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Abstract:
The study determined the effects of Business Process Outsourcing on SME performance, effects of
knowledge Process Outsourcing on SME performance. The study was guided by Resource-based View,
Agency Theory, and Transaction cost Theory.This study used a combination of cross sectional and
explanatory research design using a sample size of 440 SMEs. This study deployed the use of a
questionnaire as a data collection technique. Descriptive statistical procedures including frequency
distributions; means, standard deviation multiple regression, and correlation as a form of inferential
statistical analyses were used to test hypothesis respectively.Study findings showed that business process
outsourcing and knowledge Process Outsourcing have a positive effect on SME performance. It is,
therefore, necessary for SMEs to outsource so as to cut on costs, focus on core business, secure business
flexibility, and develop core competencies, inimitable resources and capabilities within the firm. There is a
need for SMEs to embrace business process outsourcing in order for SMEs to improve their performance.
Keywords: Business Process Outsourcing, Knowledge Process Outsourcing, Small and medium enterprises,
Performance
1.1

Introduction

In order to survive and be profitable in the current globalized era, organizations have pursued continuous
improvement, lean production, reengineered business processes, and integrated supply chains (Brannemo,
2006). Over the past decades, there has been a growing realization of the important contribution of
outsourcing strategy on organizational performance (Cousins et al., 2006). The Resource Based View
(RBV) on the other hand indicates that firms that have a rich competence base can have their activities
internalised. Those firms that are less well prepared internally find outsourcing more viable. Well placed
useful internal capabilities for an activity reduces the likelihood the activity will be outsourced (Leiblein et
al., 2002). The most used relevant comparison to determine the strength of firm capabilities is with potential
suppliers, not with competing firms.
Organizations are using Outsourcing to increasingly improve efficiency (Vining and Globerman, 2000). As
a management strategy, Outsourcing is used by organizations to delegate major, non-core functions to
specialized and efficient service providers. According to Corbett, 1999, outsourcing is nothing less than the
holistic restructuring of corporations around core competencies and outside relationships. Yankelovih, 2003,
indicated that two-thirds of companies world-wide outsource at least one business process to an external
third party. This practice appears to be most common in the U.S., Canada, and Australia, where 72 percent
of outsourcing is being sought. Javaligi, 1998, noted that a successful implemented outsourcing strategy had
been credited with helping to cut down costs, increase capacity, enhance and improve quality.
Previous research on outsourcing (Jacobides, 2005) has largely explored the financial implications of
outsourcing and mainly presents parent organizations with dissatisfaction with the ongoing projects which
are often terminated before expected maturity date (Kavcic and Tavcar, 2008). Despite the growing interest
in the phenomenon of outsourcing, which has recently raised increasing attention among researchers in
India (Pandey and Bansal, 2003) and China (Choy et al., 2005), it is difficult to trace a comprehensive
strategy for preventing or resolving problems of outsourcing projects. Studies (Thoms, 2004; Schniederjans
et al., 2005; Taylor, 2006) often reveal that hidden costs are the most problematic segments of
outsourcing, in which problems usually occur when organizations are already heavily involved in the
outsourcing projects and the termination of contract in that phase would inflict large financial losses for
both sides. It is surprising that research is rarely dealing with other negative consequences of outsourcing
that may pose a potential threat. In that case, hidden costs will remain a part of outsourcing.
http://www.abrj.org
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Empirical studies show that SME‟s outsource business functions such as book keeping to external
accountants (Carey et al.; 2006; Everaert et al.; 2010). However, gaps still exist in that the empirical studies
conducted are in more developed economies where the outsourcing of business functions is more elaborate.
Mashayekhi and Mashayekh, 2008, argue that empirical evidence from the most developed economies may
not be relevant to the economies such as Kenya due to differing institutional context and level of state
intervention in economic activities. Garengo et al., 2005, has strongly indicated that both empirical and
theoretical studies in performance measurement in SMEs have not been known very well because of lack of
publications. In addition, a study of outsourcing of business functions relative to the Kenyan SME‟s is
missing.
Given that the nature of business service as noted by Everaert et al., 2010 is people- intensive, compounded
by the internal resources gap and competitive environment faced by SME‟s, it is, therefore, necessary to
examine the contributions made by BPO and KPO towards the performance of SME‟s in the context of the
Kenyan economy since SMEs account for 20% of the country‟s GDP (GOK, 2011).The ultimate aim of this
study was therefore to determine the effect of outsourcing typologies and organizational performance of
SMEs in Kenya. Thus, the study hypothesised that:
Ho1:
Ho2:

1.1

There is no significant effect of business process outsourcing on SME performance
There is no significant effect of knowledge Process Outsourcing on SME performance

Theoretical Framework

Resource-based view model states that resources and capabilities can vary significantly across firms and that
these differences can be stable (Barney and Hesterly, 1996). If resources and capabilities of a firm are mixed
and deployed in a proper way, they can create a competitive advantage for the firm. RBV is popular in the
strategic management literature. It focuses on the internal characteristics of the firm and views the firm as a
collection of resources (Barney, 1991). When applied to outsourcing, the RBV suggests that the internal
resources and capabilities are strengths that should guide the firm‟s strategies (Grant, 1991). This theory has
been used to analyze the relationship between the sourcing strategy and the external environment which in
turn defines the boundaries of the firm (Rodriguez and Robaina, 2006). Some of the research questions
examined with the help of the theory include the reasons for firms to turn to outsourcing (Gilley and
Rasheed, 2000; Teng et al., 1995) and its impact on organizational performance (Murray et.al. 1995). This
theory suggests that firms do not necessarily have to depend on internal resources but can also acquire
complementary resources from outside geographic and organizational boundaries (Argyres, 1996).
According to resource-based theory, a firm could be considered a collection of productive resources, and the
growth of the firm is dependent on how slack resources are utilized (Penrose, 1959).
2.1

Review of Literature

2.2

Effect of Business Process Outsourcing on SME Performance.

Cullen, (2003) in his study argues that business Process outsourcing for SMEs is an essential business
strategy that drives operational process efficiency, at a low risk and without the need for capital investment,
enabling growth and allowing key personnel to focus on core business activities thus improving SME
performance.
SMEs have the same business goals as larger organizations but may have more limited resources. Among
these goals are delivering cost-savings, raising customer satisfaction, achieving high performance, extending
service offerings and having access to the best people, skills, and technologies. Business process outsourcing
brings all of these benefits to SMEs at a low cost and with mitigated risk thus improving organizational
performance (Feeny, 2005).
http://www.abrj.org
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Business Process Outsourcing (BPO) has traditionally been used to outsource the processes peripheral to the
key business strategy, in order to use time, money and resources more effectively thus allowing more
organizational performance. Some of the most common outsourcing activities include human resource
management, financial services and accounting, information technology and legal process management. An
austere economic climate has seen the BPO contract count climb to an all-time high, as organizations look to
cut costs in an effort to survive (Wilson, 2005).
BPOs now offer cloud-based solutions that provide SMEs with greater customization in addition to the
ability to scale quickly. The cloud can also help the automation and standardization of processes and
solutions as well as reduced manpower costs. Further, the proliferation of Business Process as a Service is
giving SMEs the advantage of flexible pricing models like service based subscription models. In addition,
development of new and innovative trends like outcome-based pricing guarantees an enterprise results from
its outsourcing engagements (Kehal, 2006).
Tompkins, (2005) argues that the increasing use of business outsourcing is also making it easier for
organizations to adopt and deploy BPO solutions with minimum fuss thus improving firm performance. The
standardization of processes that it achieves encourages SMEs to work with a single BPO service provider
that offers differentiated services. This builds consistency in process execution alongside trust and loyalty
with the vendor. Furthermore, BPO solutions enable companies to dynamically scale vendor dependence
based on fluctuations in revenue and changing customer demands.
While cost reduction and increased efficiency are the upsides of business process outsourcing, SMEs could
run into a few challenges as well as confidentiality threats, operational dependencies and divided loyalty are
things to watch out for. SMEs may also feel a loss of control with outsourcing business processes. Further, a
difference in expectations between the enterprise and its BPO partner may have adverse effects on the
quality of service (Yin, 2003).
Berry, (2005) asserts that the choice of a quality solution provider with a proven track record supplemented
by clear communication of business needs and regular third party checks can help alleviate these
challenges. Further, stringent SLAs along with calibration can ensure that business objectives are met
without exception. Diligent implementation of outsourcing strategies combined with the right solution
provider, accentuated by comprehensive technological advancements, can ensure that SMEs grow their
businesses exponentially.

2.3

Effect of Knowledge Process Outsourcing on SME Performance.

The paradigm shift in the economy from industrial to knowledge-based requires that there‟s knowledge
intensity where efficient production relies on information and know-how. As observed by Skyrme (1997)
and echoed by Stiglitz (1999) a highly skilled labour force is the key to success in the knowledge economy
and knowledge industry. Knowledge process outsourcing involves knowledge intensive business processes
that require specialized domain-expertise (Evalaveserve 2005; Sengupta, 2005; Sen and Shiel, 2006).
According to Evalauserve (2006), knowledge processes outsourcing refers to the outsourcing of high-end
complex tasks and processes like market research, investment research, legal and sourcing of information
among others. KPO firms, therefore, provide domain-based processes and business expertise, rather than just
process expertise. Evalauserve (2006) further noted that technological processes and the rise of knowledge
industries had created new business opportunities in the global scenario.
Similar to the positive contributions made by BPO, knowledge process outsourcing creates value for both
clients and vendors. After outsourcing, variable costs are significantly brought down leading to higher
profits margins. This leads to savings, which amounts to value creation for clients of KPO (Evalaveserve,
2005), and increase the competitiveness of firms. SME‟s suffer a shortage of skilled labour. Such shortage
http://www.abrj.org
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can be solved through outsourcing. Apart from cost sharing and corresponding savings that are accrued,
companies, as observed by Pandey et al (2004), are offshoring their services as to take advantage of the low
wage structure in some countries. This helps them to reduce costs. KPO has immense opportunities for
SME‟s. SME‟s can change their costs according to the short-term demands which can create new business
models. Furthermore, small firms may find outsourcing relatively easy. Many external services are available
and may be sourced to help achieve economies of scale.
According to Doh, (2005), quality is also a concern due to the complexities of operating businesses in
different geographical locations. KPO, therefore, enables firms to access expertise that they do not own
which may be useful during their operations (Full and Viser, 2000). Firms, therefore, boost their
performance from gaining from outsourcing as they can choose suppliers whose products and services are
considered among the best (Laabs, 1996) and meet the firm requirements.
Carmel and Schumacer, (2005), indicates that KPO improves a firm‟s operational efficiency by giving the
firm access to large and skilled labour supply to improve the speed of completing projects. External sourcing
through vendors also improves the speed of the research and development in a firm (Kessler et al., 2000), as
observed by Quinn (2000), KPO speeds up the innovation process since suppliers tend to have greater
knowledge depth and innovativeness at a faster rate. Holcomb and Hitt (2007) concurred by pointing out
that outsourcing organizations can be faster because they focus on a narrow range of activities, furthermore ,
KPO can help businesses to be more efficient and focused on their key success factors, and work on their
unique capabilities thereby creating new high-value employment in the business (Mierau, 2007). Despite the
notable benefits that accrue from KPO, most SME‟s do not have the capacity to assess the contributions
from an outside advisor accurately. The researcher, therefore, proposes that knowledge process outsourcing
may not significantly contribute to the performance of SME‟s considering that the contributions of
outsourced staff may not be evaluated.
The present day world is witnessing a rapid change from an industrial to a knowledge-based economy.
Through knowledge process outsourcing, there is knowledge intensity where efficient production relies on
information and know-how in order to help improve firm performance. The highly skilled labour force is the
key to success in the knowledge economy and knowledge industry (Stiglitz, 1999). The knowledge
professionals involved in the knowledge economy are referred to as knowledge workers.
Knowledge process outsourcing enables those workers to have higher levels of education, and their work is
the output of their skills thus improving organizational performance in SMEs (Overby, 2007). Also in a
knowledge economy, the sustainable comparative advantage of a country lies in its intellectual resources in
comparison to its natural resources or cheap labour force (World Development Report).
Sachdev, (2006) argues that knowledge Process Outsourcing involves outsourcing of high-end complex
tasks and processes like market research, investment research, patent filing, legal and sourcing and
information amongst others. It includes legal process outsourcing. These are both high-value-added forms of
business process outsourcing (BPO). KPO firms provide domain-based processes and business
expertise,therefore, improving organization performance. Firms gradually move from low end to high end
outsourcing. The IT industry started from Programming and maintenance. It has gradually evolved to IT led
business strategy. The Insurance industry has evolved to Underwriting and Asset Management from Contact
centres and customer support.
Technological progress and rise of knowledge industries have created new business opportunities in the
global scenario. One major business opportunity is that of outsourcing. KPO includes research and works on
intellectual property, equity, and finance, analytics, market research and data management thus helping
improve firm performance (Evalueserve 2005).
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Sargeant, (2006) in his study identified the importance of the customer vendor relationship as an indicator of
successful outcomes in Knowledge process outsourcing. Jiang and Quereshi (2006) reviewed the literature
on knowledge process outsourcing and argued that it tends to increase the expertise with which workers do
their work thus improving organizational performance. The above literature has attempted to explain the link
between business process outsourcing, knowledge process outsourcing and organizational performance
which is diagrammatically explained in figure 1 below.
Independent Variables
Business process outsourcing

Dependent variables
Ho1

Organization performance
Ho2

Knowledge Process Outsourcing

Figure 1
Conceptual Framework of BPO and KPO Outsourcing and Business
Performance
3.0

Material and methods

This study used a combination of cross sectional approach and explanatory research design. From the target
population of 1489 SMEs, Yamane (1973) sample size formula was used to select a sample size of 440
SMEs. A similar approach was adopted by Norizan (2005). The study used a stratified sampling technique
to select the SMES where SME managers/owners were picked from. Therefore, SMES were stratified into
10 strata‟s where the sample size was distributed according to Neyman allocation Methodology. This study
deployed the use of questionnaires as a data collection technique. The questionnaires were calibrated with a
five point Likert Scale, with anchors ranging from „strongly agree‟ (SA) to „strongly disagree‟ (SD).Likert
scale/summated scale consists of statements that express either a favorable or unfavorable attitude towards
the object of interest. For this study, Cronbach alpha was used to measure the internal reliability of the
structured questionnaire.
Factor analysis was used to test internal consistency. Factor analysis is important because it gives
identification of groups of inter-related variables, to see how they are related to each other. Factor analysis is
used mostly for data reduction purposes. To get a small set of variables (preferably uncorrelated) from a
large set of variables (most of which are correlated to each other) and to create indexes with variables that
measure similar things, the study used Varimax method for rotations. Varimax, which was developed by
Kaiser (1958), is the most popular rotation method by far. For varimax a simple solution means that each
factor has a small number of large loadings and a large number of zero (or small) loadings. This simplifies
the interpretation because, after a varimax rotation, each original variable tends to be associated with one (or
a small number) of factors, and each factor represents only a small number of variables (Abdi, 2006). In
addition, the factors can often be interpreted from the opposition of few variables with positive loadings to
few variables with negative loadings.Data obtained from the field was coded, cleaned, and entered into the
computer for analysis using the SPSS. Descriptive statistical procedures including frequency distributions,
means, standard deviation, Skewness, and kurtosis were used to summarize the data findings and
presentations. Pearson product moment correlation Coefficient was used to measure the strength of the
linear relationship between independent variables and dependent variables. Multiple regression models were
used in testing hypothesis
4.0

Findings and Discussion
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This section presents the results of data analysis for the following descriptive statistics for the study
variables and actual analysis by exploring relationships between variables using multiple regression
techniques.

4.1

Entrepreneur Characteristics

The demographic profile of the respondents is presented by gender, level of education and managerial
experience, which altogether remained fundamental to interpret and discuss outsourcing functions in firms.
The gender distribution of the respondents is presented in table 1.The information in the table implies that
men at 52.3% were more represented in the sampled small businesses as compared to women at 47.7%.
Results of the distribution shown in Table 1 indicates that majority of the respondents (56%) were of
secondary level. The remaining 29.5% were of the tertiary level, and 3.2% of the respondents were
uneducated. This clearly shows that the sampled entrepreneurs had lower levels of education. In regards to
managerial experience, 41.3% (154) of the respondents had an experience of 6-10 years. It is clear from the
results (Table 1) that the SMEs have attracted and retained skilled employees as evidenced by their
experience.

Table 1

Sample Characteristics

Gender

Level of education

Managerial experience

4.2

Male
Female
Total
Primary
Secondary
Tertiary
None
Total
1-5 yrs.
6-10yrs
11-15yrs
Over 16 yrs.
Total

Frequency
195
178
373
42
209
110
12
373
37
154
151
31
373

Percent
52.3
47.7
100
11.3
56
29.5
3.2
100
9.9
41.3
40.5
8.3
100

Business Process Outsourcing (BPO)

In most cases, Business Process Outsourcing is done with the intention to improve the quality of
product/service being offered and also to share the cost. Through BPO, SMEs are able to use time, money
and resources more effectively hence improving their performance. Consequently, the researcher found it
necessary to establish the effects of Business Process Outsourcing on SME performance in Eldoret town.
The results of BPO descriptive statistics are presented in Table 2.
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Business Process Outsourcing (BPO)
Mean
My firm contracts firms/individuals to
perform purchasing functions
Sales in my firm are performed by
outsourced experts
Manufacturing functions in my firm are
performed by contractors
My firm has outsourced to experts to
provide maintenance services.
My firm's Logistics services are
outsourced from outside experts
The firm After-sales are contracted to
external experts
My firm Legal services are provided by
registered legal firms
Security services in my firm are
outsourced
Business Process Outsourcing (BPO)

Std.
Deviation

Skewness

loading

Cronbach
Alpha
0.754

2.76

1.104

0.261

0.937

2.58

1.076

0.535

0.919

3.02

1.322

0.052

0.662

2.42

1.046

0.389

0.552

2.41

1.1

0.388

0.844

2.51

1.02

0.364

0.868

2.49

1.263

0.522

0.798

2.47

1.228

0.424

0.607

2.5834

0.69684

0.848

Business Process Outsourcing scored a low mean of 2.5834 standard deviations of 0.69684 and Skewness of
0.848. This infers that process outsourcing has not been fully established among the SMEs in Eldoret, Uasin
Gishu County. This could be due to the fact that the SMEs feel a loss of control with outsourcing business
processes. Particularly, the enterprises and the BPO partners have different expectations hence hampering
the quality of service (Yin, 2003).

4.3

Knowledge Process Outsourcing (KPO)

Through Knowledge Process Outsourcing, a firm has access to a large and skilled labour supply which
improves its operational efficiency (Carmel and Schumacer, 2005). Findings showed that SME had no
enough competent personnel (mean = 2.25, SD = 1.04). There is a clear indication that SMEs have not
embraced outsourcing to experts on the hiring of employees. Hence, SMEs have been unable to benefit from
their expertise

Table 3

Knowledge Process Outsourcing: balanced scorecard
Std.
Cronbach
Mean Deviation Skewness loading
Alpha
My firm outsources financial
accounting to experts
My firm outsources to
management experts
My firm outsources internal
controls.
My firm outsources to experts on
hiring of employees
My firm outsources to training
experts to train my employees
I have employed enough
competent personnel.
My firm outsources to outside
experts on technology use in my
firm for instance web design
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1.95

1.02

0.62

0.782

2.07

0.8

0.3

0.712

1.96

0.87

0.96

0.885

1.74

0.86

1.45

0.81

2.13

1.06

0.49

0.873

2.25

1.04

0.37

0.901

2.11

1.04

0.59

0.821

0.744
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According to Evalauserve (2006) technical competence has created new business opportunities in the global
scenario and has made flexible and scalable BPO solutions more accessible to SMEs. Thus the researcher
sought to establish if the SMEs in Eldoret, Uasin Gishu County were technically competent. The results are
presented in Table 4 showed that SMEs do not outsource to experts to file tax returns, to conduct customer
satisfaction survey, conduct market research. The outsourcing decision is influenced by the ability of an
enterprise to invest in developing a capability and sustaining a superior performance position in the
capability corresponding to competitors (McIvor, 2009). Firms do not outsource to experts to operate
computerization of information systems. Further, SMEs had outsourced to experts to do book keeping.
However they did not outsource to experts to conduct employee performance appraisal, In general,
Technical Competence summed up to a mean of 2.36, the standard deviation of 0.53, Skewness of -0.

Table 4

Technical Competence
My firm has outsourced to
experts
To design internet searching.
To operate computerization of
information systems.
To conduct employee
performance appraisal
To conduct customer
satisfaction surveys
To conduct market research
To file tax returns.
To do book keeping.
Technical Competence

4.4

Std.
Cronbach
Mean Deviation Skewness Loading Alpha
2.41
1.11
0.64
0.911
0.758
2.68

1.19

0.26

0.721

2.42

1.27

0.46

0.525

2.85
2.83
2.98
2.59
2.36

1.34
1.33
1.19
1.02
0.53

0.13
0.2
-0.2
0.35
0.00

0.73
0.937
0.892
0.5

SME Performance

This section focused on SME performance. As evidenced by Jiang et al., (2006), the profitability of a firm
can be enhanced through outsourcing. As a result, it was deemed important by the researcher to establish
whether the SMEs in Eldoret, Uasin Gishu County have benefited from outsourcing. The results of the study
are illustrated in Table 5. The outsourcing of services enables a firm‟s capabilities to be improved by better
performance (Shang et al., 2008).As a result, the researcher sought to establish whether services such as
recruitment and payroll management were best handled from outside. From the findings, SMEs services
such as recruitment and payroll management were best handled from outside. Generally, profitability
summed up to a mean of 2.44, Standard deviation = 0.68, Skewness =-0.2 and Kurtosis = -1.1.

Table 5

Profitability
Std.
Mean Deviation Skewness
Reduction in staffing has helped the business to
cut down on costs
As small as the business is, it has been able to
employ experts without owning them
The business has been able to rent skills without
adding to the payroll
The business has been able to achieve its targets at
a minimum cost thereby increasing profit margin
Services such as recruitment and payroll
management are best handled from outside
Profitability
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Kurtosis

2.5

1.18

0.3

-0.4

2.39

0.98

-0.1

-0.2

2.16

1.03

0.74

1.29

2.3

1.09

0.31

-1.2

2.87
2.44

1.19
0.68

0
-0.2

-0.9
- 1.1
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Factor Analysis

BPO were conceptualized to be measured using eight items. From a principal components analysis, all
factors which together explained 30.205percent of the variance in BPO were extracted. The Kaiser-MeyerOlkin value of 0.524 and the significant Bartlett‟s test of sphericity (χ2 (21) = 1557.601, p<0.001) indicated
that data were adequate for principal component analysis (Table 6).All factor loadings were greater than
0.5.This value was above the 0.5 value recommended by (Hair et al., 2006). The BPO constructs were
therefore found to be valid, and all the eight items were retained for further analysis. The Kaiser-MeyerOlkin measure was 0.598, and Bartlett‟s test of sphericity was significant (χ2 (21) =1264.348, p<0.001). The
data was, therefore, adequate for PCA. The seven items were therefore used in the further analysis involving
the balanced scorecard. The Kaiser-Meyer-Olkin measure of sampling adequacy was 0.731 while Bartlett‟s
test of sphericity was significant (χ2 (21) =718.205, p<0.001). This clearly shows that the data under
technical competence was adequate for PCA. The six items were therefore deemed reliable for measuring
technical competence and were therefore used for further analysis involving technical competence.

Table 6

Factor analysis results
Eigen values
1.416
2.825
2.788
%age Variance explained
30.205
22.812
22.346
KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling
Adequacy.
0.524
0.598
0.731
Bartlett's Test of Sphericity
1557.601 1264.348 718.205
P Value
0.000
0.000
0.000
Rotation Method: Varimax with Kaiser Normalization.

4.6

Correlation statistics

The results regarding these were summarized and presented in Table 7. Also, the correlation results
indicated that profit is positively related with performance as shown by a coefficient of r = .487 which is
significant at p< 0.01. Further, KPO (Knowledge Process Outsourcing) was also positively related to
performance as evidenced by a coefficient of r = .350 which is also significant at p< 0.01.Finally, BPO
(Business Process Outsourcing) exhibited a positive relationship with performance as indicated by a
coefficient of r = .626 which is significant at p< 0.01. From the foregoing, there is a linear relationship
between cost, flexibility, profit, KPO and BPO with performance.

Table 7

Correlation statistics
Performance
1

Profit

Profit

.487**

1

KPO

.350**

.279**

Performance

BPO
.626**
-0.049
** Correlation is significant at the 0.01 level (2-tailed).

4.7

KPO

BPO

1
.229**

1

Hypothesis Testing/Multiple Regression Statistics

Table 8 illustrates the model summary of multiple regression models, the results showed that all the two
predictors (knowledge process outsourcing and business process outsourcing) explained 43.7 percent
variation of performance., 43.7% of it was due to the model (or due to change in independent variables) and
43.3% was due to error or some unexplained factor. Study findings in Table 8 indicated that the ANOVA
value of determination was the goodness of fit or significance of R squared as evidenced by F ratio of
http://www.abrj.org
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143.319 with p value 0.000 <0.05 (level of significance). This means that none of the parameters was equal
to zero. Thus, the model was fit to predict performance using knowledge process outsourcing and business
process outsourcing. From table 8, the VIF for all the estimated parameters was found to be less than 4 while
tolerance was above 0.2 which indicated the absence of multicollinearity among the independent factors
(Hair, et al., 2010). This implied that the variation contributed by each of the independent factors was
significant independently and all the factors were included in the prediction model.
Findings in table 8 showed that business process outsourcing had coefficients of the estimate which was
significant basing on β1 = 0.576 (p-value = 0.000 which is less than α = 0.05) thus the study conclude that
business process outsourcing has a positive and significant effect on performance. Basically, SMEs acquire
the ability to access new and more valuable capabilities by establishing outsourcing relationships with firms
that have specialized capabilities (Holcomb and Hitt 2007).Thus, outsourcing in SMEs is a means to reduce
costs by getting rid of problems and giving it to experts that have the knowledge to handle them effectively
and efficiently. Additionally, with BPO, there are no direct overhead costs and compensation of personnel
thus improving organizational performance (Brown, 2005).Tompkins, (2005) argues that an increase in BPO
makes it easier for organizations to adopt and deploy solutions to pertinent outsourcing issues that an
Organization can adopt in order to cut down costs and make profits that in turn improve Organizational
performance. In conclusion, Business Process Outsourcing is the way to go in SMEs.
Research findings also showed that knowledge process outsourcing had coefficients of the estimate which
was significant basing on β2= 0.218 (p-value = 0.000 which is less than α = 0.05) implying that knowledge
process outsourcing has a positive and significant effect on performance. This indicates that for each unit
increase in knowledge process outsourcing, there is 0.218 units increase in performance. As evidenced in the
findings KPO has a positive and significant effect on SME performance. Just like Business process
outsourcing, knowledge process outsourcing leads to higher profit margins, cost-saving and increased the
competitiveness of firms (Evalauserve, 2005).Accordingly, KPO helps firms to be more efficient and work
on their unique capabilities thereby creating new high-value employment in the business (Mierau, 2007).On
the same note, KPO enables firms to access expertise that they do not own which may be useful in
enhancing performance (Full and Viser,2000; Bunyararatave et al., 2008). As well, firms boost their
performance from gaining from outsourcing as they can choose suppliers whose products and services are of
the best quality (Laabs, 1996).Concurrently, Alexandra and Young (1996) noted that KPO has the potential
to reduce costs and reduce capital invested by accessing external competencies and resources thereby
improving firm performance. Consistently, KPO offshores expertise that helps to improve firm performance
(Evalueserve 2005, Sengupta 2005, Sen and Shiel2006).In a similar vein, Jiang and Quereshi (2006) argued
that KPO increases the expertise with which workers do their work thus improving organizational
performance.

Table 8

Multiple Regression Statistics
Unstandardized
Coefficients
Std.
B
Error
0.887
0.112
0.442
0.031
0.041

(Constant)
Business Process Outsourcing
Knowledge Process
Outsourcing
0.221
R Square
0.437
Adjusted R Square
0.433
F
143.32
Sig.
.000
a Dependent Variable: performance
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Standardized
Coefficients
Beta

Collinearity
Statistics
Sig.
0.00
0.00

Tolerance

VIF

0.576

T
7.954
14.359

0.948

1.055

0.218

5.45

0.00

0.948

1.055
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Conclusion and Recommendations

From the findings, established if the firms contracted either individuals or firms to perform their purchasing
functions. Moreover, there was also doubt if sales in their firms were performed by outsourced experts.
However, it was established that security services, maintenance services, and logistics services were not
outsourced to outside expertise.
In an attempt to establish if the SMEs had embraced knowledge process outsourcing, it was realized that the
SMEs had not employed enough competent personnel. As such, there was a lack of knowledge intensity and
efficiency in the process of improving business performance. Also, the firms lacked expertise on technology
use and financial accounting. There was, therefore, lack of knowledge necessary to fulfill its accounting
functions. Moreover, the firms had not outsourced internal controls and training to experts to train their
employees. Consequently, the SME's capacity to sustain its competitive advantage was hampered due to the
aforementioned constraints.
There is a need for SMEs to embrace business process outsourcing in order for manufacturing function to be
taken care of by contractors who have the required expertise. There is also a need for SMEs to outsource
legal services to registered legal firms so that they can obtain the capabilities and competences they need. It
is also of utmost importance for firms to outsource security services, maintenance services, and logistic
services for the sake of effectiveness in their operations. Finally, SMEs need to work with a single BPO
service provider that offers differentiated services. In so doing, the SME will build consistency in process
execution alongside trust and loyalty with the service provider. Though BPO has inherent risks, it also
provides many benefits to the client. Apart from focusing on short-term cost savings and operational
efficiencies, it is important that BPO is performed with a strategic mindset, whereby decisions are based on
the wider business context in order to help in gaining competitive advantages in the tough external
environment (Sparrow, 2003).
For BPO to be effective, an organization should segregate its business processes into two broad categories:
the processes where their own core competencies are strong and which have strategic significance, and those
that can be performed better by an outside vendor (Adler, 2003). In most cases, business processes that
represent the client‟s core competencies and have high strategic stakes are best performed in-house. In order
to identify its “core competencies,” an organization needs to be very clear about where its own strengths lie
and identify the processes that truly give the organization its business value. An organization needs to
identify processes that are strategic so as to differentiate it from its competitors in the marketplace, or
processes that give it the competitive advantage finally; the study has established that knowledge process
outsourcing has a positive and significant effect on SME performance. There is, therefore, need for SMEs to
employ competent personnel with the much needed knowledge to heighten efficiency in its operations.
Further, SMEs need to outsource to experts in technology and financial accounting. Consequently,
outsourcing accounting information will permit SME owners to manage their firms better and also have
access to financial resources more easily. There is also a need for the firm to outsource training expertise to
train their employees. It is also important to know what, where and how to outsource. This should be the
subject of internal and external analysis, and training sessions should be conducted with outsourcing experts
who have a deep understanding of the industry and who know how to create and manage outsourcing
relationships.
The concept of the Resource Based View (RBV) of the organization (Barney, 1991) suggests that
outsourcing could be productive to the development of the core competence of the organization specifically
in relation to BPO and KPO functions. In this scenario, BPO and KPO outsourcing supports strategies of
selectively building valuable skills through outsourcing non-core functions, which provides existing HR
employees more time to focus on core and high skill functions.
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Using the Transaction cost theory as a basis for understanding BPO firm performance helps avoid
examination of simple bivariate relationships that might not have been truly characteristic of organizational
performance. Since membership can predict which firm performed better than others on objective and
subjective performance measures, the thesis provides a useful framework on how strategies and processes
can be structured. This study is not without limitations.
For instance, the generalizability of this study‟s
findings may be limited to SMEs within Eldoret Town. Thus, future research should attempt to gather
information from SMEs in the North-rift region or in major towns to establish if the results of the study hold.
The study findings indicated that BPO and KPO both had a significant effect on SME performance.
In addition, the study was only limited to two types of outsourcing typologies BPO and KPO which had a
positive and significant effect on SME performance; future studies should also examine the consequences of
HR outsourcing on HR performance such as turnover rate, absenteeism, employee morale and other HR
effective measures.
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