis 1998) argued that, government employees are rational human
being who are self interested in maximizing their personal income and influence of the
executives in government usually like to obtain large budgets and as many staff as possible not
minding what is actually required for efficient administration. These employees would like to
take part in government decision-making. These bureaucrats and interested group try to
manipulate or monopolize government policies for their own selfish interest. This leads to
excessive growth of the government budget and distortion in allocation of resources. In order
to cut down on this tendency, towards high jacking government policy and inefficiency,
researchers argue that policy making should be separated from delivery (Gariffith & Figgis
1998). Instead of the public sector organization maintaining and expanding their service
delivery functions, service delivery can be subjected to contracting or outsourcing. It is argued
that competing for service contracts; cost of providing service by government will be reduced.
This is because; a commercially motivated operator will have a financial incentive to minimize
costs of the operation. This type of competitive discipline is absent in the public sector. With
this theoretical framework, all that the government does is to develop outsourcing policy and

monitor service delivery contracts.

2.2.4 Games Theory

Games theory has economic origin (Urquhart 2002). The games theory involves two players;
the purchaser (outsourcer) and the vendor (the Outsourcee) in the case of outsourcing. The
researchers argued that the games theory concept when applied to outsourcing implies that it
may not necessarily be in the supplier's interest to co-operate with the client. Co-operation
between the outsourcer and the outsourcee may depend on the results of several interactions.
The result may be for the two players to co-operate or defect, with different pay offs. The
strategies of players (clients and supplier) depend on what they believe about the motives of
the other, but the information game may be asymmetric in that one can cheat on the other
Urquhart (2002). The concept of core-competencies has been developed based on resource
based theory (Perunvic & Pedeson 2007). At the earlier stage of outsourcing, transaction cost
economic theoretical framework was seen as a generally acceptable and useful framework for
analyzing outsourcing decision. However, as drastic changes involve in the way people
conduct businesses, firms began to explore various means and strategies for organizing their

operations Brain Central (2010). Actions taken by firms' in today's business operations cannot
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only be explained from the perspective of reducing or eliminating transaction cost. This goes to
support Ezenwa (2006) who opines that firm's objectives of outsourcing is shifting from
tactical to strategic objectives. Tactical objective lays emphasis on cost reduction while
strategic goes beyond to cure-competencies. The theory of resource-based is founded on the
premise that decision to outsource may arise because of the need to focus on core-
competencies (Perunvic & Pederson 2007) defined core competencies as the collective
learning in the organization especially how to co-ordinate diverse production skills and
integrate multiple streams technologies. Urquhart (2002) strongly support this idea by
reiterating that organizations which to maintain a distinctive product (competitive advantage)
and will plug gaps in resources and capabilities in the most-effective manner. As the firm
engages in core activities where it has competitive advantages, all those other non-core
activities or peripheral operations can be outsourced (Perunovic & Pederson 2007) found the
application of core-competencies concept in outsourcing as being very popular among
researchers. No researcher on outsourcing theories concluded without given recognition to the
competence concept. In the early years of outsourcing, especially in vendor's selection core
competence concept can be applied because, vendor's competencies are expected to be a very
important factor that influences successful outsourcing. In managing outsourcing relationships
and reconsideration phases, the concept can also be applied. An extension of concept of core
competence concept is in consideration that it is an impossibility for an organization to be
expert in every aspects of the business activities or functions. Hence an organization should
concentrate on the activities where it possesses valuable organized resources and capabilities.
For those activities or tasks where it lacks organized resources and capabilities, it should be
considered for outsourcing to external providers in order to overcome its weaknesses
(Perunovic & Pederson 2007). The specialized provider (external providers) can achieve
economies of large and learning curve effects which came about through concentration on a
single area which enables them to provide their services at a lower cost (Kersten, Koch &
Hohvath 2007).

(Perunovic & Pederson 2007) discussed this in their work, outsourcing process and theories.
According to the authors, the social exchange theory explains interpersonal relations that take
place because of social engagement and exchange. The authors further explain that economic
cost benefit analyses are precondition for social engagement and exchange to take place. They
maintained that human interaction result in exchange of resources, whether material or social.

The exchange involves two people who receive reward or compensation from each other. The
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implication of this theory guides the truncation between the clients who purchases services or
goods from the vendor (the supplier). In the process, there is exchange of financial resources

from the client to the vendor as reward for service rendered or goods supplied.

2.2.5 Resource- Dependent Theory

This theory is not as popular as others are. Of all the researchers Urquhart (2007) was the only
researcher that discussed this concept. This theory emphasizes the importance of the
environment of the organization. The eternal environment collaboration is enhanced and the
recognition of the environment will enable the organization to adopt strategies that will enable
it achieve three important goals thus; gain access to critical resources; stabilize relationship
with external environment; and secure survival for public sector institutions. With
rationalization of external environment collaboration it enhances the access to resources which
are made more effective and efficient. The implication of this in outsourcing framework is that,
there is no need for the organization (outsourcer) to understand the environment in which it
operates, this will help it's evaluation of the vendors, managing relationship with the vendors
and even reconsideration of outsourcing function of the public institutions Urquhart (2007).

23 EMPIRICAL REVIEW

(Perunovic and Pederson 2007) Outsourcing Off-Shore Activities in Oil and Gas Industry in
Iran, a Sample of one hundred three (103) Oil and Gas Services Companies in Iran were used.
The secondary data used were the financial statements of the companies using both regression
and correlation analyses to determine the effect of the financial expenditure incurred in the
production of the spare - parts in-house and the cost when they are outsourced or contracted
out to determine the deviation and relationship between cost and profit. It was discovered that
though the oil companies may have the expertise and competencies required for the fabrication
and production of spare parts but that could result to low capacity utilization of machines and
human resources It was recommended that if such spare-parts were to be produced in- house,
they should be made available to other Oil and Gas companies in commercial quantity. It was
also recommended that preference should be given to outsourcing the production of spare parts

if they are only for the company requirements and in- house utilization.
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(Jenson and Stone 2007) Refuse Collection Services. Primary data was collected through
questionnaires administered on 160 respondents within Bengazi in Libya, Data for the study
was analyzed using Pearson's Correlation Coefficients to determine the relationship among
variables such as cost of disposal and radio-active effect of improper disposal of chemical and
industrial waste. The researchers used cost- benefits- analysis to determine the cost of waste
disposal of equipment, site dump, staff cost, administrative cost and., payment to local
authority as part of the regulatory measure for proper disposal of refuse. Since independent
variable (x) have positive relationship with the dependent variable (y) that shows that it is
cheaper for such services to be contracted to independent contractors. It is recommended also
that, independent contractors should be allowed to carry out the services of refuse collection

and disposal.

Hodge (2010) Disparity between United States 20% Cost Savings and Australian 30% Cost
Savings in Outsourcing. Data were collected from companies in United States and Australia.
The data were analyzed using Pearson's Correlation Coefficient to determine their relationship
or otherwise of the 20% US Cost Savings and 30% Australian Cost Savings. The researcher
observed differences in the laws governing outsourcing in the United States and Australia. The
Business Environment and the Socio- Economic Culture of the people formed the basis of such
comparison. He recommended that the successes recorded all over the world with respect to
outsourcing should be seen as a good business strategy to minimize cost and maximize profit.
The outsourcing decisions could not be, a perception but a reality and if not a universal
business strategy to eliminate unwanted business practices and make way for more efficient

and profitable way of doing business through outsourcing.

Domberger, Meadoff and Thompson (2012) Impact of Outsourcing on Cost Savings and
Cost Reduction they applied a Model of Discounted Cost Ratio and Discounted Revenue Ratio.
It was discovered that Discounted Revenue Ratio to Discounted Cost Ratio and where the cost
—benefit is equal to one, the project will break-even but where the cost ratio is greater than one,
the Outsourcing Project is viable and profitable. It was recommended that outsourcing can be
undertaken where the ratio is less than one which makes the outsourcing project viable and

profitable. The measure proved to be effective when applied in outsourcing decision making.

Seader (2010) Outsourcing in the United States Routinely Results in 20% -30% Cost Savings
over the Traditional Delivery Systems. The Australian and United States Industry Commission
Reviewed the Study of Hodge (2007) after collecting data from the same companies and

analyzing the data with Pearson's Correlation to determine the relationship between the two
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companies cost savings of US 20% and Australian 30% The Australian and United States
Industry Commission review by Seader in 2010 observed that the extent of the cost savings
varied widely and that in some instances, of cost increase in outsourcing decisions of
outsourcing on the each study has its own peculiar characteristics, which influences its level of
cost savings He recommended that individual companies must be careful since the often
quoted 20% and 30% may be deceptive and unlikely to apply to many public sector services.

In a well articulated outsourcing decisions is likely cost savings to range from 12% -61%.

Ofoegbu (2011) Impact of Management Accounting Information on Outsourcing Decision
Makings. Primary data were questionnaire, and interview was held with representatives of
officers of the Bureau for Public Procurement (BPP). The Impact which the respondents
identified are as follows: improved quality of service delivery, compliance with laws and
regulations, increased efficiency and effectiveness of resources and reduction in cost and
wastages. It was recommended that, good cost accounting system to be introduced in the
Nigeria Public Sector, all cost expended on outsourcing projects to be capture regularly and
timely. Appraisal of each project or service outsourced to know their individual contributions

to the overall outsourcing success.

Elebiju (2009) Influence of Cost-Benefit Analysis on Outsourcing Decision Making. Null and
Alternate Hypotheses were formulated. Ho: cost benefit analysis does not significantly
influence decisions to outsource. To test this hypothesis, data on outsourcing and in-house
costs of cleaning and security services were tested with the paired sample test. Analysis of cost
and benefits as measured by cost reduction in outsourcing did not significantly influence
decisions in the Nigeria Public Sector Institutions. The 13.66% in 2008, 12.61% in 2009 and
combination of both cleaning and security costs showed that the organizations are outsourcing
at a higher cost of 5.56%. Apart from cost, there are other benefits that are qualitative in nature
and difficult to measure. The researcher recommended that cost-benefit- analysis must be
given serious consideration in every outsourcing decision. Once an organization's needs and

goals have been established a thorough cost-benefit- analysis must be conducted.

Bureau of Public Procurement (2008) Ascertainment of the Principal Objective of
Government Outsourcing Decisions. Primary data were used and questionnaire. The Executive
Involvement in Outsourcing Decisions, the Tender Board Members, Technical Evaluation
Committee were circularized with questionnaire to ascertain the extent to which outsourcing
decisions were successful or a failure. It was identified that following functions were

outsourced. Security Service, cleaning service, Information Technology, laundry and Catering.
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There is no doubt that Nigeria has embraced outsourcing in her public sector institutions. The
sustainability of the venture is recommended the public sector managers should consider the
objectives and the good intentions of the government to outsource some of its functions above

personal interest.

Ibrahim (2002) Influence of Public Sector Annual Budget on Outsourcing Decisions. The
Secondary data were used from the Bureau of Public Procurement, Budget Office Bureau of
Public Service Reforms, Public Procurement Act. In his finding, Budget as a management
accounting tool was influenced by outsourcing decisions in the organization. This means that
the budget acted as a guide to those involved in the public sector outsourcing decisions. It
helps as a control measure to see that the budgeted amount is not exceeded. The annual budget
is recommended as a critical factor in the outsourcing decisions. The budget justifies when the
outsourcing decision is a success or a failure, the amount expended or recovered that could

result to cost savings in outsourcing.

Ikegwu (1998) Factors that have the greatest influence on the selection of Vendors/Contractors
price. The Research Design considered three factors (i) Quality of Service (ii) Price estimated
by the Public Sector Organization. The following Hypotheses were formulated in Null and
Alternate offered by the Vendors Quoted Price. Scheffe Test was used in analyzing the
responses. The result was further analyzed from the responses together of the three options is
significantly higher using one way ANOVA. The result of the analysis gave an "f ' value of
7.675, and a significant value of 0.001 which shows that the ANOVA result is significant at P<
0.01. the factor that mostly influence the choice of vendors is the quality of services rendered,
and not the cost estimate quoted. It was recommended that Vendors should be properly
selected in line with the Public Procurement Act 2007 through tendering and bidding. Those
whose quality and price of job quoted and are competitive should be considered for the job
improper selection of the Vendors must be avoided. Regular monitoring by the regulatory

authority was also recommended.

Johnson (1999) The Impact of Government Annual Budget on Outsourcing Decisions. The
secondary data was used from relevant academic journals, magazines, test books and internet
down loads. A Null hypothesis was formulated. Ho: expenditure decision is not significantly
related to Government Annual Budget. The data used for the testing of the hypothesis were the
actual cost of outsourcing of cleaning and security expenses and actual recurrent expenditure

of the Government. Findings, the recurrent expenditure which the government used as the basis
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of assessment of the performance of the public service reform under which outsourcing falls,
was equally used to assess whether outsourcing has any impact on government recurrent
expenditure. The result indicates that outsourcing expenditure on cleaning and security service
in the public sector has significant positive impact on the overall budget of the organization
under study. The budget is the engine room that houses outsourcing decisions. The control
mechanism to avoid excess expenditure in outsourcing is the annual budget. The basis for a
realistic and reliable outcome with efficiency in outsourcing is also the government annual

budget when considered in perspective.

Hodge (1999) Overall Savings From Outsourcing Data were collected in the General Motor
Manufacturing Company in US. The data were analyzed using Pearson's Correlation
Coefficient to determine overall cost saving and cost expenditure. His findings showed that
majority of the goods and services contracted out which are economically viable are 63% and
the remaining 37% were at a loss. The goods and services when produced in-house are not
economically viable must be avoided. There must be effective control and monitoring to see
that those goods are not brought back to the company at higher prices. Only those Vendors
with the right expertise and comparative advantage should be allowed to produce the items
contracted out.

Deloitte (1996) Survey of Reasons for a Decrease in Outsourcing of Jobs Abroad. Public
Opinion poll was used among the citizens of the United State and the Western Europe. Many
jobs abroad have been replaced by technological advancement. US and Western powers were
opposing. Outsourcing there was drastic increase in unemployment. It was also found that loss
occurred primarily in the computer and electronic sector. There was public disenchantment
with outsourcing off-shore jobs. Overseas companies such as LENOVO should reduced their
rate of outsourcing jobs. The spare-parts of old machines should not be introduce into the
market. More advanced technology and Scientific way of doing things must be introduced to

reduce competition in the off- shore business.

Ogba (1999) Ascertainment of whether Outsourcing of Recurrent Expenditure in the Public
Sector has positive impact on the Nigerian Economy. A survey method was used by the
researcher the study involves an investigation of people's opinions or other manifestation
through direct questioning. The Researcher isolated the relevant reliable accounting
information capable of influencing outsourcing decision for effective result. The data

facilitated the design of the research instrument and analytical tools that enabled the researcher
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to ascertain the relationship between the two operative variables. The recurrent expenditure
which the government used as the basis of assessment of the public service reform outsourcing
falls, was equally used to assess whether outsourcing has any impact on government recurrent
expenditure. The result indicates that outsourcing recurrent expenditure on cleaning and
security services in the public sector has significant and positive impact on the overall budget
of the organizations studied. Since recurrent expenditure is an important component of
government budget attention must be paid for over or under estimate in its provision to
outsourcing decisions. The budget should be used as a veritable tool in the control and

monitoring of outsourcing expenditure and its benefits to the public sector institutions.

Krugman (2003) Role of the United State Military in Outsourcing. By observing the various
activities and the hardwares and also improve on them. Findings, there was massive
proliferation of small and medium arms and ammunitions because other countries are very
desperate to sell or discard what they had in stock so as to embrace the latest military
technology from United State. The regular monitoring of military capacities of all nations are
necessary and there must be mutual co-operation and collaboration by all Nations of the world

to exercise restraint in using such provocation including the United State of America.

Carol and Eger (2008) Mixed Records of Outsourcing Success or Failure. Primary data were
collected through questionnaire and interview guide which was administered to more than 300
outsourcing companies within Tripo Libya. Data for the study were analyzed using Pearson's
Correlation's coefficient to determine the relationship among the perceived variables which
could cause result to success or failure of outsourcing in any organization. Findings showed
that Bench Mark Price, Standard Price and Least Price constitute the dependent variable
which, expertise competencies of the Vendors constitute the Independent variables. It was
found that the success and failure rates cannot be at equilibrium, there must be a shift to the
right hand side of the graph which is a sign of positivity and success. Efforts must be made to
see that success rate and failure rate should not be at equilibrium, the standard price is more
realistic than the Bench Mark Price and the least Price. Expertise of the Vendor and his

competencies are critical factors that must be put into consideration in outsourcing decisions.

Allen (2005) Matrix for Success of Outsourcing in Reducing Public Expenditure. A model was
developed by the relationship between successful outsourcing and reduction of public
expenditure. The model also employed the standard regression techniques to regress the
relationship between the dependent variables and explanatory variables while descriptive

statistical and frequency distribution were used to facilitate the analysis. Data for the study
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both institutions that were successful and institutions that were not successful in outsourcing
who have used other methods than this model to eliminate any bias variable. Findings showed
that there is a significant and positive relationship between the use of scientific modeling and
successful outsourcing that results to reduction of government outsourcing expenditures. The
following scientific accounting tools were recommended for successful outsourcing decisions
among others: - Cost -Benefit-Analysis - Accounting Rate of Return - Internal Rates Returns -

Statistical tools - Quality Control Techniques etc.

Sciulli and Wise (2004) Investigation of costing information and outsourcing of security
services. The T-Test Analysis was used to test their hypotheses so as to determine the
relevance of costing information on the outsourcing of security services in the
government institutions. Findings showed that a scientific application of any relevant
costing techniques such as Activity Based Costing (ABC) allows the organization to have a
realistic and effective control of outsourcing expenses in particular, direct expenses and other
overheads, this procedure makes room for efficiency, quality of products and profitability of
outsourcing decisions. Activity Based Costing is one of the best tools in outsourcing
decisions. It makes for efficiency, good quality of products provided by vendors and it also

guarantees profit or return on investment.

Johnson (1999) Cost Saving and Outsourcing of Government functions in General Motors
Manufactory US Activity Based- Costing and Standard Costing were used. Their findings
showed that Standard Costing (Variance Analysis) and Activity-Based Costing provided
strategy for cost reduction. Cost savings and quality of the services rendered by the vendors
were not compromised. The application of Activity -Based- Cost and Standard Costing
were seen as effective and imperative in outsourcing decisions that has to do with cost savings

or cost reduction.

Scuilli (2000) Why Outsourcing should Drive Cost Down. A survey was conducted on
subsidiary of a Japanise Motor Manufacturing Company in the United States. The T-Test was
used to analyse his hypothesis so as to determine which costing technique is relevant in driving
direct cost down. Finding showed that Activity - Based Costing (ABC) system allows an
organization to have a realistic and effective control of all kinds of cost in particular when the
intention is either reduction of cost or cost saving. It is recommended that cost are better
controlled with the application of Activity-Based-Costing (ABC). The ABC allows for

organization realistic efficiency and makes allowance for cost reduction or cost savings.
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Karsten (2006) The Benefits and Public Sector Outsourcing. A survey method and the opinion
of the players in outsourcing were sought through questionnaire on one hundred and seventy
(170) people. The data collected were further analyzed. Pearson's correlation co- efficient was
to test the relationship between the benefits and prices at which those functions were purchased
by the public sector institutions. Findings, it was observed that jobs and business opportunities
are created for the outsourcing companies, they are the immediate beneficiaries of outsourcing,
the public enjoys efficient and effective services and possibility of reduced quality of such
services. The Researchers recommended therefore, that since it is a win-win situation,
outsourcing should be comprehensive and total in advancement and implementation for full
benefit to all and sundry. The public sector institutions should be careful not to buy such goods

and services contracted out at high prices but at a cheaper or reduced price.

Horngren, Foster and Datar (2001) Why Outsourcing may result to increased Dependence
on the supplier. The secondary data were used and hypotheses were also formulated to test why
outsourcing may result to increased dependency on the suppliers. Faghihi Hospital in Libya
contracted out its Operation and Surgery Division. Diagnostic and Radiology Division
Administrative and services Division. The researchers recommended that the actions of the
Hospital were wrong since they have sold the Hospital out indirectly. The Goodwill of the
hospital should not be compromised. There should be a clear division of indirect takeover and
contracting out. They could be forced to close shop when completely taken over by the

contracting company.

Raiborn, Barfiled and Kinney (1999) Why companies may gain best knowledge and
experience in outsourcing and lose degree of control. Data were collected with questionnaire
basically on the issues why outsourcing companies may lose control of their goods and
services. Mann-Whiten y (a non-parametric test) was used to investigate the difference in the
dependent variables in terms of control variable. Franchise and outsourcing may compromise
the quality and the secrets of the business, unhealthy competition and riverary may be the order
of the day. Franchising terms and conditions are not to be taken as outsourcing, the key area of
the business should not be outsourced to avoid loss of control. The business secrets must be

preserved and kept secret all the times.

Lindlohm and Suomala (2004) Outsourcing by Government where the service can be
purchased with fewer amount. Data for analysis was obtained from Mumbai Bank in India.
Mann- Whitney U Test and Spearman's Correlation Coefficient were used to test the

hypotheses and significant difference between the cost of outsourced goods and services not
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outsourced. It was found that, the perception in which outsourcing was believed that it could
result to the government paying lesser amount for goods and services contracted out is not
always correct. An ideal scientific or statistical tool including account tools will give a better
result to justify when outsourced of government functions could result to such goods and

services being purchased.

Mhone (2003) Implications of using outsourcing for the private sector to benefit of the Public
Sector Institution. A questionnaire was administered on 58 manufacturing of mining spare
parts at Okaba Mines in Kogi State. Data were collected from questionnaire and the data were
analyzed with descriptive statistics such as graphs, pie chart, frequencies and tables to explain
the level of benefits enjoyed by the public sector by contracting out some of their services to
the private sector. It was also observed that 73% benefits were enjoyed by the public sector.
Those services in which the public sector lacked the comparative advantage should be
contracted out to the private sector. The price at which such services will be returned to the
public sector must be competitive and cheaper. If division of labour and specialization are put

into consideration, the public sector will also get the product at a cheaper price.

Prager (1994) Why outsourcing will neither reduce government expenditure and increase in
government efficiency. Data were obtained from primary source through the use of
unstructured interview. He made use of simple percentages to analyze the data for the study.
Findings revealed that outsourcing reduces government expenditure and increase efficiency
when appropriate steps are taken. Given that all the important facts that has to do with
successful outsourcing decisions. He recommended the adoption of appropriate pricing
mechanism in bidding for the product to be outsourced. The institution that has the best
comparative advantage in expertise should be considered first in outsourcing, buying the

products at a high quality and cheaper price must be a critical factor to be considered.

Hunter & Healy (2002) How outsourcing has transformed Government Business in Australia.
The population of the study were Australian Government Business, the sample size involves
outsourcing organizations who are 89 in number and a decision model on who to include and
who to be excluded in outsourcing success justify which of the organizations experienced
transformation Nearly 40% of the public sector in Australia outsourced half of their total
information technology as against the private sector with only 15%. There were evidences that
outsourcing has helped in the transformation of government businesses in Australia and cost
savings. It was recommended that, there should be no reliance that outsourcing will result to

public sector transformation based on simple public sector expectations. Consideration must be
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given to increasing government expenditure and limited resources in outsourcing decisions
Budget and legislative constraints will put pressure to improve efficiency and reduce

operational costs.

Quiggin (2002) Investigation of the Transitory Savings of Outsourcing. Primary data was
obtained via questionnaire administered to companies. Data was analyzed using descriptive,
analysis, logistic regression analysis and chi- square. Again, semi structured interview of 20
companies were studied. Findings, the cost savings of outsourcing cannot be transitory, if that
occurs, it should be a failure and not transitory. It is recommended that if proper steps are taken
in every outsourcing decision such as an accurate measurement of the outsourcing expenditures

and projected benefits, the success rate will be above 60% or more.

Accenture (2002) Why Public Sector Outsourcing Results are Mixed Data for the study was
obtained from primary source via questionnaire. The Researcher analyzed the data for the
study, regressing the relationship between the dependent variables and independent variables.
Results from the study showed that, there is a significant relationship between the outsourcing
decision variables and the success of the outsourcing of public sector goods and in a study like
this, behavioral and organizational variables are proxied to obtain a better result. Attitude to
work technical characteristic rating would give a better result than perceived usefulness in
outsourcing job. Performance and productivity when proxied as opposite for failure also would

give a more realistic answer to the failure or success of outsourcing.

American Economic Association (1996) Globalization Outsourcing and Wage Inequality.
The study was conducted in San Francisco in United States. A samples of 217 workers of
different companies using both correlation and regression analysis to determine deviations and
relationship of wages in outsourcing. It was discovered that workers of outsourcing companies
were paid higher wage than the in-house production workers in US. They recommended that,
the answer to companies survival is outsourcing of their services and this will also result to

economic growth.

Atta & Thomas (2009) Observations and Recommendations of Public Procurement Act 2007.
The study was undertaken by the National Assembly during a one-day round table talk on
Outsourcing. Questionnaires were used on the participants of over 600 persons. It was found
that there was no adequate law covering outsourcing transactions in Nigeria It was
recommended that Outsourcing laws in Nigeria must be reformed and made workable and
through Budget Monitoring and Price Intelligence Unit (BMPIU).
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Baily (2009) Procurement Principle Management. The study was conducted in England.
Primary data through questionnaire on 589 respondents were analyzed using Pearson’s Product
Moment Correlation for procurement principles and management on UK. It was found that
competitive tendering gives equal opportunities to all the players. It was recommended by the
authors that open competitive tendering and award of contracts based on comparative

advantage must be encouraged.

Buchholz (2004) Bringing the Job Home, how the left created Outsourcing crisis This study
was conducted in the New York USA. Data were collected from 310 companies in US and
analyzed with both regression and correlation on how outsourcing created crisis and jobs must
be returned back to US. It was discovered that outsourcing at all levels must not be home based
such as off-shore outsourcing. It was recommended that in-house production must have a

higher percentage to outsourcing of US jobs in particular overseas.

De Loof (1996) “Is outsourcing by the public sector organizations profitable”? The study
conducted in Netherlands. He applied a model with correlation and regression analysis to
determine the profitability of outsourcing in the public sector. It was discovered that
outsourcing is profitable to the public sectors. It was recommended that the public sector

organizations should aggressively embark on outsourcing of their products and services.

Davies (1998) “What’s this India Business? Off-shoring & Global Services Revolution” The
study was conducted in India. Primary data were used, questionnaire and interview guide were
also used on the respondents of 2585 staff in the off-shoring activities in India. It was
discovered that a lot of foreign exchange were attracted by the Indian workers in the off
shoring business. The following recommendations were made, by the author to continue off-

shoring, seek for new ventures, and improvement of their technology and workers welfare.

Domberger & Hall (1995) The Contracting Case Book: Competitive Tendering in Action.
The T-Test Analysis was used to test the hypothesis so as to determine the relevance of
competitive Tendering in Action. It was found that open competitive tendering remain the best
option for the contractors to be given equal opportunities. It was recommended that open

competitive tendering will not compromise the integrity and transparency of outsourcing.

Domberger, Meadow & Thompson (1986) Competitive Tendering & Efficiency: The case of
Refuse Collection Matrix for Competitive Tendering and Outsourcing. It was discovered that

in refuse collection to enjoy efficiency. Competitive tendering is the answer. They

11



recommended that for timely refuse collection, competitive tendering is the best instrument to

be used.

Ekpendhio (2003) “Public Procurement Reforms: The Nigeria Experience” questionnaire, and
interview were held with the representatives of the Budget and Monitoring Price Intelligent
Unit. (BMPIU) primary data were used. It was the reforms that brought about the Public
Procurement Act 2007. They recommended that the reforms must be continuous and dynamic

so that the achievements made will not be lost over time.

Elibiju (2009) Are Governments Really Empowered to Outsource Tax Collection?. The
members of the Board of Internal Revenue and the Federal Inland Revenue Services were
circularized with questionnaire test with Pearson’s Chi-Square analysis to know the differences
in their opinion There were divergent views as to whether taxes collection should be
outsourced as some states are doing The states that outsourced their tax collection are reverting

to status quo, the tax law does not approve that collection of taxes should be outsourced.

Gariffith, & Figgis (1997) Outsourcing and the Public Sector. The study was conducted in the
United States, Industry Commission. The Pearson’s correlation was used to determine the
benefits of outsourcing to the public sector institutions in the United States. It was found that
outsourcing at every level has its own characteristics, merits and demerits. Although
outsourcing has a universal acclaimed benefits, it is advisable to handle each case on its own
merit for marginal benefits.

Hart, M. (2009) The Budget what does it mean for Outsourcing. The study was conducted in
UK. The correlation and regression analysis were used to test the relationship and disparities
between budget and outsourcing using secondary data. It was discovered that Budget is a
veritable tool in making outsourcing decisions. The public sector annual budget is critical tool

that drivers outsourcing. Outsourcing is only justified when it is budgeted for.

Hira & Anil (2008) Outsourcing America: what’s behind Our National Crisis and How can we
Reclaim American Jobs? This study were conducted in the AMACOM Industry in New York.
Both the Correlation and Regression analysis were used. And on the secondary data was used
to test the relationship and otherwise of Outsourcing and American Jobs. It was observed that
jobs in America suffered at home and thrived overseas. They recommended 20%OQutsourcing

of Jobs at home front and 80% for off-shore activities overseas to reclaim jobs.
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Hunter & Healy (2002) Outsourcing in Government: The Path to Transformation. This study
was conducted in the United States of America. Secondary data was collected from companies
in US and Pearson’s Correlation was used to determine the effect of outsourcing on the
transformation agenda of US. It was discovered that outsourcing is good tool for the economic
transformation of United States economy. It was recommended by the authors that outsourcing
is the vehicle that drives economic transformation, the gains of outsourcing will result to

economic growth and GDP increase.

Huque (2007) Contracting Out and Trust in the Public Sector. This study was conducted in
Hong Kong, China, Asia. A survey method was used by the Researcher and the secondary data
were used to facilitate the relationship between contracting out and the trust of the vendors and
service providers on the public sector which are the two operative variables. It was discovered
that for outsourcing to be successful, there must be mutual trust between the public sector and
the outsourcing agencies. It was recommended that the trust and integrity of the open
competitive bidding must not be compromised and there must be increase in the momentum of

outsourcing activities in Hong Kong.

Interra Networks (2009) The Nigeria Off-Shoring Opportunities The Next Oil Block. A
sample of eighty five (85) oil and gas service companies in Nigeria were examined. The
financial statements of the companies were used as the secondary data. The Regression
analysis was used to regress off-shoring and opportunities in the Oil and Gas Industry in
Nigeria. It was discovered that the indigenous oil services companies lacked the expertise and
technology in off-shoring activities. It was recommended that a lot of opportunities exist in the

off-shoring activities in the Oil and Gas Industry in Nigeria.

Irwin (2004) Outsourcing is good for America. This study was conducted by the Institute for
Public Policy Research in US. Data were collected from companies in US. Correlation
coefficient was used to determine outsourcing and the goodness in outsourcing to the
American people. It was observed that outsourcing is to the benefit of the citizens and makes
positive contribution to the economy. It was recommended among other things that,

outsourcing creates jobs and makes service cheap and affordable

Jensen & Stonecash (2004) The Efficiency of Public Sector Outsourcing Contracts. The study
was conducted in Australia Melbourne Institute of Applied Economics & Social Research. The
Correlation analysis was used to determine relationship between Efficiency and Outsourcing. It

was found that there is a significant and positive relationship between Outsourcing and

11



Efficiency. The Researchers recommended that a successful outsourcing activities, efficiency

cost savings and blockage of wastages should be encouraged.

Kersten, Kochi, & Hohrath (2007) Motivation for the Outsourcing of Complex Logistic
Services. The study was conducted at Hamburg School of Logistics, Germany. A model was
developed to determine the relationship between outsourcing of complex logistic services and
motivation for outsourcing. Findings showed that the previous successes recorded are the
motivational factors for the outsourcing of complex logistics in Germany. The Researchers
recommended that more successes would be recorded if there were no more complex logistic
services Germany is known to have the expertise and technology for complex logistics and
should continue the trend of outsourcing.

Khirallah (2002) Out with outsourcing and in with Co-Sourcing. Data were collected from a
subsidiary of General Motors manufacturing in China. The data were analyzed using Pearson’s
correlation coefficient and co-sourcing. It was found that co-sourcing is in-house production
which is expensive and uneconomical. Outsourcing was discovered to remain the best option.
It was recommended that co-sourcing should not be encouraged but outsourcing remains the

best option.

Koch, Dell, & Keller (2004) Human Resource Outsourcing in Government Organizations
Emerging Trends Early Lessons. This study was conducted in the United States. Public Poll
was used among the citizens of United States, the consequences of Outsourcing. Human
Resource in Government Organizations to oversea’s activities. It was discovered that, it is a
necessity and the consequence may not be considered from the security of US and the entire
world. It was recommended the Human Resource will be outsourced when it is absolutely

necessary and for security operations.

Lacity, &Wilcox (2008) Information Systems and Outsourcing, Studies in theory and practice.
The study was conduct in London. A model was developed to determine the relationship
between Outsourcing and Information System. The model adopted Pearson’s correlation
coefficient were used to facilitate the analysis. It was observed the availability of information
is a key driver to outsourcing information system and outsourcing are significantly correlated.
It was recommended that information system is a critical aid to outsourcing to have good

knowledge of outsourcing information system is a key driver.
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Mankiw & Swagel (2005) The Politics and Economics of Off-Shore Outsourcing. The study
was conducted in the United State. The T-Test analysis was used to test the hypothesis so as to
determine the affect of politics and economics on off-shore outsourcing. It was found that
Politics and Economics play a lot of roles in off-shore outsourcing. It is recommended that for
successful outsourcing cannot be separated from politics and economics the integration of

these variables will result to successful outsourcing.

Malvaine, (2008) Co-sourcing and more (outsourcing). It was discovered that outsourcing is
preferred to co-sourcing, which is in-house production. It was recommended that outsourcing

remains the best option for cheaper price, efficiency and stoppage to wastes.

Moyo, (2009) Its Infrastructure Outsourcing Boosted in Nigeria. The secondary data were used
and hypotheses were also formulated to test the impact of outsourcing on the infrastructural
development in Nigeria. It was discovered that infrastructural outsourcing will actually boost
the economy. It was recommended that infrastructural maintenance development and

sustainability requires that infrastructure should be outsourced.

Nadeem, (2009) The culture politics of outsourcing in India. This study was conducted in
India. The T-Test analysis was used to test the hypothesis so as to determine the relationship
between cultural politics and outsourcing. It was discovered that, there is a significant and
positive relationship between outsourcing and cultural politics in India. It was recommended
that cultural politics should not be inhibition to outsourcing such as the promotion of the India

firms all over the world.

Domberger (1995) It is time to Outsource the Federal Civil Service. A survey method and the
opinions of the civil servants were sought through questionnaire. One thousand, three hundred,
(1300) workers were circularized. Mann-whiten Y (a non —parametric test) were used. It was
observed that this would hardly work because it is like Franchise and Outsourcing will
compromise quality, integrity, motivation and efficiency. It is recommended that the Federal
Civil Service cannot be outsourced. The law will not support such an idea, and it will be

counter- productive.
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2.4

Table 2.2 Summary of Empirical Review

SUMMARY OF EMPIRICAL REVIEW

SIN | Author(s) Topic Methodology Findings Recommendations Variables
1 Perunovic and  |Outsourcing A Sample of one hundred It was discovered It was recommended Dep Var. Outsourcing
Pederson (2007) |Off-Shore three (103) Oil and Gas that though the oil that if such spare-parts
Activities  in|Services Companies in ran companies may | were to be produced in- Indep Var. Off-shore
Oil and Gas|were used. The secondary have the expertise|house, they should be made|Activities
Industry in Iran |data used was the financial and competencies |available to other Oil and Gas
statements of the companies required for the|companies in commercial
using both regression and fabrication and | quality. It was also
correlation analysis to production of Recommended that preference
determine the effect of the spare parts but should be given to
financial expenditure incurred that could result outsourcing the production of
in the production of the spare to low capacity spare parts if they are only for
- parts in-house and the cost utilization the company. Requirements
when they are outsourced or machines and and in- house utilization.
contracted out human
to determine the deviation and resources
relationship between cost and
profit
2 Jenson and Refuse Primary data was collected The researchers Since independent Dep  Var. Refuse
Stone (2007) collection through questionnaires used cost- variable (x) have Collection
Services administered on 160 benefits- positive relationship
respondents within Bengazi in analysis to with the dependent Indep Var.
Iraq ,Data for the study was determine the variable (y) that shows Cost of Disposal
analyzed using Pearson's cost of waste that it is cheaper for
Correlation Coefficients to disposal such services to be
determine the relationship equipment, site contracted to
among variables such as cost dump, staff cost independent contractors.
of disposal and radio-active administrative It is recommended also
effect of improper disposal of cost and that, independent
chemical and industrial waste payment to local contractors should be
authority as part allowed to carry out the
of the regulatory  |services of refuse
measure for collection and disposal
proper disposal
of refuse
3 Hodge (2010) Disparity Data was collected from The researcher He recommended that Dep Var. Outsourcing
between US companies in United States observed the successes recorded
20% cost and Australia. The data was differences in all over the world with Indep Var.
savings and analyzed using Pearson's the laws respect to outsourcing Cost Savings
Australian Correlation Coefficient to governing should be seen as a good
30% Cost determine their relationship or outsourcing in business strategy to
Savings in otherwise of the 20% US Cost the United minimize cost and
Outsourcing Savings and 30% Australian States and maximize profit.
Cost Savings. Australia. The outsourcing

The Business
Environment
and the Socio-
Economic
Culture of the
people formed
the basis of such
comparison.

decisions could not be
said to be a perception
but a reality and if now
a universal business
strategy to eliminate
unwanted business
practices and make way
for more efficient and
profitable way of doing
business through
outsourcing

Source: Researcher’s tabulation 2017
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Cond. Table 2.2

Summary of Empirical Review

between the two companies
cost savings of US 20% and
Australian 30%

increase in outsourcing
decisions of
outsourcing on the each
study has its own
peculiar characteristics,
which influences its
level of cost savings

many public sector

services. In a well
articulated
outsourcing
decisions is likely

cost savings to range
from 12% -61%

. |Domberger, Impact of They applied a Model It was discovered It was recommended |Dep Var.
Meadoff and Outsourcingon  |of Discounted Cost that Discounted that outsourcing can |Outsourcing
Thompson (2012) |Cost Savings and |Ratio and Discounted Revenue Ratio to be undertaken where

Cost Reduction Revenue Ratio Discounted Cost the ratio is less that Indep _Var. Cost
. . Reduction
Ratio and where onewhich makes the
the cost -benefit outsourcing project
is equal to one, viable and profitable.
the project will The measure proved
break-even but where|to be effective when
the cost ratio is greater|applied in
than one, the [outsourcing decision
outsourcing Project is|making.
viable and profitable
Seader (2010) Outsourcing in The Australian and The Australian He  recommended |Dep Var.
the United States |United  States  Industry|and United States that Outsourcing
Routinely Results |Commission Reviewed the|Industry ~Commission|individual
in 20% -30% Cost |Study of Hodge (2007 after|review by Seader in|companies :g?j?t?o\r{;rb iﬁf}e;’;
Savings over the |[collecting data from the|2010 observed that the|must be careful since System
Traditional same companies and|extent of the cost|the often quoted
Delivery Systems |analyzing the data with|savings varied widely|20% and 30% may
Pearson's Correlation|and that in some|be deceptive and
determine the relationship|instances, of  cost|unlikely to apply to

Ofoegbu (2011)

Impact of
Management
Accounting
Information on
Outsourcing
Decision Makings

Primary data was

used, questionnaire,

and interview were

held with

representatives of officers
of the Bureau for Public
Procurement (BPP)

The Impact which the
respondents

identified are as
follows: improved
quality of service
delivery,  compliance
with laws and
regulations, increased
efficiency and
effectiveness of
resources and reduction
in cost was wastages of

Availability of good
cost accounting
system

to be introduced in
the Nigeria Public
Sector, all  cost
expended on
outsourcing projects
to be capture
regularly and timely.
Appraisal of each
project or service
outsourced to know
their individual
contributions to the
overall outsourcing
success.

Dep Var.
Outsourcing
Decisions
Indep Var.
Management

Accounting

Source: Researcher’s tabulation 2017
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Elebiju (2009)

Influence of
Cost-Benefit
Analysis on
Outsourcing
Decision Making

Null and Alternate
Hypotheses were
formulated

Ho: cost benefit analysis
does not significantly
influence decisions to
outsource to test this
hypothesis, data on
outsourcing and in-house
costs of cleaning and
security services were
tested with the paired
sample test.

Analysis of cost and benefits

as measured by cost reduction
in  outsourcing did not
significantly influence
decisions in the Nigeria Public
Sector Institutions. The 13.66%
in 2008, 12.61% in 2009 and
combination of both

cleaning and security costs
showed that the organizations
are outsourcing at a higher cost
of 5.56%. A part from cost,
there are other benefits that are
qualitative in  nature and
difficult to measure

The researcher
recommended that
cost-benefit- analysis
must be given serious
consideration in every
outsourcing decision.
Once an
organization's needs
and goals have been
established a
thorough cost-benefit-
analysis must be
conducted

Dep Var.
Outsourcing
Indep Var. Cost-

Benefit-Analysis

Bureau of Public

Ascertainment

Primary data was

It was identified that

There is no doubt that

Dep Var.

Procurement of The Principal|used to source from|following functions  were|Nigeria has embraced | Outsourcing
(2008) Objective of | questionnaire, the|outsourced Security Service|outsourcing in her
Government Executive Involvement |cleaning service, information |public sector | Indep Var.
Outsourcing in Outsourcing | Technology, laundry and institutions. The| Government
Decisions Decisions the Tender|Catering. sustainability of the|objective for
Board Members, venture is| successful or failure
Technical Evaluation recommended the |in outsourcing
Committee were public sector managers
circularized with should consider the
questionnaire to objectives and the good
ascertain the extent to intentions  of  the
which outsourcing government to
decisions were outsource some of its
successful or a failure functions above
personal interest
Ibrahim (2002) Influence of The Secondary In his finding, Budget as a The annual budget is Dep Var.
Public Sector data was used from the|management accounting tool recommended as a| Outsourcing
Annual Budget on|Bureau of Public|{was influenced by outsourcing|critical factor in the
Outsourcing Procurement, Budget|decisions in the organization.|outsourcing decisions. |Indep Var.
Decisions Office Bureau of Public|This means that the budget|The budget justifies| Government Annual

Service Reforms, Public
Procurement Act.

acted as a guide to those
involved in the public sector
outsourcing decisions. It helps
as a control measure to see that
the budgeted amount is not
exceeded

when the outsourcing
decision is a success or
a failure, the amount
expended or recovered
that could result to cost
savings in outsourcing

Budget

Source: Researcher’s tabulation 2017
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10 |lkegwu Factors that have the |The Research | The result of the It was recommended |Dep Var.  Selection
(1998) greatest influence on | Design analysis gave an "f' that Vendors should be|Vendors
the selection of considered  three|valve of 7.675, and a properly selected in
Vendors/C on tractors |factors (i) Quality|significant valve of line with the Public Indep Var. Contract
price of Service (ii) Price|0.001 which shows that  |Procurement Act 2007 |Price
estimated by the|the ANOVA result is through tendering and
Public Sector|significant at P< 0.01. bidding. Those whose
Organization. The |the factor that mostly quality and price job
following influence the choice of quoted and are
Hypotheses  were|vendors is the quality of |competitive should be
formulated in Null [services rendered, and considered for the job
and Alternate | not the cost estimate improper selection of
offered by the|quoted the Vendors must be
Vendors  Quoted avoided. Regular
Price. Scheffe Test monitoring by the
was used in regulatory authority
analyzing the was also
responses. The recommended.
result was further
analyzed from the
responses together
of the three options
is significantly
higher using one
way ANOVA
11 |Johnson |The Impact of The secondary data |Findings, the recurrent The result indicates Dep Var. Outsourcing
(1999) Government Annual |was used from expenditure which the that outsourcing
Budget on relevant academic  |government used as the  |expenditureon cleaning |Indep Var. Government
Outsourcing journals, basis of assessment of and security service in |Annual budget
Decisions magazines, the performance of the the public sector has
test books and public service reform significant positive
internet down [under which outsourcing |impact on the overall
loads. falls, was equally used budget of the

A Null hypothesis
was formulated
expenditure
decision

is not significantly
related to
Government
Annual

Budget. The data
used for the testing
of

the hypothesis were
the actual cost of
outsourcing of
cleaning
security
expenses and actual
recurrent
expenditure

of the Government.

and

to assess whether
outsourcing has any
impact on government
recurrent expenditure.

organization under
study.The budget is the
engine room that
houses outsourcing
decisions. The control
mechanism to avoid
excess expenditure in
outsourcing is the
annual budget. The
basis for a realistic and
reliable outcome with
efficiency in
outsourcing is also the
government annual
budget when
considered in
perspective.

Source: Researcher’s tabulation 2017
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12 |Hodge (1999) Overall Savings form | Data was collected in the His findings showed The goods and services Dep Var.
Outsourcing General Motor that majority of the when produced in-house are | Qutsourcing
Manufacturing Company goods and services not economically viable
in US. The data was contracted out which must be avoided. Indep var.
analyzed using Pearson's are economically viable There must be effective Overall cost
Correlation Coefficient are 63% and the control and monitoring savings
to determine overall cost remaining 37% were at to see that those goods
saving and cost a loss. are not brought back to
expenditure the company at higher
prices.
Only those Vendors
with the right expertise
and comparative
advantage should be
allowed to produce the
items contracted out.
13 |Deloitte Survey of Reasons|Public Opinion poll was |Many jobs abroad have |Overseas companies  |Dep Var.
(2005) for a Decrease in  |used among the citizens |been replaced by such as LENOVO Outsourcing
Outsourcing of Jobs |of the United State and  |technological should reduced their
Abroad the Western Europe. advancement. US and  |rate of outsourcing jobs 'RndEp var.
Western powers were | The spare-parts of old " easons
| . ! or Decrease of
opposing. Outsourcing [machines should not be outsourcing  job
there was drastic introduce into the abroad
increase in market.
unemployment. More advanced
It was also found that  |technology and
loss occurred primarily | Scientific way of doing
in the computer and things must be
electronic sector. introduced to reduce
There was public competition in the off-
disenchantment with shore business.
outsourcing off-shore
jobs.
14 |Ogba (1999) Ascertainment of A survey method was The recurrent Since recurrent Dep Var:
whether Outsourcing | ysed by the researcher expenditure which the expenditure is an Variables

of Recurrent
Expenditure in the
Public Sector has
positive impact on

the Nigerian Economy

the study involves an
investigation of people's
opinions or other
manifestation through
direct questioning.

The Researcher isolated
the relevant reliable
accounting information
capable of influencing
outsourcing decision for
effective result.

the data facilitated the
design of the research
instrument and analytical
tools that enabled the
researcher to ascertain
the relationship between
the two operative
variables.

government used as the
basis of assessment of
the public service
reform outsourcing
falls, was equally used
to assess whether
outsourcing has any
impact on government
recurrent expenditure.
The result indicates that
outsourcing recurrent
expenditure on cleaning
and security services in
the public sector has
significant and positive
impact on the overall
budget of the
organizations studied.

important component of
government budget
attention must be paid
for over or under
estimate in its

provision to outsourcing
decisions.

The budget should be
used as a veritable tool
in the control and
monitoring

of outsourcing
expenditure and its
benefits to the public
sector institutions.

outsourcing

Indep Var.
Nigeria Economy

Source: Researcher’s tabulation 2017
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15 |Krugman |[Role of the By observing the Findings, there The regular monitoring Dep Var. Outsourcing
(2003) United State various activities and was massive of military capacities of
Military in the hardwares and also | proliferation of all nations are necessary | !ndep Var. Role of
Outsourcing improve on them. small and and there must be United States in Military
. . Technology
medium arms and mutual co-operation and
ammunitions collaboration by all
because other notions of the world to
countries are very exercise restraint in
desperate to sell using such provocation
or discard what including the United
they had in stock State of America.
S0 as to embrace
the latest military
technology form
United State.
16 |Carol and|Mixed Records Primary data was collected |Findings showed Efforts must be made to see | Dep Var. Outsourcing
Eger of Outsourcing through questionnaire and |that Bench Mark that success rate and failure
(2008) Success or interview guide which was |Price, Standard rate should not be at Indep Var. Success or
Failure administered to more than |Price and equilibrium, the standard failures in organization
300 outsourcing Least Price price is more realistic than
companies within Tripo constitute the the Bench Mark Price and
Libya Data for the study dependent variable the least Price.
was analysed using which, Expertise Expertise of the Vendor
Pearson's Correlation's competencies of the and his competencies are
coefficient to determine Vendors constitute critical factors that must be
the relationship among the |the Independent put into consideration in
perceived variables which |variables. outsourcing decisions.
could cause o result to It was found that
success or failure the success and
outsourcing in any failure rates cannot
organization be at equilibrium,
there must be a
shift to the right
hand side of the
graph which is a
sign of positivity
and success.
17 |Allen Matrix for A model was developed by |Data for the study The following scientific Dep Var.: Outsourcing
(2005) Success of the relationship between  |both institutions recommended for

Outsourcing In
Reducing Public
Expenditure

successful outsourcing and
reduction of public
expenditure.

The model also employed
the standard regression
techniques to regress the
relationship between the
dependent variables and
explanatory variables
white descriptive statistical
and frequency distribution
were used to facilitate the
analysis.

that were successful

and institutions that

were not successful

in outsourcing who

have used other

methods than this

model to eliminate

any bias variable.

Findings showed

that there is a

significant and

positive

relationship

between the use of

scientific modeling

and successful

outsourcing that

results to reduction of
government outsourcing that
expenditures.

successful outsourcing
decisions among others:
- Cost -Benefit-Analysis
- Accounting Rate of
Return

- Internal Rates Returns
- Statistical tools

- Quality Control
Techniques etc.

Indep Var. Public
Expenditure Reduction

Source: Researcher’s tabulation 2017.
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18 [Sciulli and |Investigation of |The T-Test Analysis |Findings Activity Based | Dep Var.
Wise costing information |was used to test their [showed Costing Outsourcing
(2004) and outsourcing of |hypotheses so as to |that a scientific |is one of the best tools

security services determine the application of any |in outsourcing Indep Var. Cost
relevance of costing |relevant costing |decisions. information  of
information on the |techniques such |It makes for efficiency, |security services
outsourcing of as Activity good quality of
security services |Based Costing products
in (ABC) allows the |provided by vendors
the government |organizationto |and
institutions have a realistic  |it also guarantees profit
and effective or return on
control of investment.
outsourcing
expenses in
particular direct
expenses and
other overheads
this procedure
makes room for
efficiency,
quality of
products and
profitability of
Outsourcing
decisions.

19 |Jumoh Cost Saving and |Activity Their Findings | The application|Dep Var.
and Outsourcing of |Based- showed that of Outsourcing
Wood (2000)  |Government Costing and|Standard Costing |Activity -Based-

functions in General |Standard (Variance Cost Indep Var.
Motors Manufactory |Costing were used  |Analysis) and and Standard | Cost savings
uUs Activity-Based |Costing
Costing provided |were seen as effective
strategy for cost |and imperative
reduction. Cost  |in
savings and outsourcing
quality of the decisions
services rendered |that has to do with cost
by the vendors  |savings or
were not cost
compromised reduction.
20 |Scuilli (2000) |Why Outsourcing A survey was Finding showed |It is recommended that |Dep Var.
should Drive Cost  |conducted on that Activity - cost are better |Outsourcing
Down subsidiary of a Based Costing controlled
Tapani se Motor (ABC) system with the application of |Indep Var.
Manufacturing allows an Activity-Based-Costing |Factors that drive
Company in the organizationto  |(ABC). down cost

United State.

The T-Test was used
to analyse his
hypothesis so as to
determine which
costing technique is
relevant in driving
direct cost down.

have a realistic
and effective
control of all
kinds of cost in
particular  when
the intention is
either reduction
of cost or cost
saving

The ABC allows for
organization realistic
efficiency and makes
allowance for cost
reduction  or
savings.

cost

Source: Researcher’s tabulation 2017
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21 |Kakabaclse and The Benefits A survey method Findings, it was The Researchers Dep Var.
Kakabadse (2000) and Public and the opinion of observed that jobs recommended therefore, | OQutsourcing
sector the players in and business that since it is a win-win
Outsourcing outsourcing were opportunities are situation, outsourcing Indep Var.
sought through created for the should be comprehensive | genefits of outsourcing
questionnaire on outsourcing and total in advancement
one hundred and companies, they are and implementation for
seventy (170) the immediate full benefit to all and
people the data beneficiaries of sundry.
collected were outsourcing, the The public sector
further analyzed. public enjoys institutions should be
Pearson's efficient and careful not to buy such
correlation co- effective services goods and services
efficient was to test | and possibility of contracted out at high
the relationship reduced quality of prices but at a cheaper or
between the benefits |such services. reduced price.
and prices at which
those functions were
purchased by the
public sector
institutions.
22 |Horngren, Foster Why The secondary data | Faghihi Hospital The researchers Dep Var. Outsourcing
and Data (2001) Outsourcing was used and in Libya contracted recommended that the
may result to hypotheses were out its Operation actions of the Hospital Indep Var. Increased
increased also formulated to and Surgery were wrong since they Dependence on
Dependence on | test why Division. have sold the Hospital Suppliers
the supplier outsourcing may Diagnostic and out indirectly.
result to increased Radiology Division The Goodwill of the
dependency on the Administrative and hospital should not be
suppliers. services Division compromised.
There should be a clear
division of indirect
takeover and contracting
out.
They could be forced to
close shop when
completely taken over by
the contracting company.
23 Raiborn, Barfiled Why companies |Data was collected Franchise and Franchising terms and Dep Var. Outsourcing

and Kinney
(1999)

may gain best
knowledge and
experience in
outsourcing and
lose Degree of
control

with questionnaire
basically on the
issues why
outsourcing
companies may lose
control of their
goods and services.
Mann- Whiten y

(a non-parametric
Test) was used to
investigate the

outsourcing may
compromise the
quality and the
secrets of the
business unhealthy
competition and
riverary may be the
order of the day.

difference in  the
dependent variables in
terms  of  control
variable

conditions are not to be
taken as outsourcing, the
key area of the business
should not be outsourced
to avoid loss of control.
The business secrets
must be preserved and
kept secret all the times.

Lost of
one’s

Indep Var.
control of
organization

Source: Researcher’s tabulation 2017
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24 Lindlohm Outsourcing by Data for analysis | It was found that, An ideal scientific or Dep Var.
and Government was obtained | the perception in statistical tool Outsourcing
Suomala where the from which outsourcing including account tools
(2004) service can be Mumbai Bank in|was believed that it will give a better result Indep Var.
purchased with India. Mann- | could result to to justify when Cheaper amount of goods
fewer amount Whitney U Test |the government outsourced of and services
and  Spearman's|paying lesser government functions
Correlation amount for goods could result to such
Coefficient to test|and services goods and services
the  hypotheses |contracted out is being purchased.
and  significant|not always correct
difference
between the cost
of outsourced
goods and
services not
outsourced.
25 Martyn Implications of A questionnaire | Data were collected Those services in Dep Var. Outsourcing
(2007) using was administered |from questionnaire which the public sector
outsourcing for on 58 and the data were lacked the comparative Indep Var. Private Sector
the private sector manufacturing of |analyzed with advantage should be Benefits
to benefit of the mining spare descriptive statistics contracted out to the
Public Sector parts at Okaba such as graphs, pie private sector.
Institution. mines in Kogi chart, frequencies The price at which
State and tables to such services will be
explain the level of returned to the public
benefits enjoyed by sector must be
the public sector by competitive and
contracting out cheaper.
some of their If division of labour
services to the and specialization are
private sector. put into consideration,
It was also observed the public sector will
that 73% benefits also get the product at
were enjoyed by the a cheaper price.
public sector.
26 Prager Why outsourcing Data was Findings revealed He recommended the Dep Var. Outsourcing
(1994) will neither obtained that outsourcing adoption of appropriate o
reduce from primary reduces government pricing mechanism in Indep Var. Reduction in
government source through expenditure and bidding for the product Government Expenditure
expenditure the use of increase efficiency to be outsourced.
increase unstructured when appropriate The institution that has
government interview. He steps are taken is the best comparative
efficiency made use of given to all the advantage in expertise
simple important facts that should be considered
percentages to has to do with first in outsourcing,
analyze the data | successful buying the products at
for the study. outsourcing a high quality and
decisions cheaper per price must
be a critical factor to be
considered.

Source: Researcher’s tabulation 2017
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27  |Hunter How outsourcing The population of the | Nearly 40% of It was recommended Dep Var.
Healy (2001) |has transformed study were Australian  |the public that, there should be no Outsourcing
Government Business in  |Government Business  |sector in reliance that
Australia the sample size Australia outsourcing will result
involves outsourcing  |outsourced half to public sector Indep Var.
organizations who are  |of their total transformation based Transformation of
89 in number and a information on simple public sector Government
decision model on technology as expectations.
who to include and against the Consideration must be
who to be excluded private sector given to increasing
in outsourcing success |with only 15% government
justify which of the There were expenditure and limited
organizations evidences that resources in
experienced outsourcing has outsourcing decisions
transformation helped in the Budget and legislative
transformation constraints will put
of government pressure to improve
businesses in efficiency and reduce
Australia and operational costs.
cost savings.
28  |Quiggin Investigation of the Primary data was Findings, the It is recommended that Dep Var.
(2002) Transitory Savings obtained via cost savings of if proper steps are Outsourcing
of Outsourcing questionnaire outsourcing taken in
administered to cannot be every outsourcing
companies. Datawas | transitory, if decisions such as an Indep Var.
analyzed using that occurs, it accurate measurement Transitory Savings
descriptive, analysis, should be a of the outsourcing
logistics regression failure and not expenditures and
analysis and chi- transitory projected benefits, the
square. success rate will be
Again, semi structured above 60% or more.
interview of 20
companies were
studied.
29  |Accenture Why Public Sector Data for the study was |Results from In a study like this, Dep Var.
(2002) Outsourcing Results obtained from primary |the study behavioral and Outsourcings
are Mixed source via showed that, organizational
questionnaire there is a variables are proxied to
The Researcher significant obtain a better result. Indep Var.
analyzed the data for relationship Attitude to work Mixed outsourcing
the study, regressing between the technical characteristic | rag|ts.
the relationship outsourcing rating would give a
between the decision better result than
dependent variables variables and perceived usefulness in
and independent the success of outsourcing job.
variables. the outsourcing Performance and
of public sector productivity when
goods and proxied as opposite for
failure also would give
a more realistic answer
to the failure or success
of outsourcing.

Source: Researcher’s tabulation 2017
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30 |American |Globalization The study was| It was discovered|They recommend the|Dep Var.

Economic |outsourcing & wage |conducted San|that workers of|answer to companies Outsourcings

Association |inequality Francisco in  United|outsourcing survival is outsourcing

(1996) States. A samples of 217 |companies were | of their services and this
workers different|paid higher wage|will also result to|lndep Var.
companies using both|that the in-house|economic growth Mixed outsourcing
correlation and|production workers results.
Regression analysis to|in US.
determine deviations
and relationship  of
wages in outsourcing

31 |Atta, B.M. [Observations and|The study was|lt was found that|It was recommend that|Dep Var.

Akinbola J.A.|Recommendations undertaken by the|there was  nojoutsourcing laws in Outsourcing

& Thomas C.|Public  Procurement|National ~Assembly |adequate law N:cge“ad mléSt 39

; coverin reformed and made
(2009) Act 2007 ?glj::jg taSIe ?Qlek_dgz outsourging _ workable _ thorough Indep Var.
. transactions in|{Budget Monitoring and|Pyblic  Procurement
OUtSOWC'ngj Nigeria Price Intelligence Unit A
Questionnaires were (BMPIU) ct 2007
used on the
participants of over
600 persons
32 |Baily, P.el tal|Procurement Principle|The study was|It was found that|It was recommended by|Dep Var.

(2008) Management conducted in England.. |competitive the authors that open|procurement
primary data through|tendering  gives|competitive tendering Principles
questionnaire on 589 |equal and award of contracts
respondents vyas opportunities to all|based on comparative Indep Var.
analyzed using|the players. advantage must be
Pearson’s product encouraged. Management of
moment correlation for Procurement.
procurement principles
and Management on
UK.

33 |Buchholz, |Bringing the job|This study was|lt was|It was recommend|Dep Var.
T.C. (2004 |Home How the left|conducted in the|discovered that|that in-house | Outsourcing

created outsourcing|New York USA|outsourcing at|production must have

crisis Data was collected|all levels must|a higher percentage|lndep Var.
from 310 companies|not be home|to outsourcing of US|
in US and analyzed|based such as|jobs in particular|Bringing the Jobs
with both |off-shore overseas. back Home to US
Regression and |outsourcing

correlation on how
outsourcing created
crisis and jobs must
be returned back to

us

Source: Researcher’s Tabulation 2017
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34 |De Loof|Is outsourcing by the|The study conducted in|It was discovered |It was recommend that Dep Var.
L.A.(1996) |public sector|Nether  lands.  He|that outsourcing is|the  public  sector| Qutsourcing
organizations applied a model with|profitable to the|organization should
profitable? correlation and |public sectors aggressively embark on Indep Var
Regression analysis to outsourcing of the L '
. i profitability on the
determine the products and services. .
profitability of public sector
outsourcing in  the
public sector
35 |Davies Paul|What’s this India|The study was| It was discovered|The following Dep Var.
(2004) Business?  Off-shoring|conducted in India.[that a lot of|recommendations were Outsourcing
& Global services|Primary data was used, |foreign exchange | made:
revolution questionnaire and|were attracted by|- to continue off-
interview guide were|the Indian workers [shoring Indep Var.
also used on the|in the off shoring|- seek  for  new|Services revolution
respondents of 2585|business venturing
staff in the off-shoring Improvement of their
activities in India technology and workers
welfare
36 |Domberger |The contracting Case|The T-Test Analysis|It was found that|It was recommended|Dep Var.
S. & Hall|Book:  Competitive|was used to test the|open that open competitive| Contracting
C. (1995) Tendering in Action |hypothesis so as to|competitive tendering  will not
determine the|tendering compromise the I
L ) . ndep Var.
relevance of{remaining  the|integrity and .
competitive best option for|transparency Compe_ztltl\_/e )
Tendering in Action. [the contractors t Tendering in Actions
be given equal
opportunities
37 |Domberger S.| Competitive Tendering & |Matrix for competitive It was discovered|They recommended that| Dep Var.
Meadow C.S.|Efficiency: The case of tendering and |that _in refL_Jse for _timely re_fL_Jse Refuse collection
& Thompson refuse collection outsourcing col'le_ctlon to enjoy collect_lon _ competitive
D (1986) efficiency tendering is the best
competitive instrument to be used Indep Var.
tendering is the -
answer competitive
Tendering
38 |Ekpendhio Public Procurement | questionnaires, and|It was the reforms|The recommended that Dep Var.
S.A.(2003) |Reforms: the Nigeria|interview held with the|that brought about|the reforms must be Outsourcing
Experience representatives of the|the about the public|continuous and dynamic
Budget and majority|procurement  Act|so that the achievements
Unit  (BMPIU) Price|2007 made will not be lost Inde_p Var.
Intelligent  Unit  and over time Public Sector
Bureau  of  Public Reforms
Procurement  Primary
data was used
39 |Elibiju A.|Are Governments Really|The members of the|There were | The states that Dep Var.
(2009) Empowered to outsource|Board  of ~Internal|divergent views as|outsourced their tax| Qutsourcing
tax collection. Revenue and the inland|to  whether  tax|collection are reverting

Revenue Services were
circularized with
questionnaire test with
Person’s Chi-Square
analysis to know the
differences in  their
opinion

collection should be
outsourced as some
states are doing

to status quo the tax law
not approves that
collection of tax should
be outsourced

Indep Var.
Tax collection

Source: Researcher’s Tabulation 2017
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40 |Gariffith, G|Outsourcing and the|The study was|lt was fund that|Although outsourcing|Dep Var. Outsourcing
& Figgis|Public Sector conducted in the united|outsourcing at every|has a  universal
(1997) States. Industry|level has its own|acclaimed benefits it|Indep Var. Benefits of

commission. The|characteristic merits|is advisable to handle|outsourcing
Person’s  correlation|and demerits each case at its own

was used to determine merit for marginal

the benefits benefits

outsourcing to the

public sector

institutions  in  the

United States

41 |Hast, M.|The Budget what does|The study was | It was discovered that| The  public  sector|Dep Var.

(2009) mean of outsourcing conducted in UK. The|Budget is a veritable |annual ~ budget is|Outsourcing
correlation and |tool in  making|critical tool that
Regression  analysis|outsourcing decisions |drivers  outsourcing. |Indep Var.
were used to test the Outsourcing is only|Budget
relationship and justified when it is
dispirits between budgeted for
budget and outsourcing
using secondary data.

42 |Hira R. &|Outsourcing America:|This study was| It was observed that|The recommend |Dep Var.
Anil H.|what’s  behind  our|conducted in  the|jobs in  America|20%Outsourcing of|Outsourcing
(2008) National ~ Crisis and|AMACOM Industry in|suffered at home and|Jobs at home front

How can  Reclaim|{New York. Both the|thrived overseas and 80% for off-shore | Indep Var.
American Jobs Correlation and activities overseas to|American Jobs
Regression  analysis reclaim jobs
were used on the
secondary data to test
the relationship and
otherwise of O&AJ
Hunter R. D.|Outsourcing in| This study was | It was discovered that|It was recommended|Dep Var.

43 | & Healy J.T.|Government: the path to|conducted  in  the|outsourcing is good|by the authors that|Outsourcing

(2002) Transformation United  States  of|tool for the economic|outsourcing is the
America  Secondary |transformation of|vehicle that drives|Indep Var.
data was collected |United States |economic Transformation of
from companies in US|economy transformation the | American
and Person’s gains of outsourcing
Correlation was used will result to
to determine the effect economic growth and
of outsourcing the GDP increase
effect of outsourcing
on the transformation
agenda of US.

44 |Huque S. A.|Contracting out and|This study was| It was discovered that|It was recommend |Dep Var.

(2007) trust in the public sector |{conducted in  Hong|for outsourcing to be|that the trust and|Contracting out
Kong, China, Asia. A|successful their must|integrity of the open
survey method was|be  mutual  trust{competitive bidding|Indep Var.
used by the Researcher |between the public|must not be|Trust in the public
the secondary data|sector and the [compromised and | Sector
used facilitated the|outsourcing agencies |there must be increase
relationship  between in the momentum of

contracting out and the
trust of the vendors
and service providers
on the public sector
which are the two
operative variables

outsourcing activities

Source: Researcher’s Tabulation 2017
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45 |Interra The Nigeria off-|A sample of Eighty|lt was discovered|It was recommend|Dep Var.
Networks |shoring opportunities |five (85) oil and gas|that the indigenous|that a lot of|off-shoring
(2009) the next oil block services companies|oil services |opportunities  exist

in  Nigeria. The|companies lacked|in the off-shoring|Indep Var.
financial statements|the expertise and |activities the oil and|Opportunities
of the companies|technology in off-|Gas Industry in

were used as|shoring activities  |Nigeria

secondary data. The

Regression analysis

was used to regress

off-shoring and

opportunities in the

Oil and Gas Industry

in Nigeria

46 |Irwin, A.D|Outsourcing is Good|This study was|lt was observed|It was|Dep Var.

(2004) for America conducted by the|that outsourcing is|recommended Outsourcing
institute for public|to the benefit of the |among other things
policy Research in|citizens and makes|that outsourcing | Indep Var.
Us. Data  was|positive creates jobs makes|Benefits of
collected from|contribution to the|service cheap and| Outsourcing
companies in US.|economy affordable
Correlation
coefficient was used
to determine
outsourcing and the
goodness in
outsourcing to the
American people

47 |Jensen The Efficiency of|The study was|lt was found that|The Researchers|Dep Var.
H.P.& public sector |conducted in|there is a|recommended that a| Outsourcing
Stonecash |outsourcing contracts |Australia Melbourne|significant and |successful
E.R. (2004) Institute of Applied|positive outsourcing Indep Var.

Economic & Social |relationship activities efficiency| Efficiency
Research. The |between cost savings
Correlation analysis|outsourcing and |blockage of

was used to|Efficiency wastages should be

determine encouraged

relationship between

Efficiency and

outsourcing

48  |Kersten, W. ,|Motivation for the|The  study  was|Findings  showed|The Researchers
Kochi, J. &|qutsourcing of | conducted at|that the previous|recommended that| pep Var.
Hohrath, - P.|oomplex logistic|Hamburg  school of |successes  recorded |MOre success would be| - 1o reing
(2007) services Logistics, Germany A |are the motivational recor(iied no | more

model was developed factors  for  the g:xupcg: Germaﬂglsuig Indep Var.

to _determlne the|outsourcing o (_)f known to have the| Motivation for
relationship  between | complex logistics in|expertise and [complex logistics
outsourcing of|Germany technology for

complex logistic complex logistics and

services and should continue the

motivation for trend of outsourcing

outsourcing

Source: Researcher’s Tabulation 2017
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49 |Khirallah, |Out with outsourcing|Data was collected|It was fund that co-|It was|Dep Var.
D.R (2002) |and in with co-|from a subsidiary of|sourcing is in-|{recommended that| Outsourcing
sourcing General Motors|house  production|co-sourcing school

manufacturing in{which is expensive|not be encouraged|Indep Var.
China. The data was|and uneconomical |but outsourcing| Co-sourcing
analyzed using|outsourcing  was|remains the best
Pearson’s discovered to [option.
correlation remain the best
coefficient and co-|option
sourcing
50 [Koch, J.,|Human Resource|This  study  was|It was discovered|It was |Dep Var.
Dell, D. &|outsourcing in|conducted in the|that, it is a|recommended the| Outsourcing
Keller, L.|Government United States Public|necessity and|Human  Resource
(2004) organizations Poll  was  used|consequence may|will be outsourced|Indep Var.
Emerging Trends{among the citizens{not be considered|when it is| Human Resources
early Lessons of United States, the|from the security of |absolutely
consequences of|US and the entire|necessary and for
outsourcing Human|world. security operations
Resource in
Government
organizations to
oversea’s activities
51 |Lacity, M.|Information systems|The study  was|It was observed the|lt was|Dep Var.
& Wilcox|and outsourcing :|conduct in London. |availability of|recommended that| Outsourcing
L.P. (2008) |studies in theory and |A model was|information is a|information system
practice developed tolkey driver tolis a critical aid to|Indep Var.
determine the |outsourcing outsourcing to have| Information system
relationship between|information system|good knowledge of
outsourcing and|and outsourcing |outsourcing
information system.|are  significantly |information system
The model adoption|correlated is a key driver.
Pearson’s
correlation
coefficient were
used to facilitate the
analysis
52 |Mankiw, G.|The politics and|The study was|lt was found that|lt is recommend that|Dep Var.
& Swagel P.|Economics of off-|conducted the United|politics and | for _ successfull - Outsourcing
(2005) shore outsourcing State. The T-Test|Economics play a outsourcing cannot _be
analysis was used tollot of role in off-|SeParated from politics) '\,
test the hvpothesi H " . and  economics the ep :
ypothesis so|shore outsourcing |iniearation of  these| Politics and
as to determine the variably will result to| Economics
affect of politics and successful outsourcing
economics on off-
shore outsourcing
53 Malvaine, Co-sourcing and more|A survey was conducted | It was discovered that|It was recommended Dep Var.
A.R. (2008) |(outsourcing) China _ motor | outsourcing is |that _ outsourc!ng Outsourcing
manufacturing preferred to co-|remains the best option
company. The T-Test|sourcing which is in-|{for  cheaper price
was used to analysis the |house production efficiency and stoppage | INdep Var.
hypothesis to determine to wastes Co-sourcing
in-house production (co-
sourcing) and
outsourcing

Source: Researcher’s Tabulation 2017
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Moy, M.|Its Infrastructure| The secondary data|lt was discovered|It was |Dep Var.
54 {(2009) outsourcing Boosted|was  used  and|that infrastructural{recommended that| Outsourcing of
in Nigeria hypotheses were|outsourcing  will|infrastructural infrastructure
also formulated to|actually boost the|maintenance
test the impact of|economy development  and|Indep Var.
outsourcing on the sustainability Boost of Nigeria
infrastructural requires that| Economy
development in infrastructure
Nigeria should be
outsourcing
Nadeem, S.|The culture politics|This study was|It was discovered|It is recommended|Dep Var.
55 [(2009) of outsourcing in|conducted in India|that, there is a|that cultural politics| Outsourcing
India the T-Test analysis|significant and|should not be
was used to test the|positive inhibition to|Indep Var.
hypothesis so as to|relationship outsourcing such as| Cultural Politics
determine the | between the promotion of
relationship between |outsourcing and|(the India firms all
cultural politics and|cultural politics over the world
outsourcing
56 |Dapojoye ,|His time to outsource|A survey method|It was observed|lt is recommended|Dep Var.
0. (2009) [the federal and the opinion of|that this would|that the Federal| Outsourcing
the civil servants|hardly work | Civil Service
were sought through |because it is like|cannot be|Indep Var.
questionnaire.  One|Franchise and |outsourced. The law| Federal Civil Service
thousand, three|outsourcing ~ will|will not support|operations
hundred, (1300) | compromise such an idea, at will
workers were [quality,  integrity |be counter-
circularized Mann-|motivation and |productive
whiten Y (a non —|efficiency
parametric test) was
used

Source: Researcher’s Tabulation 2017

2.4.1 Summary of Literature Review

In all the literatures reviewed, there was much attention paid to the reasons for outsourcing,

occasionally, the benefits of outsourcing and the risk associated with outsourcing decisions

were also discussed by the authors. There was little or no attention given to the procurement of

some classes of goods which are not covered by the Procurement Act and other outsourcing

laws.

In Nigeria, such classes of goods and services which are not covered under the procurement

Act are the military arms and ammunitions, the minting of the Nigerian currency and the

training of military personnel by other countries. It is now obvious, from the recent

developments in the country, that these areas are now conduit pipes through which the

resources of the government are wasted, stolen and bastardized.
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2.5  Gapin Literature

Raiborn, Barfield and Kinney (1999) in their diagram of Outsourcing Risk Pyramid suggested that
strategic direction of the firms unique core services should never be outsourced. They also
suggested that Tax, Audit, Legal and Information Technology sharing should be outsourced under
tight control. The above suggestions may be correct when they are applicable to be United States

environment and not in Nigeria. (See pages 103-104).

The researchers observed this gap and modified the Outsourcing Risk Pyramid to show that what
we should not outsource are things like the production of arms and ammunitions for security
reasons and what we should outsource under tight control are things like, minting of Nigeria

currency, negotiable instruments and other military hardwares.

The second gap is on the classification of outsourcing in which Ezenwa (2006) said tactical
decisions are required for cost reduction and that strategic decisions would results to cost savings.
The researchers noticed a gap in these classifications, because, there may not be a much difference
between cost reduction and cost savings. The researchers had to suggest that core competences
where the contractor has comparative advantage, with the right expertise and technology; it is only
a deliberate action that would result to cost reduction. Cost savings which is activity based, will
only occur based on value chain activities which may not necessarily be under strategic decision
making.

The third segment added to the classification which is very necessary is the trust and integrity of
the contractor which will result to good customer relationship between the public sector
organizations and the outsourcing agencies.

The scope of Public Sector Procurement Act 2007 was restricted to some classes of goods and
services not covering off-shore activities and procurement of security hardwares and minting of the
Nigeria currency. The final gap was the perceived successes of outsourcing activities in Nigeria
and all of a sudden, the Americans and the European Union are reverting to co-sourcing which is

in-house production of their goods and services so as to create jobs for their citizens.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 RESEARCH DESIGN

This study is concerned with determining the effect of Public Procurement Act 2007 on
outstanding decisions with focus on Nigerian Government Ministries as at 31% December,
2015.

The research study adopted in this work is the exploratory/formulative research study. The
main purpose of such study is that of formulating a problem for more precise investigation or
for developing the working hypotheses from an operational point of view.

The data type employed in this is the Panel Data. Panel Data are data that have the

features/elements of time series and cross sectional data.

The research design employed in this study is the ex-post facto research design, in order to
establish the meaningful relationship between Public Procurement Act 2007 and outsourcing
decisions. This study is treated as ex-post facto research since it relied on historical data. This
is appropriate because ex-post facto research aims at measuring and establishing the
relationship between one variable and another or the impact of one variable on another, in
which the variables involved are not manipulated by the researcher (Onwumere, 2005). An ex-
post facto research determines the cause-effect relationship among variables. It is most useful
in investigating variables that cannot be observed experimentally, such as those studies in this
work. Ex-post Facto seeks to find out the factors that are associated with certain occurrence,
conditions, events or behaviours by analyzing past events or already existing data for possible
causal factors (Gujarati, Porter & Gunasekar 2013; Kothari & Garg 2014).

3.2 AREA OF THE STUDY

The area of this study is the entire public sector organizations in Nigeria, in the exclusion of
Extra- Ministerial Departments, Agencies and Commissions. The core public service were
chosen because, they have fully embraced the stipulations of the public procurement Act 2007
under the supervision and monitoring of the Bureau of Public Procurement Council.

The exclusion of the Extra-Ministerial Departments and Agencies are deliberate because they
are yet to embrace the full application of the Public Procurement Act 2007, as they claimed
that the Ministries, Departments and Agencies (MDASs) are not holistic and uniformed in

operations. Nigeria as a sovereign state has about one hundred and fifty million people base on
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the 2006 census. Nigeria is bounded in the North by Niger Republic, in the South by Equatorial
Guinea, by the East Cameroon and by the West Accra Ghana.

3.3 POPULATION OF THE STUDY
The population of the study consists of the twenty five (25) Nigerian Government Ministries
from 1998 to 31st December 2015 (See Appendix 1).

3.4 SAMPLE SIZE AND SAMPLING METHOD

Non-probability method was adopted to determine the sample size. This research adopted
convenience sampling technique based of the merger of some of the ministries from thirty (30)
ministries to (25) ministries (Appendix I). In view of this, the twenty five (25) ministries
represent the sample size for this study, for an eighteen (18) year period spanning from 1998-
2015. The eighteen (18) years period is chosen in order to have a fairly, reasonably, reliable
and up-to-date available financial data for the pre (1998-2006) and post (2007-2015) policy

reform era.

3.5 SOURCES OF DATA

The study used data derived from secondary sources. The secondary data was obtained from
CBN statistical bulletin, Federal Ministry of Finance, Budget office of the Federation,
publications of the bureau of public services reform, public procurement Acts, Federal
Government Policies and circulars on procurements and outsourcing, relevant academic
journals (national and international), magazines, textbooks and internet downloads. The data
covered nine (9) years pre policy reform (1998-2006) and nine (9) years post policy reform
(2007-2015).

Table 3.1 Description of Independent Variables (Public Procurement Act 2007)

Variables Description

Capital Expenditure These are Capital Expenditure identified by the Government in
form of projects to be executed in a particular year representing
a segment of the annual budget.

Recurrent Expenditure These are expenditures in the annual budget that are so frequent
because of their indispensability, it is also a segment of the
annual total budget.

Total Annual Expenditure The total annual expenditure comprises the total capital expenditure
and the total recurrent expenditure of the annual budget.
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In-House-Cost of Goods not | These are the cost of goods and functions not outsourced but are
outsourced produced in —house by the government organizations.

Procurement Plan Cost These are the cost of advertising the bid, open competitive
bidding cost, selection of vendor cost before the actual
outsourcing is embarked upon.

Stochastic Disturbances These refer to those variables which can also have influence on
the organizations expenditure on outsourcing decisions but
could not be captured in this work.

Source: Researcher’s Field Survey 2017.

3.6 METHOD OF DATA ANALYSIS

The analysis of data for this study were done based on the data collected from publications of
the Federal Ministry of Finance, Budget Office of the Federation and CBN statistical bulletin
of the selected Federal Government Ministries.

Both the dependent and independent variables were computed from the data extracted from
publication of the Federal Ministry of Finance, Budget Office of the Federation and CBN

statistical bulletin of the selected Federal Government Ministries.

Inferential statistics of the stated hypotheses were carried out with the aid of E-view 9.0
statistical software, using coefficient of correlation which is a good measure of relationship
between two variables, which tells us about the strength of relationship and the direction of
relationship as well.

Regression analysis predicts the value of a variable based on the value of the other variable and
explains the impact or effect of changes in the values of variable on the values of the other

variables. Ordinary Least Square (OLS) Regression Analysis was used for the study.

Chow test was employed to determine whether there is any structural change or significant
impact in the relationship that exist between CAPEX, RECEX, TOTEX, IHCST, PRCST and
OUTSCST before and after the introduction of Public Procurement Act 2007.
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3.7 MODEL SPECIFICATION

The following models will be used to test the hypotheses as follows:

OUTSCST = o+ B.CAPEX + E - - - Ho;
OUTSCST = o+ B:RECEX + E - - - Ho,
OUTSCST = Bo+ B TOTEX + E - - - Hos
OUTSCST = Bo+B1IHCST + E - - - Ho,
OUTSCST = o+ B:PRCST + E - - - Hos
Where:

OUTSCST = Outsourcing Cost

CAPEX = Capital Expenditure

RECEX = Recurrent Expenditure

TOTEX = Total Expenditure

IHCST = In - House Cost

PRCST = Procurement Plan Cost

3.8 DESCRIPTION OF RESEARCH VARIABLES:

This research analysis will use both dependent and independent variables.

Dependent Variable
The dependent variables in this study is outsourcing decisions (proxy by outsourcing cost
{OUTSCST}) made by the public sector organizations. Outsourcing decisions in this study is

defined as decisions involved in choosing public functions to outsource.

Independent Variables

The independent variable used in the analysis is Public Procurement Act 2007. It is measured
by Capital Expenditure (CAPEX), Recurrent Expenditure (RECEX), Total Expenditure
(TOTEX), In-house-cost (IHCST) of Goods not outsourced and Procurement plan cost
(PRCST) of the public sector organizations in Nigeria.
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41 DATAPRESENTATION

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

The values for Public Procurement Act (proxy by CAPEX, RECEX, TOTEX, IHCST and
PRCST) and outsourcing decisions (proxy by OUTSCST) were obtained from Federal

Ministry of Finance, Budget Office of the Federation, Abuja and Central Bank of Nigeria

(CBN) statistical bulletin 2015. These data were analyzed and presented based on research

objectives and hypotheses that guided this study. The study therefore considered only

secondary data for the analysis and test of hypotheses.

Table 4.1 OUTSCST, CAPEX, RECEX, TOTEX, IHCST and PRCST values from

YEARS OUTSCST
1998 131,028,392
1999 140,919,189
2000 155,233,844
2001 165,739,409
2002 181,739,028
2003 178,209,172
2004 180,290,921
2005 184,920,182
2006 198,082,832
2007 210,890,202
2008 226,718,930
2009 274,692,012
2010 300,129,434
2011 212,098,490
2012 229,103,734
2013 314,774,917
2014 411,312,131
2015 419,008,451

Source: Central Bank of Nigeria (CBN) Statistical Bulletin 2016

1998 to 2015

CAPEX

110,064,738,262
198,028,382,672
239,450,985,000
438,655,315,439
321,378,198,742
241,688,300,923
351,300,496,212
352,385,873,090
259,323,312,870
290,024,102,430
565,112,345,804
211,234,587,999
111,527,997,980
188,387,456,367
201,342,374,698
159,309,068,453
235,579,985,735
306,060,533,426

RECEX

28,921,038,736
33,106,328,385
44,610,213,736
56,865,782,819
44,300,911,745
37,013,749,507
43,902,468,194
41,850,735,402
36,721,427,906
50,086,544,312
78,165,467,890
44,743,109,543
26,117,362,431
23,001,942,129
38,543,909,875
29,735,323,133
43,178,199,097
54,250,684,965

Federal Ministry of Finance
Budget Office of the Federation
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TOTEX

138,985,776,998
231,134,711,057
284,061,198,736
495,521,098,258
365,679,110,487
278,702,050,430
395,202,964,406
394,236,608,492
296,044,740,776
340,110,646,742
643,277,813,694
255,977,697,542
137,645,360,411
211,389,398,496
239,886,284,573
189,044,391,586
278,758,184,832
360,311,218,391

IHCST

234,561,973
288,901,982
319,018,373
311,038,494
211,038,394
209,173,894
258,839,029
272,910,174
301,837,383
397,253,783
411,009,273
409,182,922
589,172,393
499,816,526
562,728,293
691,616,490
741,702,328
754,396,757

PRCST

1,072,667,328
1,119,398,393
2,082,737,334
1,937,788,493
2,110,838,393
2,201,782,783
3,082,838,922
2,001,126,833
1,782,100,374
1,093,794,744
1,903,843,742
2,748,840,931
2,903,874,389
4,190,283,873
3,307,837,282
3,479,088,676
5,404,467,861
9,286,868,471



4.2  ANALYSIS OF DATA

Inferential statistics of the stated hypotheses were carried out using coefficient of correlation
which is a good measure of relationship between two variables it, tells us about the strength of
relationship and the direction of relationship as well. Ordinary Least Square regression (OLS)
analysis predicts the value of a variable based on the value of the other variable and explains
the impact or effect of changes in the values of variable on the values of the other variables.
Chow test is used in a regression model involving time series data, to enable the researcher
determine if there is a structural change in the relationship between the regress and (Y) and the

regressor (X).

The following models specification will be used to test the research hypotheses:

OUTSCST = Bo+B.CAPEX + E - - - Ho,
OUTSCST = Bo+ P1RECEX + E - - - Ho,
OUTSCST = Bo+ B TOTEX + E - - - Hos
OUTSCST = Bo+B1IHCST + E - - - Ho,
OUTSCST = Bo+B:PRCST + E - - - Hos

431 TEST OF HYPOTHESIS 1

Ho,: Capital expenditure has no significant effect on outsourcing cost of public sector

organizations in Nigeria.

Model Specification:
OUTSCST = Bo+B.CAPEX + E - - - Ho;

Legend:

Bo=  Constant term (intercept)

B = Coefficients to be estimated

E = Error term/unexplained variable(s)
OUTSCST: Outsourcing Cost
CAPEX: Capital Expenditure
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Table 4.3.1: Descriptive Statistics of Operational Variables

OUTSCST CAPEX RECEX TOTEX IHCST PRCST

Mean 8.334644 11.38791 10.60446 11.45545 8.579623 9.388797
Median 8.310452 11.38124 10.62848 11.44932 8.551442 9.333615
Maximum 8.622223 11.75213 10.89301 11.80840 8.877600 9.967869
Minimum 8.117365 11.04165 10.36176 11.13876 8.320507 9.030465
Std. Dev. 0.145611 0.184750 0.128935 0.173715 0.185524 0.241678
Skewness 0.608290 -0.141009 0.113787 -0.063144 0.262953 0.516722
Kurtosis 2.542504 2.815643 2.998578 2.796541 1.799907 3.211356
Jarque-Bera 1.267027 0.085142 0.038844 0.043008 1.287601 0.834509
Probability 0.000024 0.000323 0.000765 0.008726 0.000000 0.000000
Sum 150.0236 204.9824 190.8804 206.1980 154.4332 168.9983
Sum Sq. Dev. 0.360446 0.580252 0.282613 0.513007 0.585124 0.992941
Observations 18 18 18 18 18 18

Source: Researcher’s computation using E-View 9.0, 2016

From the 4.2 above, the mean serves as a tool for setting benchmark. The median re-ranks and
takes the central tendency. While the maximum and minimum values help in detecting problem
in a data.

The standard deviation shows the deviation/dispersion/variation from the mean. It is a measure
of risk. The higher the standard deviation, the higher the risk.

The standard deviation is a measure that summarizes the amount by which every value within a
dataset varies from the mean. It is the most robust and widely used measure of dispersion.
When the values in a dataset are pretty tightly bunched together, the standard deviation is
small. When the values are spread apart the standard deviation will be relatively large (Azuka,
2011).

In many datasets, the values deviate from the mean value due to chance and such datasets are
said to display a normal distribution. In a dataset with a normal distribution, most of the values
are clustered around the mean, while relatively few values tend to be extremely high or
extremely low. Many natural phenomena display a normal distribution (Azuka, 2011).

The standard deviation in the study for the period 1998-2015 is 0.145611, 0.184750, 0.128935,
0.173715, 0.185524 and 0.241678 for OUTSCST, CAPEX, RECEX, TOTEX, IHCST and
PRCST respectively. For such distributions, it is the case that 0.15%, 0.18%, 0.13%, 0.17%,
0.19% and 0.24% of values are less than One Standard Deviation (1SD) away from the mean
values of OUTSCST, CAPEX, RECEX, TOTEX, IHCST and PRCST respectively.
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Skewness and Kurtosis are contained in Jarque-Bera. Positively skewed is an indication of a
rise in profit while negatively skewed is an indication of loss or backwardness.

Jarque-bera is used to test for normality; to know whether data are normally distributed.

Table 4.3.1 shows that, but for CAPEX and TOTEX with the negative values of 0.141009 and

0.063144 all other data variables are positively skewed.

According to Jarque-Bera Theory:

H, = not significantly normally distributed

H, = significantly normally distributed

When probability value (PV) is less than 10% = Accept Hj, (It is significant)
When probability value (PV) is greater than 10% = Accept H, (It is not significant)

Table 4.3.1 reveals that OUTSCST, CAPEX, RECEX, TOTEX, IHCST and PRCST with
probability value of 0.000024, 0.000323, 0.000765, 0.008726, 0.000000, and 0.000000
respectively are less than 10%. So invariably, the variables are significantly normally
distributed.

Table 4.3.2: Correlation matrix of variables

OUTSCST CAPEX RECEX TOTEX IHCST PRCST

OUTSCST 1.0000 -0.0541 0.0920  -0.0424 0.8706  0.8040
CAPEX -0.0541 1.0000 0.8562 0.8985 -0.2120 0.0159
RECEX 0.0920 0.8562  1.0000 0.8828  -0.0583 -0.0025
TOTEX -0.0424 0.8985 0.8828 1.0000 -0.2018 0.0120
IHCST 0.8706 -0.2120 -0.0583 -0.2018 1.0000  0.7021
PRCST 0.8040 0.0159  -0.0025 0.0120 0.7021  1.0000

Source: Researcher’s computation using E- View 9.0, 2016

Interpretation of Correlation Matrix Result

It is indicated in table 4.3.2 that OUTSCST has a negative weak relationship with CAPEX (-
0.0541) and TOTEX (-0.0424) because the degree of relationship the variables is below 10%.
A positive weak association exists between OUTSCST and RECEX (0.0920). While a positive
strong relationship exist between IHCST (0.8706), PRCST (0.8040) because the level of

relation is more than 70%.
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Table 4.3.3: OLS Regression Analysis showing the relationship between OUTSCST and
CAPEX.

Dependent Variable: OUTSCST
Method: Least Squares

Date: 11/15/16 Time: 07:40
Sample: 1998 2015

Included observations: 18

Variable Coefficient ~ Std. Error t-Statistic Prob.

C 8.820583 2.240848 3.936270 0.0012
CAPEX -0.042671 0.196750 -0.216882 0.0310
R-squared 0.502931 Mean dependent var 8.334644
Adjusted R-squared 0.459386 S.D. dependent var 0.145611
S.E. of regression 0.149873 Akaike info criterion -0.853621
Sum squared resid 0.359389 Schwarz criterion -0.754691
Log likelihood 9.682593 Hannan-Quinn criter. -0.839980
F-statistic 0.047038 Durbin-Watson stat 1.194079
Prob(F-statistic) 0.000002

Source: Researcher’s computation using E-View 9.0, 2016

Interpretation of Regressed Result

The regressed coefficient correlation result in table 4.3.3 shows the existence of a negative and
statistically significant relationship between CAPEX (B:-.0.042671) and OUTSCST at 5%
significant level. The probability value for the slope coefficient shows that P(x;=0.0310<0.05).
This implies that CAPEX has a statistically significant relationship with OUTSCST at 5%
significance level. The coefficient of determination obtained is 0.50 (50%), which is
commonly referred to as the value of R%. The cumulative test of hypothesis using R? to draw
statistical inference about the explanatory variables employed in this regression equation,
shows that the R-Squared value shows that 50% of the systematic variations in the dependant
variable can be jointly predicted by all the independent variables. 50% was explained by
unknown variables that were not included in the model. The Durbin-Watson statistic of
1.194079 indicates that there is no auto-correlation problem. The overall significance of the
model Prob > F-statistic (0.000002) is statistically significant at 5%.

Model Specification

OUTSCST =8.820583 - 0.042671CAPEX

The model shows that for there to be one unit increase in OUTSCST, there will be 0.042671
multiplying effect decrease of CAPEX.
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The implication of the finding is that a decrease in CAPEX will definitely lead to an increase
in OUTSCST.

Decision Rule:

Accept the null hypothesis (H,) if the p-value of the test is greater than 0.05, otherwise reject.
Decision:

The P-value of the test is 0.000002 which is less than 0.05. Hence, reject H, and Accept H;.
Conclusion:

Since the p-value of the test is less than 0.05, then there exists enough evidence to reject the
null hypothesis and conclude that there is a statistically significant relationship between
OUTSCST and CAPEX. Furthermore, that CAPEX positively and significantly affects

outsourcing cost of public sector organizations in Nigeria at 5% significant level.

Table 4.3.4: Chow Test showing the structural change in the relationship between
OUTSCST and CAPEX

Chow Breakpoint Test: 2007

Null Hypothesis: No breaks at specified breakpoints
Varying regressors: All equation variables

Equation Sample: 1998 2015

F-statistic 14.15308 Prob. F(2,14) 0.0004
Log likelihood ratio 19.90576 Prob. Chi-Square(2) 0.0000
Wald Statistic 28.30616 Prob. Chi-Square(2) 0.0000

Source: Researcher’s computation using E-View 9.0, 2016
Decision Rule:

If the calculated F statistic value is greater than the table value, then there is an impact or
structural change in the relationship, otherwise no impact. Hence H; is accepted and Ho
rejected.

Interpretation of Post Regression Analysis

Table 4.6 shows that the F- distribution table value at Prob. F (2, 14) is 3.74, which is less than
the calculated value at 14.15308. Consequently, the null hypothesis is rejected for the
alternative which states that capital expenditure has significant effect on outsourcing cost of
public sector organizations in Nigeria. Little wonder that the sig. value of 0.0004 is statistically

significant at 5%. This further confirms that Public Procurement Act 2007 has a high impact
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level and has impacted a significant structural change on the relationship that exist between

CAPEX and OUTSCST of public sector organizations at 5% level of significance.

Figure 4.3.1: Chow Test Result at Break Point 2007 between OUTSCST and CAPEX
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Source: Researcher’s computation from table 4.5, using E-view 9.0, 2016

Interpretation of Chow test graph result

The Chow test result in figure 4.3.1 above shows whether there is a structural change in the
relationship that exist between OUTSCST and CAPEX from 1998-2006; which is the Pre
Public Procurement Act reform period and 2007-2015; which is the Post Public Procurement
Act reform period.

Figure 4.3.1 depicts that the introduction of Public Procurement Act (PPA) 2007 has a
significant impact on the relationship that exist between OUTSCST and CAPEX. Prior the
introduction of PPA 2007 it is empirically shown in figure 4.3.1 that there is a weak
relationship between OUTSCST and CAPEX, but from 2007, it could be seen that there is a
structural change in the association that exist between OUTSCST and CAPEX which is
significantly impacting as could be deduced from the breakpoint from 2007-2015. Hence, the
adoption of Public Procurement Act 2007 has a structural and statistically significant impact on
the relationship that exists between OUTSCST and CAPEX of public sector organizations in

Nigeria at 5% significance level.
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4.2.2 TEST OF HYPOTHESIS I

Ho,: Recurrent expenditure has no significant effect on outsourcing cost of public sector

organizations in Nigeria.

Model Specification:

OUTSCST = Bo+B1RECEX + E - - - Ho,

Legend:

B, = Constant term

Bit = Coefficients to be estimated

Ei; = Error term/unexplained variables (s)
RECEX = Recurrent Expenditure

Table 4.2.1: OLS Regression Analysis showing the relationship between OUTSCST
and RECEX.

Dependent Variable: OUTSCST
Method: Least Squares

Date: 11/15/16 Time: 07:29
Sample: 1998 2015

Included observations: 18

Variable Coefficient Std. Error t-Statistic Prob.

C 7.233047  2.981519 2.425960 0.0275
RECEX 0.103880  0.281137 0.369501 0.0166
R-squared 0.428461 Mean dependent var 8.334644
Adjusted R-squared 0.353510 S.D. dependent var 0.145611
S.E. of regression 0.149457 Akaike info criterion -0.859183
Sum squared resid 0.357396 Schwarz criterion -0.760253
Log likelihood 9.732646 Hannan-Quinn criter. -0.845542
F-statistic 0.136531 Durbin-Watson stat 1.210686
Prob(F-statistic) 0.000011

Source: Researcher’s computation using E-View 9.0, 2016

Interpretation of Regressed Result

The regressed coefficient correlation result in table 4.2.1 shows the existence of a Positive and
statistically significant relationship between RECEX (B;-0.103880) and OUTSCST at 5%
significant level. The probability value for the slope coefficient shows that P(x;=0.0166<0.05).
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This implies that RECEX has a statistically significant relationship with OUTSCST at 5%
significance level. The coefficient of determination obtained is 0.43 (43%), which is
commonly referred to as the value of R% The cumulative test of hypothesis using R® to draw
statistical inference about the explanatory variables employed in this regression equation,
shows that the R-Squared value shows that 43% of the systematic variations in the dependent
variable can be jointly predicted by all the independent variables. 57% was explained by
unknown variables that were not included in the model. The Durbin-Watson statistic of
1.210686 indicates that there is no auto-correlation problem. The overall significance of the
model Prob > F-statistic (0.000011) is statistically significant at 5%.

Model Specification

OUTSCST = 7.233047 + 0.103880RECEX

The model shows that for there to be one unit increase in OUTSCST, there will be 0.103880
multiplying effect of RECEX.

The implication of the finding is that an increase in RECEX will definitely lead to an increase
in OUTSCST.

Decision Rule:

Accept the null hypothesis (H,) if the p-value of the test is greater than 0.05, otherwise reject.
Decision:

The P-value of the test is 0.000011 is less than 0.05. Hence, reject H, and Accept H;.
Conclusion:

Since the p-value of the test is less than 0.05, then there exists enough evidence to reject the
null hypothesis and conclude that there is a positive and statistically significant relationship
between OUTSCST and RECEX. Furthermore, that RECEX positively and significantly

affects outsourcing cost of public sector organizations in Nigeria at 5% significant level.
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Table 4.2.2: Chow Test showing the structural change in the relationship between
OUTSCST and RECEX

Chow Breakpoint Test: 2007

Null Hypothesis: No breaks at specified breakpoints
Varying regressors: All equation variables

Equation Sample: 1998 2015

F-statistic 12.30293 Prob. F(2,14) 0.0008
Log likelihood ratio 18.25824 Prob. Chi-Square(2) 0.0001
Wald Statistic 24.60585 Prob. Chi-Square(2) 0.0000

Source: Researcher’s computation using E-View 9.0, 2016

Decision Rule:

If the calculated F statistic value is greater than the table value, then there is an impact or
structural change in the relationship, otherwise no impact. Hence H; is accepted and Ho
rejected.

Interpretation of Post Regression Analysis

Table 4.2.2 shows that the F- distribution table value at Prob. F (2, 14) is 3.74, is less than the
calculated value at 12.30293. Consequently, the null hypothesis is rejected for the alternative
which states that recurrent expenditure has a significant effect on outsourcing cost of public
sector organizations in Nigeria. The sig. value of the model (0.0008) is statistically significant
at 5%. This buttress the point that Public Procurement Act 2007 has a high impact level on the
relationship that exists between RECEX and OUTSCST of public sector organizations at 5%

level of significance.

Figure 4.2.1: Chow test result at Break Point 2007 between OUTSCST and RECEX
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Source: Researcher’s computation from table 4.2.2 using E-View 9.0, 2016
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Interpretation of Chow test graph result

The Chow test result in figure 4.2.1 above shows whether there is a structural change in the
relationship that exist between OUTSCST and RECEX from 1998-2006; which is the Pre
Public Procurement Act reform period and 2007-2015; which is the Post Public Procurement
Act reform period.

Figure 4.2.1 depicts that the introduction of Public Procurement Act (PPA) 2007 has a
significant impact on the relationship that exist between OUTSCST and RECEX. Prior the
introduction of PPA 2007 it is empirically shown in figure 4.2.1 that there is a weak
relationship between OUTSCST and RECEX, but from 2007, it could be seen that there is a
structural change in the association that exist between OUTSCST and RECEX which is
significantly impacting as could be deduced from the breakpoint from 2007-2015. Hence, the
adoption of Public Procurement Act 2007 has a structural change and statistically significant
impact on the relationship that exists between OUTSCST and RECEX of public sector

organizations in Nigeria at 5% significance level.

4.3.3 TEST OF HYPOTHESIS Il1

Hos: Total expenditure has no significant effect on outsourcing cost of public sector

organizations in Nigeria.

Model Specification

OUTSCST = Bo+ B TOTEX + E - - - Hos
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Table 4.3.1: OLS Regression Analysis showing the relationship between OUTSCST
and TOTEX

Dependent Variable: OUTSCST
Method: Least Squares

Date: 11/15/16 Time: 07:44
Sample: 1998 2015

Included observations: 18

Variable Coefficient  Std. Error t-Statistic Prob.

C 8.742012 2.398648 3.644558 0.0022
TOTEX -0.035561 0.209367 -0.169851 0.0073
R-squared 0.381800 Mean dependent var 8.334644
Adjusted R-squared 0.300588 S.D. dependent var 0.145611
S.E. of regression 0.149958 Akaike info criterion -0.852487
Sum squared resid 0.359797 Schwarz criterion -0.753557
Log likelihood 9.672386 Hannan-Quinn criter. -0.838846
F-statistic 0.028849 Durbin-Watson stat 1.196148
Prob(F-statistic) 0.000007

Source: Researcher’s computation using E-View 9.0, 2016

Interpretation of Regressed Result

The regressed coefficient correlation result in table 4.3.1 shows the existence of a negative and
statistically significant relationship between TOTEX (B,-.0.0355610) and OUTSCST at 5%
significant level. The probability value for the slope coefficient shows that P(x;=0.0073<0.05).
This implies that TOTEX has a statistically significant relationship with OUTSCST at 5%
significance level. The coefficient of determination obtained is 0.38 (38%), which is
commonly referred to as the value of R?. The cumulative test of hypothesis using R? to draw
statistical inference about the explanatory variables employed in this regression equation,
shows that the R-Squared value shows that 38% of the systematic variations in the dependent
variable can be jointly predicted by all the independent variables. 62% was explained by
unknown variables that were not included in the model. The Durbin-Watson statistic of
1.196148 indicates that there is no problem of serial correlation in the model. The overall

significance of the model Prob > F-statistic (0.000007) is statistically significant at 5%.

Decision Rule:
Accept the null hypothesis if the P-value of the test is greater than 0.05, otherwise reject.

Decision:
The P-value of the test (0.000007) is less than 0.05, therefore Hj is accepted and Hy is rejected.
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Conclusion:
TOTEX has a negative relationship and statistically significant effect on OUTSCST of public
sector organizations in Nigeria at 5% level of significance.

Table 4.9: Chow Test showing the structural change in the relationship between
OUTSCST and TOTEX

Chow Breakpoint Test: 2007

Null Hypothesis: No breaks at specified breakpoints
Varying regressors: All equation variables

Equation Sample: 1998 2015

F-statistic 12.30293 Prob. F(2,14) 0.0008
Log likelihood ratio 18.25824 Prob. Chi-Square(2) 0.0001
Wald Statistic 24.60585 Prob. Chi-Square(2) 0.0000

Source: Researcher’s computation using E-View 9.0, 2016

Decision Rule:

If the calculated F statistic value is greater than the table value, then there is an impact or
structural change in the relationship, otherwise no impact. Hence H; is accepted and Ho

rejected.

Interpretation of Post Regression Analysis

The Chow test result in table 4.3.1 reveals that the calculated F-statistic of 12.30293 is greater
than the table value at Prob. F(2, 14) which is 3.74. This is an indication that the adoption of
public procurement Act 2007 impacts significantly on the degree of relationship that exists
between OUTSCST and TOTEX at a probability value of 0.0008 which is statistically

significant of 5%.
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Figure 4.3.1: Chow test result at Break Point 2007 between OUTSCST and TOTEX
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Interpretation of Chow test graph result

The graph result of the Chow test result in figure 4.3.1 above explains how the introduction of
public procurement Act 2007 has impacted a structural change in the relationship that exists
between OUTSCST and TOTEX.

Chow test which is an impact tool is used to determine if the introduction of Public
Procurement Act 2007 has any significant impact on the association between the regressand
(OUTSCST) and regressor (TOTEX) from 1998-2006; which is the Pre Public Procurement
Act reform period and 2007-2015; which is the Post Public Procurement Act reform period.
Figure 4.3.1 depicts that the introduction of Public Procurement Act (PPA) 2007 has a
significant impact on the relationship that exist between OUTSCST and RECEX. Prior the
introduction of PPA 2007 it is empirically shown in figure 4.3 that there is an insignificant
relationship between OUTSCST and RECEX, but from 2007, which is the year of breakpoint,
it could be seen that there is a structural change in the association that exist between
OUTSCST and RECEX which is significantly impacting as could be deduced from the
breakpoint from 2007-2015. Hence, the adoption of Public Procurement Act 2007 has a
structural change and statistically significant impact on the relationship that exists between

OUTSCST and RECEX of public sector organizations in Nigeria at 5% significance level.
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434 TEST OF HYPOTHESIS IV

Hos: In — house Cost has no significant effect on outsourcing cost of the public sector

organizations in Nigeria.

Model Specification

OUTSCST = o+ BLIHCST + E - - - Hoy

Table 4.3.1: OLS Regression Analysis showing the relationship between OUTSCST
and IHCST

Dependent Variable: OUTSCST
Method: Least Squares

Date: 11/15/16 Time: 07:49
Sample: 1998 2015

Included observations: 18

Variable Coefficient  Std. Error t-Statistic Prob.

C 2.472304 0.828504 2.984058 0.0088
IHCST 0.683286 0.096545 7.077376 0.0000
R-squared 0.757903 Mean dependent var 8.334644
Adjusted R-squared 0.742772 S.D. dependent var 0.145611
S.E. of regression 0.073851 Akaike info criterion -2.269103
Sum squared resid 0.087263 Schwarz criterion -2.170173
Log likelihood 22.42193 Hannan-Quinn criter. -2.255462
F-statistic 50.08926 Durbin-Watson stat 1.810336
Prob(F-statistic) 0.000003

Source: Researcher’s computation using E-View 9.0, 2016

Interpretation of Regressed Result

The regressed coefficient correlation result in table 4.3.1 shows the existence of a positive and
statistically significant relationship between IHCST (p,-0.683286) and OUTSCST at 5%
significant level. The probability value for the slope coefficient shows that P(x;=0.0000<0.05).
This implies that IHCST has a statistically significant relationship with OUTSCST at 5%
significance level. The coefficient of determination obtained is 0.76 (76%), which is
commonly referred to as the value of R?. The cumulative test of hypothesis using R? to draw
statistical inference about the explanatory variables employed in this regression equation,
shows that the R-Squared value shows that 76% of the systematic variations in the dependent
variable can be jointly predicted by all the independent variables. 24% was explained by
unknown variables that were not included in the model. The Durbin-Watson statistic of
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1.810336 indicates that there is no problem of serial correlation in the model. The overall

significance of the model Prob > F-statistic (0.000003) is statistically significant at 5%.

Decision Rule:

Accept Hy if the P-value of the test is greater than 0.05, otherwise reject.

Decision:

Since there exist a positive and statistically significant level of 5% between OUTSCST and
INHCST. Then H; will be accepted and H, rejected.

Conclusion:

Based on the empirical observation above, IHCST positively and significantly affect

OUTSCST of public sector organizations in Nigeria at 5%.

Table 4.11: Chow Test showing the structural change in the relationship between
OUTSCST and IHCST

Chow Breakpoint Test: 2007

Null Hypothesis: No breaks at specified breakpoints
Varying regressors: All equation variables

Equation Sample: 1998 2015

F-statistic 2.736960 Prob. F(2,14) 0.0992
Log likelihood ratio 5.940338 Prob. Chi-Square(2) 0.0513
Wald Statistic 5.473919 Prob. Chi-Square(2) 0.0648

Source: Researcher’s computation using E-View 9.0, 2016

Decision Rule:
If the calculated F statistic value is greater than the table value, then there is an impact or

structural change in the relationship, otherwise no impact. Hence H; is accepted and Ho

rejected.

Interpretation of Post Regression Analysis

The Chow test result in table 4.11 reveals that the calculated F-statistic of 2.736960 is less than
the table value at Prob. F(2, 14) which is 3.74. This implies that the adoption of public
procurement Act 2007 did not impact or cause any structural change on the degree of
relationship that exists between OUTSCST and IHCST. Little wonder that the Sig. value is
0.0992, which is statistically not significant. Consequent upon this, Ho which state that in -
house cost (IHCST) has no significant effect on outsourcing cost of the public sector

organizations in Nigeria will be accepted and H; will be rejected.
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Figure 4.4.1: Chow test result at Break Point 2007 between OUTSCST and IHCST
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Source: Researcher’s computation from table 4.11 using E-View 9.0, 2016

Interpretation of Chow test graph result

It could be from the graph result of the Chow test result in figure 4.4 that the introduction of
Public Procurement Act (PPA) 2007 has not significantly impacted on the relationship that
exist between OUTSCST and IHCST. The level of relationship that existed between the
regressand (OUTSCST) and the regressor (IHCST) before the introduction of PPA 2007 still
prevails virtually on the same trend and pattern as could be seen from the breakpoint in 2007.
In view of this, it would be said that PPA 2007 did not have significant impact or structural

change in the association that exist between the variables.

451 TEST OF HYPOTHESIS V

Hos: Procurement plan cost has no significant effect on outsourcing cost of the public

sector organizations in Nigeria.

Model Specification:
OUTSCST = B0+B1PRCST + E - - - Hos
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Table 4.5.1: OLS Regression Analysis showing the relationship between OUTSCST
and PRCST

Dependent Variable: OUTSCST
Method: Least Squares

Date: 11/15/16 Time: 07:56
Sample: 1998 2015

Included observations: 18

Variable Coefficient  Std. Error t-Statistic Prob.

C 3.786826 0.841258 4.501386 0.0004
PRCST 0.484388 0.089574 5.407666 0.0001
R-squared 0.646353 Mean dependent var 8.334644
Adjusted R-squared 0.624250 S.D. dependent var 0.145611
S.E. of regression 0.089258 Akaike info criterion -1.890142
Sum squared resid 0.127471 Schwarz criterion -1.791212
Log likelihood 19.01128 Hannan-Quinn criter. -1.876501
F-statistic 29.24285 Durbin-Watson stat 1.101756
Prob(F-statistic) 0.000058

Source: Researcher’s computation using E-View 9.0, 2016

Interpretation of Regressed Result

The regressed coefficient correlation result in table 4.5.1 shows the existence of a positive and
statistically significant relationship between PRCST (B1-0.484388) and OUTSCST at 5%
significant level. The probability value for the slope coefficient shows that P(x;=0.0001<0.05).
This implies that PRCST has a statistically significant relationship with OUTSCST at 5%
significance level. The coefficient of determination obtained is 0.65 (65%), which is
commonly referred to as the value of R%. The cumulative test of hypothesis using R? to draw
statistical inference about the explanatory variables employed in this regression equation,
shows that the R-Squared value shows that 65% of the systematic variations in the dependent
variable can be jointly predicted by all the independent variables. 35% was explained by
unknown variables that were not included in the model. The Durbin-Watson statistic of
1.101756 indicates that there is no problem of auto correlation in the model. The overall

significance of the model Prob > F-statistic (0.000058) is statistically significant at 5%.

The regression equation is:

OUTSCST = 3.786826 + 0.484388PRCST

The implication is that for there to be a unit increase in OUTSCST, there must be a multiplying
effect of 0.484388 of PRCST.
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Decision Rule:

Accept the null hypothesis (H,), if the P-value of the test is greater than 0.05, otherwise reject.
Decision:

Since the P-value of the test (0.000058) is less than 0.05, there exists enough evidence to reject
the null hypothesis and accept H;.

Conclusion:

There is a positive significant relationship between OUTSCST and PRCST. More so, PRCST
significantly influence OUTSCST of public sector organizations in Nigeria at 5% significance

level.

Table 4.5.2: Chow Test showing the structural change in the relationship between
OUTSCST and PRCST

Chow Breakpoint Test: 2007

Null Hypothesis: No breaks at specified breakpoints
Varying regressors: All equation variables

Equation Sample: 1998 2015

F-statistic 7.868524 Prob. F(2,14) 0.0051
Log likelihood ratio 13.56005 Prob. Chi-Square(2) 0.0011
Wald Statistic 15.73705 Prob. Chi-Square(2) 0.0004

Source: Researcher’s computation using E-View 9.0, 2016

Decision Rule:

If the calculated F statistic value is greater than the table value, then there is an impact or
structural change in the relationship, otherwise no impact. Hence H; is accepted and Ho

rejected.

Interpretation of Post Regression Analysis
The Chow test result in table 4.5.2 reveals that the calculated F-statistic of 7.868524 is greater
than the table value at Prob. F(2, 14) which is 3.74. This is an indication that the adoption of
public procurement Act 2007 impacts significantly on the degree of relationship that exists
between OUTSCST and PRCST at a probability value of 0.0051 which is statistically
significant of 5%. Thus, H; will be accepted.
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Figure 4.5.1: Chow test result at Break Point 2007 between OUTSCST and PRCST
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Source: Researcher’s computation from table 4.13 using E-View 9.0, 2016

Interpretation of Chow test graph result

The Chow test result in figure 4.5.1 above explains if there is a structural change in the
relationship that exist between OUTSCST and PRCST from 1998-2006; which is the Pre
Public Procurement Act reform period and 2007-2015; which is the Post Public Procurement
Act reform period.

Figure 4.5.1 depicts that the introduction of Public Procurement Act (PPA) 2007 has a
significant impact on the relationship that exist between OUTSCST and RECEX. Prior the
introduction of PPA 2007 it is empirically shown in figure 4.5.1 that there is a weak
relationship between OUTSCST and PRCST, but from 2007 which is the year of breakpoint, it
could be seen that there is a structural change in the association that exist between OUTSCST
and PRCST which is significantly impacting as could be deduced from the breakpoint from
2007-2015. Hence, the adoption of Public Procurement Act 2007 has a structural change and
statistically significant impact on the relationship that exists between OUTSCST and PRCST

of public sector organizations in Nigeria at 5% significance level.
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4.4 DISCUSSION OF FINDINGS

In the course of this study which determined the effect of public procurement Act 2007 on
outsourcing decisions of public sector organizations in Nigeria, the following findings were

made by the researcher:

1. There is a negative and statistically significant relationship between OUTSCST and
CAPEX at 5% significant level. Table 4.1.1 shows that Prob > F-statistic = 0.000002
<0.05 indicating that CAPEX has a statistically significant effect on OUTSCST at 5%
level of significance. Furthermore, table 4.1.1 shows that Public Procurement Act 2007
has a statistically significant impact on the relationship between CAPEX and
OUTSCST from 2007 to 2015 at 5% level of significance which was also confirmed in
Figure 4.1 to have a structural change in the level of relationship that exists between the
variables. In tandem with the finding of this study is the work of Li (2014) on economic
influence analysis of offshore outsourcing in China. The study found a negative

significant relationship between outsourcing and performance.

2 There is a positive and statistically significant relationship between OUTSCST and
RECEX at 5% significant level. Table 4.2.1 shows that Prob > F-statistic = 0.000011
<0.05 indicating that RECEX has a statistically significant effect on OUTSCST at 5%
level of significance. Furthermore, table 4.2.1 shows that Public Procurement Act 2007
has a statistically significant impact on the relationship between RECEX and
OUTSCST from 2007 to 2015 at 5% level of significance which was also confirmed in
Figure 4.2.1 to have a structural change in the level of relationship between the
variables. In agreement with the results of this study is the work of Wang (2014) on the
economic effects of outsourcing based on China’s economic development data. The

results show that outsourcing has a relationship with productivity, trade, employment and

innovation of China.

3 There is a negative and statistically significant relationship between OUTSCST and
TOTEX at 5% significant level. Table 4.3.1 shows that Prob > F-statistic =
0.000007<0.05 indicating that TOTEX has a statistically significant effect on
OUTSCST at 5% level of significance. Furthermore, table 4.3.2 shows that Public
Procurement Act 2007 has a statistically significant impact on the relationship between
TOTEX and OUTSCST from 2007 to 2015 at 5% level of significance which was also
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confirmed in Figure 4.3.1 to have a structural change in the level of relationship that

exists between the variables.

There is a positive and statistically significant relationship between OUTSCST and
IHCST at 5% significant level. Table 4.4.1 shows that Prob > F-statistic = 0.000003
<0.05 indicating that IHCST has a statistically significant effect on OUTSCST at 5%
level of significance. Furthermore, table 4.4.1 shows that Public Procurement Act 2007
does not have a statistically significant impact on the relationship between IHCST and
OUTSCST from 2007 to 2015 at 5% level of significance which was also confirmed in
Figure 4.4.1 not to have a structural change in the level of relationship between the

variables.

There is a positive and statistically significant relationship between OUTSCST and
PRCST at 5% significant level. Table 4.5.1 shows that Prob > F-statistic =
0.000058<0.05 indicating that PRCST has a statistically significant effect on
OUTSCST at 5% level of significance. Furthermore, table 4.5.1 shows that Public
Procurement Act 2007 has a statistically significant impact on the relationship between
PRCST and OUTSCST from 2007 to 2015 at 5% level of significance which was also
confirmed in Figure 4.5.1 to have a structural change in the level of relationship that
exists between the variables. In consistence with the findings of this study,
Akewushola and Elegbede (2016) carried out a study on outsorcing strategy and
organizational performance in Nigeria. The study found a significant relationship
between outsourcing and organizational performance. The findings reveal that firms
that outsource experience reduce average cost, increased sales turnover and
profitability, enhance expertise, improve service quality, reduce staff strength,
streamline the production process, reduced administrative burden and save time for
core activities. Also the findings of the study carried out by Adama (2014), indicated
that there is a significant relationship between personnel outsourcing and organizational

competitiveness in Nigeria.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS

51 SUMMARY OF FINDINGS

1. The ordinary least square regression analysis suggests that, there is sufficient evidence to
show that there is a structural change in the relationship between the regressand (y) and the
regressor (x). the p — value 0.000002 which is less than 0.05. that is a negative relationship
between OUTSCT and CAPEX.

2. Given the evidence that the services are non stationary and do not integrate, the study attests
to the fact that the relationship between outsourcing and recurrent expenditure is positive at 5%
significant level.

3. There is a negative and statistically significant relationship between OUTSCST and
TOTEXAT at 5% significant level which shows a structural change in the level of relationship
that exist between the variables.

4. There is a positive and statistically significant relationship between OUTSCST and IHCST
at 5% significant level. Table 4.10 shows that Prob > F-Statistic = 0.000003 < 0.05 indicating
that IHCST has a statistically significant effect on OUTSCST at 5% level of significance.

5. There is a positive and statistically significant relationship between TSCST AND PRCST at
5% significant level. Table 4.12 shows that Prob > F-Statistic = 0.0000058 < 0.05 indicating
that PRCST has a statistically significant effect on OUTSCST at 5% level of significance.

52  CONCLUSION

This study concludes that Public Procurement Act 2007 has a negative effect on the
outsourcing Decisions of Public Sector organizations in Nigeria with respect to capital
Expenditure, Recurrent Expenditure and total Expenditure and a positive effect on in-House-
cost, and procurement plan cost. Thus, the outcome is mixed and does not justify wholly, the

reasons for outsourcing by public sector organizations in Nigeria.

5.3 RECOMMENDATIONS

1. The Capital Expenditure in the outsourcing project in Nigeria should be reviewed so as
to make the burden on the annual budget of the public sector organizations more
realistic. Therefore, this is the only cheap way of the Government creating equity in the

private sector so as to reduce unemployment and such services available to the citizens
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at affordable prices. This is supported by the work of Wartzman (2010) that the

private sector should be empowered will receive the benefits and reduced prices.

The need to compare the outsourcing costs with the recurrent expenditure is one of the
most important decisions in outsourcing. There are various services previously handled
by the public sector organizations in —house such as the laundry services, security
services, haulage and host of others. They were actually serving as a conduit pipes
through which the resources of the public sector organizations were abused. The
amount of money spent each year should not more than the capital expenditure which is

not favourable for the benefits of outsourcing.

The Federal Government should stimulate the economy by reducing unemployment and
creating more employment opportunities by making sure that that the total annual
expenditure in the annual budget has a larger part of the money allocated to the capital
expenditure and not the recurrent expenditure. The capital expenditure has a multiplier
effect in developing the economy, facilitating industrialization and infrastructure and
the recurrent expenditure is quite the opposite. This recommendation is supported by
the studies of the American Economic Association, (1996).

Outsourcing costs should always be compared with the prices of goods not outsourced
(or goods and services produced in-house). This is why cost-benefit- analysis becomes
a very good accounting tool for such assessment. Although, there are some other
considerations to be given attention, before taking the decisions either to outsource, or
not to outsource. Such factors as political reasons, to empower a particular geo-political
zone of the country, economic reasons, to create employment for the youths or socio-

culture reasons to promote the culture and tourism potentials of the country.

A good plan should be put in place by the public sector organizations before embarking
on outsourcing decisions.

The success and failure of every outsourcing decision is based on the outsourcing plan
and the cost implications. When the initial cost of getting outsourcing programmes
ready are not commensurate with the perceived benefits, the tendency is either to pull-
out or abandon the project. The cost becomes a sunk cost which cannot be recovered
and that is why the federal government and public sector organizations in Nigeria have
a lot of abandoned projects all over the country.
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54  CONTRIBUTIONS TO KNOWLEDGE

A gap was observed by the researchers on the Outsourcing Risk Pyramid by (Raiborn, Barfield
and Kinney, 1999), in Nigeria, the outsourcing laws never covered the contracting out the
minting of Nigeria currency and the procurement of arms and ammunitions for the Army, Air
force, Navy, the Police Force and other Security Organizations. In the modified outsourcing
pyramid, the researchers identified the peculiarity of these institutions in the Nigeria situation
and the modification of the outsourcing risk pyramid to suit Nigeria environment as shown
above is our contribution to knowledge.

Recently, the attention of the Federal Government has been drawn to a re-design of strategy for
the outsourcing of those services that are not subject to the Public Procurement Act 2007 as a
lot of scandals that are associated with the non inclusion of the identified items. The military
hierarchy and politicians are having a free day in the abuse of the procurement process of

“Never Outsource Items”.
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The study identified a number of gaps in the following areas:
Outsourcing Pyramid of Raiborn, Barfield and Kinney as shown below:

Fig: 5.1 Outsourcing Risk Pyramid Fig. 5.2 Modified Outsourcing Risk Pyramid

Never outsource | Strategic Never outsource Production
Direction of ) of Arms and
Firm. Unique iti
N q Ammunitions
core

- Minting of Currenc
Tax, Audit, Legal, Outsource Milit g Hard y Outsource
Information Technology . iitary Hardware under Tight
. under Tight
Sharlng Control
Outsource Control Outsource
under Service - Tax, Audit, legal,
»  Help desk, Call Centers, under Service : : g
levels 4 levels » information Technology
ata sharing Help desk, Call
Centers, data
— Low Risk Low Risk
Facility management, ngtwork < Outsourcing Facility management, network management, Outsourcing
management, temporary staffing, supply- temporary staffing, supply-chain
chain management, payroll, security management, payroll, security service, food
service, food services services

Source: Adopted from Raiborn, Barfield and Kinney (1999) Source: Researchers Modified Outsourcing Risk Pyramid (2015)
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Explanation of the above Diagrams
The difference between the outsourcing Pyramid of Raiborn, Barfield and Kinney, in their

pyramid the Never outsource” are strategic Direction on of firm unique core services an under
tight control are Tax, Audit, legal and information sharing technology. While that of the
researcher as modified has “Never outsource” as production of Arms and Ammunitions and

under tight control are the minting of currency and other military hardwares.

There was a gap observed on the outsourcing Risk Pyramid of Raiborn, Barfield and Kinney
because in the United States of America, United Kingdom and other International
Communities, their laws covered the outsourcing of all government works, services and
functions. But in Nigeria, it was observed that the outsourcing of Military hardware and
minting of the Nigeria currency are not subjected to any outsourcing laws. The implication is
that, the military and the politicians used this loophole to siphone the resources of the
government. The modified outsourcing Risk Pyramid will serve as an eye opener, for the
government to include such areas into the outsourcing laws and regulations for the purposes of

accountability transparency and probity.

The second gap is the classification of outsourcing
Fig: 5.3

Tactical —— Cost Reduction

A

Strategic —  Cost Savings

Source: Ezenwa Classification of Outsourcing (2006)

The above diagram depicts that tactical level of outsourcing would result to cost reduction and
at strategic level, there would cost savings. Ezenwa (2006) sees cost reduction and cost savings

as the driving forces for outsourcing which are quantitative in nature.

The gap that was filled by the researchers is that they looked beyond the quantitative aspect

and included the qualitative aspects of outsourcing classifications.
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Fig: 5.4

Core competences — Cost Reduction

!

Value chain Activities — Cost Savings

'

Supplier customer | —» Trust and Integrity
Relationship

Researchers Modified Outsourcing Classification (2015)

Ezenwa, (2006), classified outsourcing into tactical and strategic; the driving force is cost
reduction and cost savings. But the researchers observed that outsourcing consideration should
not be on quantitative terms but the qualitative aspects should also be considered, such as core
competences, value chain activities and supplier-customer relationship. Cost Savings is one of
the most common factor associated with outsourcing. Any effort made to save cost by public
sector institutions which may be disadvantageous to the interest and welfare of the citizens
would be adjudged to be wrong. The researchers, therefore thought it wise that the issue
should be the impact of outsourcing benefits on the welfare, longevity and quality service

delivery to the citizens.

The researchers added qualitative factors which would be more effective in cost reduction
which is a deliberate action to reduce cost and enhance cost savings which will result from

cheap buying of materials.

5.5 SUGGESTION FOR FURTHER STUDIES

1. Effect of Public Procurement Act 2011 on Off-shore Outsourcing Decisions in Nigeria

2. Effect of Public Procurement Act 2007 on In-House- Production of Public Sector
Goods and Services.

3. Comparative Analysis of Nigeria Outsourcing Decisions and other international
communities.
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APPENDIX |

NIGERIAN GOVERNMENT MINISTRIES

A) POPULATION SIZE

1.
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Agriculture

Aviation

Communication Technology
Defence

Education

Environment

Federal Capital Territory
Finance

Foreign and Intergovernmental Affairs

. Health

. Information

. Interior

. Justice

. Labour and Productivity

. Lands, Housing and Urban Development

. Mines and Steel Development

. Niger Delta

. Petroleum Resources

. Police Affairs

. Police Formation and Command

. Power

. Science and Technology

. Special Duties and Inter-governmental Affairs
. Culture and National Orientation

. Trade and Investment

. Transport

. Water Resources

. Women Affairs

29.
30.

Works
Youth Development
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B) SAMPLE SIZE

1) Agriculture

2) Aviation

3) Defence

4) Education

5) Environment

6) Federal Capital Territory

7) Finance

8) Foreign Affairs

9) Health

10) Information

11) Interior

12) Justice

13) Labour and Productivity

14) Lands and Urban Development
15) Mines and Steel Development
16) Niger Delta

17) Petroleum Resources

Power, Works and Housing

19) Science and Technology

20) Trade and Investment

21) Transportation

22) Tourism, Culture and National Orientation
23) Water Resources

24) Women Affairs

25) Youth Development

115



APPENDIX 11

OUTSCST, CAPEX, RECEX, TOTEX, IHCST and PRCST values from

1999 to 2016

YEARS OUTSCST

1998 131,028,392
1999 140,919,189
2000 155,233,844
2001 165,739,409
2002 181,739,028
2003 178,209,172
2004 180,290,921
2005 184,920,182
2006 198,082,832
2007 210,890,202
2008 226,718,930
2009 274,692,012
2010 300,129,434
2011 212,098,490
2012 229,103,734
2013 314,774,917
2014 411,312,131
2015 419,008,451

CAPEX RECEX

110,064,738,262 28,921,038,736
198,028,382,672 33,106,328,385
239,450,985,000 44,610,213,736
438,655,315,439 56,865,782,819
321,378,198,742 44,300,911,745
241,688,300,923 37,013,749,507
351,300,496,212 43,902,468,194
352,385,873,090 41,850,735,402
259,323,312,870 36,721,427,906
290,024,102,430 50,086,544,312
565,112,345,804 78,165,467,890
211,234,587,999 44,743,109,543
111,527,997,980 26,117,362,431
188,387,456,367 23,001,942,129
201,342,374,698 38,543,909,875
159,309,068,453 29,735,323,133
235,579,985,735 43,178,199,097
306,060,533,426 54,250,684,965

TOTEX

138,985,776,998
231,134,711,057
284,061,198,736
495,521,098,258
365,679,110,487
278,702,050,430
395,202,964,406
394,236,608,492
296,044,740,776
340,110,646,742
643,277,813,694
255,977,697,542
137,645,360,411
211,389,398,496
239,886,284,573
189,044,391,586
278,758,184,832
360,311,218,391

Source: Central Bank of Nigeria (CBN) Statistical Bulletin 2015

Federal Ministry of Finance
Budget Office of the Federation

OUTSCST,
CAPEX,
RECEX,
TOTEX,
IHCST
PRCST

Outsourcing Cost

Capital Expenditure Cost
Recurrent Expenditure Cost
Total Expenditure Cost
In-House Cost

Procurement Plan Cost
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IHCST

234,561,973
288,901,982
319,018,373
311,038,494
211,038,394
209,173,894
258,839,029
272,910,174
301,837,383
397,253,783
411,009,273
409,182,922
589,172,393
499,816,526
562,728,293
691,616,490
741,702,328
754,396,757

PRCST

1,072,667,328
1,119,398,393
2,082,737,334
1,937,788,493
2,110,838,393
2,201,782,783
3,082,838,922
2,001,126,833
1,782,100,374
1,093,794,744
1,903,843,742
2,748,840,931
2,903,874,389
4,190,283,873
3,307,837,282
3,479,088,676
5,404,467,861
9,286,868,471



