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Abstract

The overall objective of the study is to identify the benefits and problems of outsourcing product
distribution function at Heineken Breweries Share Company. The research problem is, even
though the company has gained several benefits out of outsourcing there are also problems and
challenges that comes from outsourcing the service to distributors. The research is a descriptive
study applying quantitative research approach in which data was collected from respondents
through questionnaire and interview. By stratifying the population into two groups; distributors
and staffs at the sales department, the researcher used judgmental sampling technique. The
researcher used descriptive statistics for the data analysis. The findings of the study shows that
the company has benefited out of outsourcing in terms of reducing overhead and operational costs,
improving quality of service delivery to the customer, focusing on other core functions, helping
the company cover wider sales territory than before and gaining more time to managers to help
them focus on strategic issues. Despite all these benefits the company has also faced some
problems from outsourcing the function to distributors. The major problems are distributor’s lack
of skilled and qualified manpower to manage their business, loss of full control over outsourced
function, distributor’s reluctance to buy all brands, distributor’s reluctance to pay credit for crates
and kegs and finally distributor’s unattractive remuneration and its impact on their sales force
motivation. On the contrary the study have revealed that, selecting the right vendor (distributor),
cultural concern and cost of searching vendor are not major problem to the company. In
conclusion with regards to whether outsourcing advantages outweigh the disadvantages, the study
findings reveal that despite the problems, the company is benefited out of outsourcing product
distribution function to distributors.

Key words; Outsourcing, Offshoring, Benefits, Distribution



CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Outsourcing is the latest business term these days, as more and more cost and quality conscious
businesses all over the world are turning to other destinations for outsourcing their non-core
business processes. Outsourcing refers to the contracting out of an entire business function, a
project, or certain activities to an external provider. Study shows that the term “outsourcing”
entered the business lexicon in the 1980s. In the second half of the 20th century, as companies
tended to grow larger and skills were required to be more and more specialized, companies found
that external providers were often able to get work done faster and more efficiently owing to skills
they possessed. This led to more hiring of external providers to manage business functions and

projects where specialized skills were required (Gulzhanat T. 2012).

Historically, outsourcing was restricted to basic support activities such as janitorial and security
services. To-day, outsourcing has extended to more crucial activities such as IT,
telecommunications, medical examinations, finance, and logistics, sales, marketing, R & D and
others (Jerome & Dennis 2003).

Outsourcing can be divided into two broad categories. They are BPO and KPO. In BPO (Business
Process Outsourcing), a particular process task is outsourced. An example would be payroll. BPO
work could be either back office related or front office work. KPO or Knowledge Process
Outsourcing typically calls for work that needs higher levels of involvement from the worker. The
worker has to employ advanced levels of research, analytical and technical skills and has to make
decisions of a higher order than BPO work (Zafar & Aasim 2013).

Why do we engage in outsourcing? We must source out work because there are others who can do
it cheaper, faster, better and because we have other, more important, demands on our resources.
The organization was run at a loss by having a manager conduct the administrative task rather than
sourcing it to an individual who is costing the organization less in terms of money. Hence costs,

both real (the money) and opportunity (the time, attention and effort), are important determinants

1



in the sourcing decision. Besides efficiency, outsourcing also helps get work done more
effectively. Moreover, engaging in outsourcing allows an organization access to expertise,
knowledge and capabilities found outside its boundary. Rise of global knowledge work force and
access to resource and knowledge are additional factors which drive firms to reach on outsourcing
decision (Power 2006).

In Ethiopian case the application of outsourcing is in its infancy stage. Currently there are few
companies that are engaged in providing limited outsourcing service. The current outsourcing
practice in Ethiopia is largely limited to a company's non-core activities which are confined to

recruitment service, security service, and janitorial service.

At international level, a number of studies have carried out to assess advantage and disadvantage
of Outsourcing at different sectors. A study carried out by Gulzhanat T. (2012), Bin Jiang & Amer
Q. (20050, can be sited as an example. Another study also carried out by Fregal M. (2010) to assess
the heterogeneous effect of international outsourcing on firm’s productivity. Zafra I. & Aasim M.
(2013), also conducted a study to review outsourcing trend and future direction at international
level. At Africa level (Kenya), a study conducted by Dr. Wanjungu, Dr. Michael & Prof.
Richard.(2016) reveal that, outsourcing can yield positive and/or negative outcomes depending on
the risks encountered the business environment, company policy, function/s to be outsourced, and

the competence and commitment of the outsourcing vendor.

Quite few papers have studied about benefits and problems of outsourcing at Commercial Bank of
Ethiopia. For example Selamawit (2016), Abebe (2015),Werkalemahu (2015), Mersea (2007) have
studied on the topic as a partial fulfillment of the requirement of degree in MBA in different time.
Their study reveal that despite a number of challenges, outsourcing benefited the bank
(Commercial Bank of Ethiopia) in great extent. Apart from the banking sector, there is no
structured study found at manufacturing sectors on this study area. Formally there is no research
conducted in HBSC so far to study the benefits and problems of outsourcing product distribution
activity. Therefore, the study focus on assessing problems and benefits of outsourcing product
distribution activity to distributors and come up workable recommendations to alleviate the

problems.



1.2 Statement of the Problem

The most significant benefits of outsourcing are focus on core activities, cost savings, access to
experience, improving performance, and flexibility. First, many researchers agree on the fact that
by handing over noncore activities to a trusted third party, a company can concentrate on activities
central to its value proposition and increase its competitive positioning. Main disadvantages of
outsourcing are loss of managerial control over outsourced operations, quality problems, hidden

costs and reallocation of existing teams (Gulzhanat T. 2012).

Empirical literatures reveal that, though the practice of outsourcing is widely common in the world,
the concept is still new and the practice is at infant stage in Ethiopia. (Abebe 2015; Workalemahu
2015; Selamawit 2016). Heineken Breweries Share Company (HBSC) is one of outsourcing
service user in Ethiopia beer industry. Like other business firms in Ethiopia, HBSC has a short
story in experiencing the benefits of full scale outsourcing in some of its core and auxiliary
business activities. However, for the last three years the company has engaged itself in outsourcing
its core business function like product distribution and other few marketing functions. Product
distribution activity in HBSC, which is the focus area of this study, is fully carried out through 3
party distributors. The role of these distributors is to distribute the product to the customer (hotel,

bar & restaurant, grocery, and other channels) on behalf of the company.

Recognize the value in freeing itself from costly, time consuming and highly complex
administration of the activities, the company outsourced product distribution function to external
service providers. The preliminary unstructured interview with some of key informants in the
company and the researcher’s own observation on product distribution function shows that, the
company save costs, and improve efficiencies and have time to focus on the strategic activities.
On the other hand the outsourcing decision and the after outsourcing period in the company was
not without problems. According to the researcher observation, loss of full control over the
outsourced operation, distributor’s reluctance to buy all brands and SKUs, distributor’s
unwillingness to pay debt for RPM, impact of distributor’s unattractive remuneration to their sales

force were quite few of the problems revealed during the preliminary assessment. Moreover, the



researcher’s preliminary interview with some of the distributors in Addis Ababa shows that, there

are also problems arise from working as distributors with the company.

Formally there is no research conducted in HBSC so far to study the benefits and problems of
outsourcing product distribution activity. Therefore, recognizing this empirical gap, the researcher
focused on assessing the possible problems and benefits of outsourcing product distribution
function at HBSC.

1.3 Basic Research Question

The study tried to seek answers to the following four basic research questions;
» What are the driving reasons for the company to outsource product distribution function?
» What are the benefits gained from outsourcing product distribution functions?

» What are the problems faced from outsourcing product distribution functions?

1.4 Objectives of the Study
1. 4.1 General Objective

The general objective of the research is to assess the major problems and benefits of outsourcing

product distribution activity in Heineken Breweries Share Company.

1.4.2 Specific Objectives

Specifically, the objectives of the study include the following;
> To identify the reason for the company to outsource its product distribution function;
» To identify the benefits gained from outsourcing product distribution function.
> To identify problems faced by the company after outsourcing the services.

> To identify problems faced by the distributors after outsourcing the services

1.5 Scope and Delimitation

Despite HBSC outsourced more than one activity to outside firms, to make the study more
manageable in terms of time and other resources, the scope of the research is delimited to focus on
assessing problems and benefits of only one outsourced activity, which is product distribution. In
addition to this, the unit of analysis in this study is delimited to outsourced function of product
distribution at Addis Ababa region only. The main reason for the researcher to focus on at Addis

Ababa level is time and other key resource constraint. In terms respondents, the study included all



distributors at Addis Ababa level and sales staffs of the company. The justification for focusing
only on these respondents is the researcher believed that most managerial and other key staffs at
the sales department are directly involved in the outsourcing decision making and they are well
aware of the study subject. In terms data collection instrument, questionnaire and interview were
selected among other data collection instruments. The justification for this is, the researcher
believed that questionnaire provide respondents flexibility on utilizing their convenient time to
complete the questionnaire. Beside this, since the purpose of the study is to describe variables,
descriptive statistic was used to perform analysis. Finally, since the study is set to identify
problems and benefits of outsourcing product distribution at Addis Ababa level, the result of the
research might not reflect the full picture of problems with outsourcing product distribution at

country level.

1.6 Significance of the Study

As the practice of outsourcing is not quite common in Ethiopia, the benefits and problems out of
it are not yet well assessed in many business organizations; especially in the beer industry.
Moreover, no formal research has been carried out to find out the benefit and problems of
outsourcing in Heineken Breweries Share Company. Therefore, the researcher believed that this
research has great significance in creating awareness about what problems and opportunities
outsourcing has; specifically for HBSC to acknowledging the benefits and to find out mechanisms
to better manage the problems. Furthermore, this research can serve as stepping stone for other
researchers who want to explore about the benefits and problems of outsourcing in Ethiopian
business in general and the beer industry in particular.

1.7 Organization of the Thesis

The paper consists five chapters. The first chapter provides a general introduction of the study
which includes, background of the study, statements of the problem, basic research questions, and
objectives of the study, scope/delimitation and significance of the study. The second chapter treats
the theoretical and empirical aspects of the literatures relevant to the research. The third chapter
describe the research design and methodology of the study. The fourth chapter deals with data
analysis and interpretation. The fifth chapter, which is the closing chapter is devoted to summary,

conclusions and recommendations drawn based on the results of the study.



CHAPTER TWO

LITERATURE REVIEW

This chapter deals with a review of definitions and other aspects of outsourcing that have been

explored and studied in different theoretical and empirical literatures.

2.1 Definitions of Outsourcing

In this section, the definitions of outsourcing used in prior researches and from different literatures
are examined.

According Power et al. 2006, outsourcing is made up of two words — “out” and “sourcing”;
sourcing refers to “the act of transferring work, responsibilities and decision rights to someone else
Outsourcing is handing over one or many of the business processes to an outside vendor or the
utilization of outside available services provided by third party to carry out business activities is

the outsourcing strategy (Zafar & Aasim 2013).

Oxford dictionary define outsourcing as follows; the transfer of a business function to an external
service provider. The term of outsourcing is defined in different ways by different scholars based
on the location and type of function outsourced. The following are some of the definitions and
terms of outsourcing explained by scholars. Outsourcing is defined as moving a business function
performed inside of an organization to a third-party business function provider. This means that a
service or production that was accomplished inside an organization is now accomplished by
another organization that is mandated to be a part of the same organization. Offshore outsourcing
is defined as outsourcing outside of country borders (Aleksandra and Dragan 2012).

Outsource magazine (2011), defined it as: Outsourcing is when any operation or process that could
be or would usually be performed in-house by an organization’s employees is sub contracted to
another organization for a substantial period. The outsourced tasks can be performed onsite or off-
site.

Out sourcing is “the act of obtaining services from an external source’’ (Brown and Wilson, 2005).
Outsourcing is “the strategic use of outside resources to perform activities traditionally handled
by internal staff and resources” (Handfield, 2006).

Business process outsourcing is “the movement of business processes from inside the organization

to an external service provider” (Duening and Click, 2005).
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According to Aran and Patel (2005) Business outsourcing is “the contractual service of
transferring one or more businesses process to a third party provider, where the latter takes over
the management, ongoing support and infrastructure of the entire application or process.

Academy of Management in its 2003 publication define outsourcing as follows; outsourcing can

be defined as turning over all or part of an organizational activities to an outside vendor.

2.2 Theories Related to Outsourcing

Outsourcing consists of different activities and each phenomenon can be described by several
frameworks that are embedded in various theoretical approaches.

According to Henry (2008) outsourcing process has been approached by different theories;
Resource-Based View, Core Competency Approach and Transaction Cost Theory are among them.
The resource-based view in outsourcing builds from a proposition that an organization that lacks
valuable, rare, inimitable and organized resources and capabilities, shall seek for an external
provider in order to overcome that weakness. Core Competency Theory is explained by Prahalad
and Hamel (2003) as follows; The essence of the core competency theory is that it should be kept
in house, but that other activities that the organization deals with, which are not counted to be core
or critical to its function, should be considered for outsourcing. This theory support that if the
organization is to focus on its core competencies as the base of its sustainable competitive
advantage, then activities which do not constitute a core competence for the firm can be given to

outside firms who can provide these at lower cost.

Kay & Coase (2005) has explained the Transaction Cost Theory as follows; transaction cost theory
has been developed to facilitate analysis of the comparative cost of planning, adapting and
monitoring task completion under alternative governance structure. According to this theory
decision makers must weigh up the production and transaction costs associated with executing the
transaction with their firms — insourcing, versus the production and transaction costs associated
with executing the transaction in the market — which is outsourcing. Organizations can choose
whether to buy from the market or to develop in —house, the decision is based on the relative cost,

which is combined from the costs of production and costs of the transaction.



2.3 Outsourcing Practice Trend

Emerging research increasingly suggests that firms are outsourcing and offshoring outsourcing
knowledge intensive activities to enhance their competitive advantages by exploiting local talent
and expertise in host economies.

Historically, outsourcing was restricted to basic support activities such as janitorial and security
services. To- day, outsourcing has extended to more crucial activities such as IT,
telecommunications, medical examinations, finance, and logistics, sale, marketing, R & D and
others (Jerome & Dennis 2003).

Outsourcing initiatives have evolved from short-term projects focused on cost savings to
executive-level business strategies that enable companies to gain — and sustain — revenues and

profits in the competitive global marketplace (John, et.al. 2006).

2.4 Type of Outsourcing
Outsourcing takes many forms. A surf on an internet reveal the following on type outsourcing;
Outsourcing can be divided into two broad categories. They are BPO and KPO. Let us examine

how each differs.

In BPO (Business Process Outsourcing), a particular process task is outsourced. An example would
be payroll. BPO work could be either back office related or front office work. By front office
functions we mean customer oriented work like marketing, answering calls, technical support and
so on, whereas internal work like billing and purchase come in the back office category.

As is evident from the description, BPO activities involve carrying out standardized processes for
the client. KPO or Knowledge Process Outsourcing typically calls for work that needs higher levels
of involvement from the worker. The worker has to employ advanced levels of research, analytical
and technical skills and has to make decisions of a higher order than BPO work. Examples are
pharmaceutical research and development, patent/ intellectual property research, animation and
simulation, data research and analysis, legal services, content writing and development and

database development services.

According to Brown and Wilson (2005) outsourcing is categorized as; Selective and Full

outsourcing, Tactical and Strategic Outsourcing, Transformational outsourcing.



Outsourcing can be classified into two categories depending on the type of human capital and the
type of work function. The first type of outsourcing is called selective outsourcing and is classified
as a tactical move to outsource unwanted functions within an organization. The second type of
outsourcing is more extensive and is called strategic-shift outsourcing, which focuses on bringing
in highly demanded specialists that are limited in supply. Selective outsourcing enables service
provider companies to reduce costs while enabling the institution to put their attention elsewhere
while strategic-shift outsourcing also conquerors the same goals as selective outsourcing, but also
seeks to create a mutually beneficial relationship due to the sheer size of the contract agreement
and its implications for both parties. Outsourcing allows a business to focus on its primary mission,
not on managing an auxiliary service that may compete with private sector alternatives and not

provide a real return for institutional dollars (Bartem and Sherry, 2001).

Tactical outsourcing is a form of traditional outsourcing and is based on cost comparison and the
make-or-buy decision. It is resulted in visible benefits in the form of enhanced cost savings,
minimizing the need for future investments and resolving staffing issues. It also involves execution
of a business process following the existing rules. Tactical outsourcing can also extend to
outsourcing peripheral activities enabling the management to acquire industry specific capabilities
by partnering with a chosen vendor (Hussey and Jenster, 2003).

From location perspective outsourcing is also categorized as on shoring, Nearshoring and
Offshoring.

On shoring refers to the relocation of business processes to a lower-cost location inside the national
borders. Nearshoring refers to a company contracting a part of its work to an external company
located across national borders within its own region. It includes the neighboring countries that
are often bound by similar financial and legal constraints that provide social and economic stability
within a region. Offshoring refers to outsourcing which is done across national borders (preferably
to a distant location). The term refers to the relocation of business processes in another country,
typically to a cheaper location. It includes both to the setup of a subsidiary abroad, or to the

offshore outsourcing activities of a company.

2.5 Why Outsourcing
As managers, we constantly delegate or source work to our employees. Why do we engage in

outsourcing? We must source out work because there are others who can do it cheaper, faster,
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better and because we have other, more important, demands on our resources. The organization
was run at a loss by having a manager conduct the administrative task rather than sourcing it to an
individual who is costing the organization less in terms of money. Hence costs, both real (the
money) and opportunity (the time, attention and effort), are important determinants in the sourcing
decision. Besides efficiency, outsourcing also helps get work done more effectively. Moreover,
engaging in outsourcing allows an organization access to expertise, knowledge and capabilities
found outside its boundary. Rise of global knowledge work force and access to resource and
knowledge are additional factors which drive firms to reach on outsourcing decision (Power 2006).

2.6 Benefits of Outsourcing

Many potential benefits of outsourcing have been identified in the literatures. Those most often
discussed are improved financial performance (attributable, in part, to almost immediate cost
improvements) and various nonfinancial performance effects, such as a heightened focus on core

competencies. These and other proposed advantages of outsourcing are discussed below.

A. Cost advantage: Costs are arguably the chief motivation behind outsourcing. Though it is
not always true, companies believe that contracting work out to a 3rd party is cheaper. According
to Power (2006) probably the most talked about reason for outsourcing is cost savings. Cost
efficiency and improvement to the bottom line are important benefits of the outsourcing strategy.
Much of this cost saving is realized by moving from a fixed-cost model to one of variable cost
model. The objectives are to reduce investment in assets, free-up resources for other purposes,
and generate cash by transferring assets to the service provider. These business processes when
outsourced reduce the investment required by the host institution to modernize them.
Outsourcing helps in reducing or controlling the operating costs. Access to an outside provider’s
lower cost structure is one of the most compelling short-term benefits of outsourcing. Other
benefits sought by institutions are cost reduction with enhanced performance and conversion of
fixed costs into variable costs. Service providers can handle varying demand more efficiently
because of economies of scale, automation, process maturity, and investment in the latest

technology.
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B. Increased efficiency

According to flatworldsoution.com, when you outsource your business needs to a reliable
outsourcing partner, they bring years of experience in business practices and expertise in delivering
complex outsourcing projects. Thus, they can do the job better with their knowledge and
understanding of the domain. This leads to an increase in productivity and efficiency in the process

thereby contributing to the bottom-line of your company.

C. Focus on core competency:

There are a lot of business functions in a company. For example, human resources, information
technology, manufacturing, sales, marketing, payroll, accounting, finance, security,
transportation and logistics among others. Most of these are not "core™ to the company. A "core"
activity is one which offers the company competitive advantage over its competitors. According
to Choi (2008) successful outsourcing allows the organization to focus in-house resources on
tackling priorities. When organization concentrates on carrying out its priorities, it can use its
financial, human and management resources more effectively and efficiently. Outsourcing of
some non-core functions provides organizations with the flexibility to redirect and focus their

resources on activities critical to their mission

D. Quality and Capability: Often companies don't have in-house expertise for certain

activities. In these cases, it is more efficient to outsource, and resulting products and services

tend to be of higher quality when provided by outsourcing vendors.

E. Labor flexibility: Outsourcing allows a company to ramping up and down quickly as needed.
For example, a company may need a large number software programming experts for 6-8 months
to develop an application. It would be infeasible to hire people for only 6 months. Outsourcing,

however, can provide flexibility so the company does not have to worry about hiring and firing.

2.7 Disadvantages of Outsourcing

Despite the advantages mentioned above, outsourcing does have a number of drawbacks. Main
disadvantages of outsourcing are loss of managerial control over outsourced operations, threat to
security and confidentiality, quality problems, hidden costs and reallocation of existing teams.

First, disadvantage related to the loss of control over the outsourced operations stems from the
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reason that managing external resources requires special skills which is a combination of the skills
of people and process management, contract management, and power negotiation. Second, almost
every outsourcing contract has terms of security and confidentiality spelled out, but the execution
and audit are always difficult Gulzhhanat (2012). Third, one reason to outsource is the expectation
of receiving better service from the outsourcer than from internal staff. Outsourcer has to be chosen
in that particular way to ensure that there is no bad influence on the quality of goods and services
produced. Otherwise, company may lose its position on the market Anderson (2001).

Poor quality of service another disadvantage associated with outsourcing. In addition, the
company-outsourcer can become a bankrupt, consequently the contracting authority was have to

find a new outsourcer and this is an additional moral and material costs.

2.8 Problems of Outsourcing

Let's map out some of the present outsourcing bottlenecks;

(A). Bleeding of In-house Human Resources

As outsource2india.com (retrieved December, 2016) discussed, it has been noticed that the very
name of outsourcing sends shivers down the spine of existing employees. The implementation of
outsourcing creates a sense of uncertainty among the current workforce and induces them to hunt
for greener pastures. This is a real problem to the organization and can upset the human resource
applecart.

(B). Selecting the Right Service Provider

Outsource2india.com also discussed, selecting the right vendor is the bedrock on which the entire
outsourcing process depends. If there remains a flaw in the selection phase, then clouds of
frustration and breach of promise are bound to overcast the contract in due course of time.

(C). Cultural Concern

Cultural differences include religion, mode of dress, social activities and even the way a question
is asked or answered. Although most leading vendors have cultural education programs, the
problems and costs associated with cultural alignment may not be insignificant or trivial.

(D). Legal Tangle and Lack of Understanding of the Contract

If the legal implications of the contract are vague to both the organization and the service provider,
it was fizzle out the initial attempt in the outsourcing decision. Many outsourcing companies

overlook legal issues and face outsourcing failures.
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(E).Cost of Transaction

In outsourcing initially there are costs of searching vendors. Searching and selecting the service
provider during outsourcing involves implicit and explicit cost. Some of the explicit costs are:
writing specification, drafting contracts, consulting relevant end users, advertising invitation to
bid, evaluating the bid and closing the negotiations with the winning bidder. All these need
considerable senior management time. Estimates of such transaction cost vary but that can be as
high as five percent of the contract values Domberger, (1998).

In addition to the points expressed above by different authors Wilson and Brown (2005) mentioned
that no powerful tool is without problems, and the same is true for outsourcing. With this regard,
choosing the right partner, establishing effective governance for relationship and managing

employee transition with sensitivity are the three most outsourcing problems.

2.9 Common Mistakes in Outsourcing

According to the study of Jerome (2003); Outsourcing is often associated with automatic cost
reduction and performance improvement. This overly optimistic view of outsourcing derives from
the fact that most articles about outsourcing are written during the so-called "honeymoon™ period
(i.e., just before or after the contract is signed). At that time, the reported benefits are not actual
but only projected. This leads to a bandwagon phenomenon, where firms outsource to imitate
competitors and expect to be successful with outsourcing. Determining which activities can be
best performed by outside vendors requires a good understanding of where the firm's competitive
advantage comes from. That is where often the mistake is made. The key lesson that we have to
pick here is managers need to be fully be aware of which activity is best suit for outsourcing and
help the firm archive competitive advantage over the completion. The other common mistake in
outsourcing as Jerome (2003) in his famous work discussed, selecting the wrong vendor and

writing a poor contract are an area where management made mistake
2.10 Risks and Criticism

Offshoring and outsourcing have both been subject to a lot of criticism, especially from a
political standpoint. Politicians and laid-off workers often blame offshoring for "stealing jobs".
Most economists, however, agree that offshoring lowers costs for companies and passes on
benefits to consumers and shareholders. Risks associated with outsourcing can largely be

attributed to the vendor's lack of familiarity with the client's business. Another risk is a lack of
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alignment of long-term business objectives of the client and the vendor. The overriding factor
in outsourcing decision is cost cutting, but whereas this may make business sense in the
beginning, in some cases it could bring complications and put the whole exercise at a high risk
if all concerns are not adequately assessed. This means that the outsourcing organization should
not only look the costs being low but also consider the outcomes of process of outsourcing at

the end of everything to the organization.

Ender and Mooney (1994) also identified that the greatest shortcomings of outsourcing is staff
retrenchment /reduction results in negative impact on institutional morale. Preferably, they

devised a set of guidelines for mitigating these negative impacts of outsourcing.

A common oversight for IT organizations lies in not implementing a contingency plan to deal
with the risk that a vendor, for whatever reason, fails to deliver as expected. High risk or
exposure might force the organization to unexpectedly alter its outsourcing strategy (i.e. from a

single offshore vendor to multiple vendors)

2.11 Empirical Literatures

Quite few papers have studied benefits and problems of outsourcing and outsourcing practice and
future potential in Ethiopia. For example Selamawit (2016), Abebe (2015),Werkalemahu (2015),
Mersea (2007) have studied on the topic as a partial fulfillment of the requirement of degree in
MBA in different time. Generally these studies have agreed that outsourcing is at an infant stage
in Ethiopia and it is gradually becoming common over time in the financial sector in general and
in banking institution in particular. These researchers in their studies have found that Commercial
Bank of Ethiopia (CBE) outsources most of its auxiliary activities such as Janitor, security, driving
and messenger services to outside companies. In addition to examining the magnitude and trends
of outsourcing in the bank, the study has described the benefits and problems of outsourcing that
Commercial Bank of Ethiopia face Workalemahu (2015) and Selam (2014) find out that there are
a number of benefits that the bank has reaped out of its outsourcing decision. To mention quite
few among their list; cost saving, focus on core business activities, saving manager’s time to focus
on other activities, lower investment requirement, change fixed cost to variable cost, ability to
spread commercial risk, improved quality, increase flexibility to deal with ever changing business
condition are some of them. Selamawit (2016), study in particular reveal that the bank was not

successful in gaining benefit regarding gaining easier and more economic access to latest
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technology and external competencies. The same way it examined the benefits that CBE has gained

out of outsourcing its non-core activities, the studies has also revealed the following list of problem

that the bank has faced in connection with outsourcing its activities to outside firms.

>

YV V. V V V

>

Low employee belongingness

Conflict of interest among

Communication and coordination difficulties

Contract termination problem

Quality of workers provided by the supplier is lower than anticipated
Loss of control over key information resources

Repeated theft of vehicles part

A study conducted by Workalemahu (2015) has shown the following list of reasons as to why

firms not outsource more activities than they do now.

>

YV V. V V V V

>

Inapplicability

Possible loss of confidentiality

Loss of distinct competences and loss of control

Quality Problem (internal service providers provide better quality)
Lack of knowledge

No loyalty to company

Slow response time

Organizational policy/tradition

In spite of the fact that outsourcing is a wide-spread activity which is practiced nearly by every

business sphere, in almost all business organizations all over the world, there is no much research

done on outsourcing practice in Ethiopia particularly, and especially in beverage industry.

Empirical literatures becomes much thinner when it comes to assessing the extent of outsourcing

practice except in banking institution than other sectors, especially the beer industry in Ethiopia.

In general, empirical literatures agree that outsourcing practice in Ethiopia now is in much better

position than it was a decade before.
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CHAPTER THREE

RESEARCH DESIGN AND METHODOLOGY

This chapter provides an over view of the methods used to collect and process data. It discus the
research design, the population and sampling techniques, types of data and data collection tools
used, data collection procedure, the method of data analysis employed, the reliability and validity
of data collection tools used and ethical consideration.

3.1 Research Design

Research design is a master plan that specifies the methods and procedures for collecting and
analyzing the needed information. It provides a framework or plan of action for the research
(Selamawit 2016). The researcher began with selecting topic to be studied. Following topic
selection formulating problem of the statement and determining the right methodology for
collecting and analyzing data was undertaken. In order to achieve the research objective, the
researcher used a descriptive type of research and quantitative research approach. The reason for
selecting descriptive research type is that the researcher has no control over the variables rather he

only report what happened in the area where the research is being conducted.

3.2 Population and Sampling Techniques

The population of the study include staffs at the sales department of the company and the whole
owners or managers of the distribution business at Addis Ababa. The total population of the study
is 120 (hundred twenty) people. Among these, 100 (hundred) of them are staffs found in the sales
department and the remaining 20 (twenty) are distributors who are engaged in distributing products
in Addis on behalf of the company.

The researcher applied non-probability sampling technique (judgmental sampling) by stratifying
the population into two groups; distributors and HBSC staffs at the sales department. The
judgmental sampling method was used for selecting managers and other key staffs at head office
to complete the questionnaires. The researcher used his own judgment to select these managers
that have very good understanding of the subject of study and have direct involvement in the
outsourcing decision making process. The justification for choosing judgmental sampling is

because the researcher believes that managers and staffs in the sales department provides valuable
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information which cannot be obtained from staffs in different other departments. The same way to
the internal staffs, the researcher believes that distributors are the main source of information
regarding the subject of the study.
The sample size is determined by using the Slovin’s formula (Serakan, 1992).
n=N/1+N (e)?
n = 120/1+120(0.07)?
n =175
Where:
» N is the population size = 120
» nisthe sample size
» e isthe margin of error = 0.07
Applying 7% error margin, the sample size for the study was 75 (seventy five) out of 120 members
of the target population. Therefore, the study’s sample size of 75 is fair enough to represent the

target population of the study area.

3.3 Types of Data and Instruments Used for Data Collection

In attempt to do the assessment of problems and benefits of outsourcing product distribution
function in HBSC and to provide possible recommendations, the researcher used both primary and
secondary data sources. With regard to primary data, the data was obtained from managers and
other key staffs of the sales department. Distributors in Addis Ababa was also part of the primary
data collection process through questionnaire. Managers and other key staffs in the sales
department are assumed to have the necessary know how about the concept and practice of
outsourcing product distribution function. Distributors are also expected to have the basic
understanding about the subject matter. As far as secondary data is concerned, two years company
sales data, distributor agreement and other relevant documents was reviewed. Books, journals and
empirical literatures from websites (internet) and from other available sources was used as an input
where they are necessary

Regarding data collection instrument, questionnaire was used as the main instrument to collect
data from HBSC employees and from the distributors. A mix of closed ended and open ended
questions was included to shape the information in the way that enable the researcher measure the
research variables. Despite its limitation, the questionnaire was preferred to other methods of data

collection hoping that it provides respondents flexibility on using their convenient time to fill the
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questionnaire. Interview was also held with two Regional Business Manager of the company to

triangulate and strengthen most of the points raised as a problem by other respondents.

3.4 Data Collection Procedures

The researcher collected first hand data through questionnaire & interview from managers and key
staffs from the sales department by judgmentally selecting the respondents and persuading them
for their prompt cooperation. The researcher first administered pilot test on five respondents and
then analyze the result of the pilot test, after the pilot test, the researcher distributed questionnaire
at full scale to each respondents by himself. Within a month time the researcher was able collect
fifty completed questionnaire from the internal staff. The same way, the researcher collected
primary data from distributors using questionnaire. In addition, secondary data was gathered from
annual sales report, distributor’s contract and internal market execution reports generated by the

company. The entire data collection task was completed in one month.

3.5 Methods of Data Analysis

The collected data was analyzed and interpreted in accordance with descriptive statistical tools
that included frequency, percentage and tables. Descriptive statistical analysis is selected due to
nature of the data and the research variable. The data analysis was done by the use of version 20 -

SPSS software package.

3.7 Reliability and Validity of Data Collection Tools Used

Reliability is the degree to which an assessment tool produces stable and consistent results. Test-
retest reliability is a measure of reliability obtained by administering the same test twice over a
period of time to a group of individuals. The scores from Time 1 and Time 2 can then be correlated
in order to evaluate the test for stability over time. Before launching the full scale study, the
researcher did a pilot test on five respondents from the sales department two times to ensure that
the assessment tool produce stable and consistent result. The result from the two test found out in
content. The result gave the researcher full confidence as to consistency of the data measuring
instrument.

Validity refers to how well a test measures what it is purported to measure. In order to ensure
validity of the items in data collection instrument, the researcher have got the opinion of the
company’s sales managers and other key staffs who are expert in the field of sales and distributors

management. In addition to this, the researcher incorporated the feedbacks of his advisor on the
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validity of the assessment tool to ensure that it covers appropriate range of area with in the concept

under study.

3.7 Ethical Consideration

Ethical issues in this research is concerned with maintaining confidentiality about the information
that the researcher gathered from respondents, using data for academic purpose only and ensuring
that the respondents personality would not exploited. In this context the researcher have
maintained all ethical considerations, code of conduct and conventions with regard to obtaining
the consent of the respondents, acknowledging all sources and materials used as a reference ,
keeping the confidentiality of the respondent’s response and obtaining permission from the

company to carry out the study.
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CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION

This chapter deals with the analysis and discussion of the data gathered from the study respondents.
It primarily discusses the major Problems and benefits of outsourcing product distribution in
Heineken Breweries Share Company. The data were gathered through questionnaire from staffs
working at the sales department of the company and distributors who are working with the
company in Addis Ababa region. The data analysis and discussion is supported by relevant
literatures, interview discussion with the company’s RBMs (Regional Business Managers). The
chapter begins with the analysis of the respondents’ category of position and their level of
awareness to the study topic and forges ahead with the analysis and discussion of major issues that
include the reason for outsourcing product distribution function to the 3" party distributors,
benefits gained from outsourcing the function to 3" party distributors and problems of outsourcing

product distribution function from the company and the distributor’s perspective.

A total of 75 questionnaires were circulated and 70 questionnaires were completed and returned.
The completed questionnaires presents more than 93% and no questionnaires were discarded due
to missing data. Out of the 70 completed questionnaires, 50 questionnaires are completed by the
sales staff of the company and the remaining 20 questionnaires are completed by distributors.
Therefore, 70 questionnaires were considered for the study. The data received from the

respondents were analyzed with the help of version 20 statistical software program (SPSS-20).

4.1 Analysis of Responses Obtained from HBSC Sales Staffs
This section deals with the analysis and interpretation of the data gathered from the company’s

staffs as reveled in the table below

Table 4-1 Respondents by position
Position Frequency Percent Valid Percent Cumulative
Percent
Managerial 41 82.0 82.0 82.0
Valid Non-managerial 9 18.0 18.0 100.0
Total 50 100.0 100.0

Source; Survey data 2106
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Table 4-1 above presents data on category of the respondents’ position in the sales
department of the organization. It shows that managerial respondents formed the majority
of the sample with a total of 41 representing 82 % while 9 respondents were non-
managerial staffs representing 18 % of the sample. The implication on this is due to their
nature of job category and level of involvement in decision making, the researcher believes

that in one way or another the respondents are the right source of information for the study.

Table 4-2 Respondents’ awareness level of the concept of outsourcing
Awareness level Frequency | Percent Valid Percent Cumulative
Percent
Very high 6 12.0 12.0 12.0
) High 30 60.0 60.0 72.0
\alid .
Medium 14 28.0 28.0 100.0
Total 50 100.0 100.0

Source; Survey data 2106

As it can be seen from Table 4-2 above, the largest group of respondents (72%), have high
and very high awareness level about the concept of outsourcing and 28% of them know the
concept of outsourcing in medium state. From this we can conclude that almost all of the
respondents have knowledge about the concept of outsourcing. This helps the researcher

to get appropriate responses for the study from them.
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Table-4.3  Reasons for outsourcing the service

It | Reasons for outsourcing product distribution Respondent's Response # of
e function - - respond
Strongly agree | Agree Neutral Disagree Strongly disagree P

m ents

" Freq. | % Freqg. % Freq. % Freq. | % Freqg. %

1 | Toreduce cost. 20 40% 30 60% 50

2 | To improve service quality. 25 50% 25 50% 50

3 | To give more focus to other core functions of the | 24 48% 26 52% 50
company.

4 | To improve flexibility of the delivery service by | 18 36% 31 62% |1 2% 50
the distributors.

5 | Tosave manager’s time and help them to focus on | 20 40% 27 54% |3 6% 50
strategic
issues of the company.

6 | To assist the current fast growth situation of the | 16 32% 30 60% |2 4% 2 4% 50
company

7 | To access skills and tools not available in the | 13 26% 26 52% | 4 8% 5 10% | 2 4% 50
company.

8 | Improve efficiency 27 54% 22 44% |1 2% 50

9 | Optimal RTM utilization 22 44% 28 56% 50

Source; Survey data 2106
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As can be seen from item number 1 in Table 4.3, in assessing the importance of reasons for
outsourcing product distribution function to distributors, majority of the respondents representing
60% of the sample agreed that reducing cost is the major reason for outsourcing the function to 3
part distributors. Likewise 40% of the respondents strongly agreed that reducing overhead and
operational cost related to product distribution to customer is the main reason for outsourcing the
function to distributors. According to Power (2006) probably the most talked about reason for
outsourcing is cost savings. Cost efficiency and improvement to the bottom line are important
benefits of the outsourcing strategy. Much of this cost saving is realized by moving from a fixed-
cost model to one of variable cost model. Zarat & Aaisim (2013) advocate that, cost reduction is
the most important driver of outsourcing. The interview held with the regional business manager
of the company reveal that the company was able to relief itself from the cost of hiring sales
persons and helpers, availing distribution trucks, renting or acquiring warehouse and managing

product distribution function internally.

Regarding quality of service, Table 4-3, item number 2 depicted that, 50% of the respondents
strongly agreed that the service provided by the distributors now is by far better than it was before.
The remaining 50% of the respondents also agree that the quality of the service given to the
customer through distributors is better than it was before. Therefore all the respondents agree that
the company made the decision on outsourcing the function seeking to improve the service quality
to be rendered for customer. According to flatworldsoution.com, when you outsource your
business needs to a reliable outsourcing partner, they bring years of experience in business
practices and expertise in delivering complex outsourcing projects. Thus, they can do the job better
with their knowledge and understanding of the domain. This leads to an increase in productivity

and efficiency in the process thereby contributing to the bottom-line of your company

On the other hand, as can be realized from item number 3 of table 4.3, majority of the respondents
(52%) agreed that the company go for outsourcing to give more focus on other core functions. As
revealed in table 4.3, item number 3, the remaining 48% of the respondents also strongly agreed

that to give more focus on core business function is one of the major reason for the company to go
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for outsourcing. According to Choi (2008) successful outsourcing allows the organization to focus
in-house resources on tackling priorities. When organization concentrates on carrying out its
priorities, it can use its financial, human and management resources more effectively and

efficiently.

As can be observed from item 4 in Table 4.3 above, 62% of the respondents agreed that the
company is made its decision for outsourcing to gain flexibility of product delivery service to
customer. These respondents believed that the distributors’ delivery service is not bounded by
time. With the same justification the remaining 36 % of the respondents strongly agreed that
improving flexibility of product delivery service is the main reason to go for outsourcing.

Regarding saving manager’s time from engaging in non- core business activity, as indicated in
item number 5 of Table 4.3 above, 54% of the respondents agreed that this is one of the reason
that the company go for outsourcing the product distribution activity to distributors. The other 40%
of the respondents also strongly believe that the company went for outsourcing the product
distribution function to spare managers from spending their time in managing the product
distribution activity. Therefore 94% of the respondents believe that the company was outsourced
the service to distributors to save manager’s time for more critical activities by outsourcing the

function to distributors.

As can be observed from item 6 in Table 4.3 above, 92% of the respondents in aggregate believe
that the company went for outsourcing its product distribution function to distributors thinking that
these distributors would be a crucial growth partner for the company by giving a strategic option
to deliver its product to the customer in a most flexible and cost efficient way.

Regarding optimal RtM utilization, as indicated in item number 9 of Table 4.3 above, 56% of the
respondents agreed that, the company have made its decision to outsource the function to the
distributors to ensure optimum Route to Market access and win the competition through better
RtM strategy. The same way to these respondents the remaining 44% of the respondents strongly
agreed that the company was considering this point as one of the main reason to go to outsourcing
the function to 3" party distributors. This result match with the company’s original intent of
adopting indirect product distribution to customer to efficient delivery system.
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Table 4.4 Benefits gained after outsourcing product distribution function to distributors

Outsourcing help the company reduce cost

Frequency Percent Valid Percent Cumulative Percent
Valid Strongly disagree 1 2.0 2.0 2.0
Agree 27 54.0 54.0 56.0
Strongly Agree 22 44.0 44.0 100.0
Total 50 100.0 100.0
Help the company to give more focuse to core function
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 26 52.0 52.0 52.0
Strongly Agree 24 48.0 48.0 100.0
Total 50 100.0 100.0
Improved flexibility on delivery service
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 24 48.0 48.0 48.0
Strongly Agree 26 52.0 52.0 100.0
Total 50 100.0 100.0
Help the company to access new skill ont available internally
Frequency Percent Valid Percent Cumulative Percent
Valid Disagree 14 28.0 28.0 28.0
Neutral 7 14.0 14.0 42.0
Agree 24 48.0 48.0 90.0
Strongly agree 5 10.0 10.0 100.0
Total 50 100.0 100.0
Outsourcing save managers time and energy
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 23 46.0 46.0 46.0
Strongly agree 27 54.0 54.0 100.0
Total 50 100.0 100.0
Help the company manage the sales function with less manpower
Frequency Percent Valid Percent Cumulative Percent
Valid Neutral 1 2.0 2.0 2.0
Agree 29 58.0 58.0 60.0
Strongly agree 20 40.0 40.0 100.0
Total 50 100.0 100.0
Help the company cover wider sales territory
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 21 42.0 42.0 42.0
Strongly agree 29 58.0 58.0 100.0
Total 50 100.0 100.0

Source; Survey data 2016
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Outsourcing Help the Company Reduce Costs

Table 4.4 above reveal that majority of respondents representing 54% believe that the benefit
gained with regard to reducing cost of operation is high. The other 44% of the respondents strongly
believe that outsourcing brings the above benefit to the company. On the other hand only 2% of
the total respondents strongly believe that outsourcing does not bring the above mentioned benefit
to the company. This finding is further strengthen by the interview discussion held with the
Regional Business Manager of the company. According to the managers’ remark, without
considering other regions and focusing only at Addis Ababa level, after outsourcing the function
to distributors the company has gained huge cost reduction in terms warehouse rent, hiring sales
person, acquiring at least the 70 distribution trucks and other related cost . According to Power
(2006) the most obvious and visible benefit related to outsourcing brings about is cost savings.
Cost efficiency and improvement to the bottom line are important benefits of the outsourcing
strategy. Much of this cost saving is realized by moving from a fixed-cost model to one of variable
cost model. The objectives are to reduce investment in assets, free-up resources for other purposes,

and generate cash by transferring assets to the service provider.

Outsourcing Help the Company to Give More Focus to Other Core Functions

Referring to the benefit of outsourcing helps to be more focused on core functions than before,
as Table 4.4 above shows, almost all respondents agreed that the company has gained more time
and be able to focus on its core functions as the result of outsourcing the product distribution
function to distributors. This point was also mentioned by the Regional Business Manager of
the company as one of the advantages derived from outsourcing the function to distributors. The
manager believed that due to outsourcing the function to distributors, managers and other key
staffs in the organization be able to focus more on developing and executing strategic issue than
it was before. The manager also added that the company is now more focused on expanding
capacity and trying to win the competition with innovations. According to Choi (2008)
successful outsourcing allows the organization to focus in-house resources on tackling priorities.
When organization concentrates on carrying out its priorities, it can use its financial, human and
management resources more effectively and efficiently. Outsourcing of some non-core functions
provides organizations with the flexibility to redirect and focus their resources on activities

critical to their mission.
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Outsourcing Improved Flexibility of Product Delivery Service to the Customer

As Table 4.4 above shows, in aggregate 100% of the respondents agreed that, flexibility of product
delivery to customer is greatly improved after the service is outsourced to distributors. The
response indicate that the company is benefited from outsourcing the service to the distributors by
enabling the customer to get the product without being limited in time. This means the service
given from the distributors give customers the flexibility of time to buy the product. The interview
discussion with the Regional Business Manager of the company support the fact that flexibility of

product deliver to the customer is greatly improved now in terms of time.

Outsourcing Help the Company Manage the Sales Function with Less Manpower

As we observed from Table 4.4 above, 58% of the respondents agree with idea that outsourcing
help the company manage the sales function with less manpower than it was before. The remaining
40% of the respondents strongly agree that outsourcing product distribution function to distributors
help the company to operate with less head count. As per the Regional Business Managers’ remark,
by outsourcing the service to outside distributors, the company was able to offload no less than
hundred twenty delivery sales people and helpers from its payroll and operate now with less sales

execution team.

Outsourcing Help the Company Cover Wider Sales Territory than Before

According to the survey result in Table 4.4 above, in aggregate 100% of the respondents agree that
the company is greatly benefited from the decision to outsource the service to the distributors in
the form of covering wider geographic area than before. In addition to the data collected from the
respondents, the interview held with the Regional Business Managers further strengthen the idea

that the company’s’ distribution footprint is more increased now than before.
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Table-4.5 Problems faced after outsourcing product distribution function to distributors

Loss of control over the outsourced service

Frequency Percent Valid Percent Cumulative Percent
Valid Disagree 3 6.0 6.0 6.0
Neutral 3 6.0 6.0 12.0
Agree 32 64.0 64.0 76.0
Strongly agree 12 24.0 24.0 100.0
Total 50 100.0 100.0
Distributors lack skilled and qualified manpower to manage their business
Frequency Percent Valid Percent Cumulative Percent
Valid Disagree 1 2.0 2.0 2.0
Agree 33 66.0 66.0 68.0
Strongly agree 16 32.0 32.0 100.0
Total 50 100.0 100.0
Distributors focus on short term gain than long term benefits
Frequency Percent Valid Percent Cumulative Percent
Valid Neutral 1 2.0 2.0 2.0
Agree 32 64.0 64.0 66.0
Strongly agree 17 34.0 34.0 100.0
Total 50 100.0 100.0
Distributor's reluctance to buy all brands & SKUs
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 34 68.0 68.0 68.0
Strongly agree 16 32.0 32.0 100.0
Total 50 100.0 100.0
Distributor's reluctance on long term investment
Frequency Percent Valid Percent Cumulative Percent
Valid Neutral 1 2.0 2.0 2.0
Agree 41 82.0 82.0 84.0
Strongly agree 8 16.0 16.0 100.0
Total 50 100.0 100.0
Distributor's low remuneration and its impact on their sales force motivation
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 38 76.0 76.0 76.0
Strongly agree 12 24.0 24.0 100.0
Total 50 100.0 100.0
Distributors are not recruting their employees based on merit and qualification
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 38 36.0 76.0 76.0
Strongly agree 12 24.0 24.0 100.0
Total 50 100.0 100.0
Distributors are reluctant to pay credit for Crates and Kegs
Frequency Percent Valid Percent Cumulative Percent
Valid Agree 31 62.0 62.0 62.0
Strongly agree 19 38.0 38.0 100.0
Total 50 100.0 100.0

Source; Survey data 2106
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Despite the benefits discussed above, outsourcing product distribution function to distributors have
a number of drawbacks. As author Wilson & Brown (2005) mentioned that no powerful tool is
without limitation, and the same is true for outsourcing. Now let’s map out some of the major

problems that the study respondents have indicated in the survey.

Loss of Full Control over the Outsourced Function

As we can see from the table 4.5 above, 64% of the respondents agree that the company losses
direct controlling over the day to day distribution activities of the distributors. Likewise 24% of
the respondents strongly agree that the company losses its full control over the distribution
activities of the distributors. The remaining 12% of the respondents does not support the idea that
the company losses its full control over the outsourced function. The Regional Business Managers’
view on this point is, despite there is system placed in the company to monitor and evaluate
distributors sales and operational performance on a periodic base, there is still room for some
distributors to operate their business without being under the full control of the company’s
monitoring system. According to the manager, abusing price and transshipment of product to
other’s territory and region is an example that illustrate unacceptable behavior of some of the
distributors which cannot be fully controlled by the company. According to Gulzhant T. (2014),
the problem relates to the loss of control over the outsourced operations stems from the reason that
managing external resources requires special skills which is a combination of the skills of people
and process management, contract management, and power negotiation. According to www.the
balance .com (retrieved December 2016), when you sign a contract to have another company
perform the function of an entire department or single task, you are turning the management and
control of that function over to another company. You will have a contract, but the managerial
control will belong to another company. Your outsourcing company will not be driven by the same

standards and mission that drives your company.

Distributors Lack Skilled and Qualified Manpower to Manage their Business

As show in Table 4.5 above, 66% of the respondents replied that they agreed with the point that
lack of skilled and qualified manpower to manage the business is the major problem observed in
the distributors business. The same way to these respondents the other 32% of the respondents
strongly agreed that this is one the main problem observed in the distributors business. The

respondents response further backed by the fact that most of the distributors are operating with the
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traditional way of business doing mind-set. As in most cases, the distributors business is owned
and run by the owner him/her self, this would create a skill and leadership deficiency in their
business. As Alex Bank (2010) stated that, due to lack of direct control on the human resource the
vendor might hire under qualified or unqualified employees, depending on his discretion, which

would successively, hampers the quality of service further.

Distributor’s Reluctance to buy all Brands and SKUs

According to the survey result in table above, 100% of the respondents believe that most of the
distributors are more interested in buying fast moving brands and SKUs .As the study result reveal,
distributors are less interested to buy and stock slow moving products. According to the sales
manager’s remark this one of the main problem that the company is having with carrying out
product distribution activity through distributors. As a policy all distributor is required to buy and
stock all portfolio of product that the company is producing and selling. However against this

policy, most distributors are observed to stock out less moving products.

Distributor’s Low Remuneration for their Sales Force & its Impact on their Motivation
Level

As the survey result in the above table indicates, 76% of the respondents agree that distributor’s
payment package (salary, allowance & other benefits) for their sales force is not attractive enough
to motivate them to double their effort in making order than taking order. The same to these
respondents, the other 22% of the respondents strongly believe that distributor’s payment package
for their sales force is not attractive enough to invite exertion in their work. Different literatures
indicate that money is one of the factor that trigger motivation in work for workers whose earning
is low. The implication for this is, most distributor’s sales force are not motivated enough to exert
their utmost effort in engaging customer and making order. Referring to the regional managers
remark on this point, acknowledging the validity of the problem, he further believe that
distributor’s poor and non-merit based recruitment practice and unattractive payment package are
the root causes of the problem.

Distributors are Reluctant to Pay Credit for Crates & Kegs (RPM)

In table -7 above, this point is indicated by 62 % of the respondents as one of the main problem
that the company is facing now in relation to working with distributors. The other 38% of the
respondents also strongly believe that, this is one of the problem that comes from working

distributors. The interview held with the regional business manager shows that, as one of

30



distributors support programs the company provide RPM for distributors with postdated cheque
on credit. However most distributors are not interested to pay their debts as per their payment
schedule. The manager further explained that this problem bring substantial financial impact on
the company’s operation. Although it is difficult to the researcher to get accurate figure on the
amount of money that the entire distributors owe to the company, the manager estimate that close
to 16 million birr is deducted from the commercial department’s budget for the reason that these

distributors could not paying their debts on time.

Selecting the Right Vendor (Distributor)

According to www.the balance.com, vendor selection process can be a very complicated and
emotional undertaking. The interview held with the Regional Business Manager of the company
shows that, as distributor selection is the most critical step in the outsourcing process, the company
is giving greater attention during the selection process. When manger addressed the question from
the perspective of process, he explained that the company have well articulate and explicit
distributor selection criteria. According to the manager, when the company recruit and appoint
distributors it does background check, infrastructure check, related experience check, good will
check. The manager further explained that, once the candidate distributor fulfil all the

requirements, then he/she will be appointed on probation for certain period.

Legal Tangle and Lack of Understanding of the Contract

Different literatures outlined that, if the legal implications of the contract are vague to both the
organization and the service provider, it will fizzle out the initial attempt in the outsourcing
decision. Many outsourcing companies overlook legal issues and face outsourcing failures. As the
interview held with the Regional Business Manager shows, to some extent infrequent arguments
and conflicts arise between the company and the distributors on matters like territory demarcation
and complying company recommended selling price. According to the manager, the source of

these conflict are not because the distributors fail to understand the contract.

Cost of Searching Vendor
As the Regional Business Manager told the researcher, there is no such big challenge/problem in
the company related to cost of searching vendor.
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Cultural Concern

According to the Regional Business Manager, cultural concern in its offshoring sense is not a big
challenge/ problem for the company. However, the manager told the researcher that, in some
instance some distributors fail to align with the company’s stretching and performance driven work

culture.

4.2 Analysis of responses obtained from distributors
This section deals with the analysis and interpretation of the data gathered from distributors as
reveled in the table below

Table 4.6 Major benefits gained in working with the company as a distributor

Financial gain

Frequency Percent Valid Percent | Cumulative Percent
Valid Disagree 2 10.0 10.0 10.0
Neutral 2 10.0 10.0 20.0
Agree 16 80.0 80.0 100.0
Total 20 100.0 100.0
Job opportunity for other people
Frequency Percent Valid Percent | Cumulative Percent
Valid Agree 5 25.0 25.0 25.0
Strongly 15 75.0 75.0 100.0
agree
Total 20 100.0 100.0
Training opportunity for distributor's employee
Frequency Percent Valid Percent | Cumulative Percent
Valid Disagree 1 5.0 5.0 5.0
Agree 14 70.0 70.0 75.0
Strongly 5 25.0 25.0 100.0
Agree
Total 20 100.0 100.0
Support in credit facility for RPM payment
Frequency Percent Valid Percent | Cumulative Percent
Valid Disagree 2 10.0 10.0 10.0
Agree 11 55.0 55.0 65.0
Strongly 7 35.0 35.0 100.0
agree
Total 20 100.0 100.0

Source; Survey data 2106

The analysis table -8 above shows that, out of 20 distributors, majority of them agree that financial
gain (profit & return on investment), creating job opportunity for other people, gaining training for
their sales force and gaining credit facility for RPM payment are some of the main benefits that

they get from working with the company.
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Table 4.7 Major problems that distributors faced by working with the company

Unattarctive margin

Frequency Percent Valid Percent | Cumulative Percent
Valid Disagree 5 25.0 25.0 25.0
Agree 14 70.0 70.0 95.0
Strongly 1 5.0 5.0 100.0
agree
Total 20 100.0 100.0
Delay in product supply
Frequency Percent Valid Percent | Cumulative Percent
Valid Strongly 2 10.0 10.0 10.0
disagree
Disagree 2 10.0 10.0 20.0
Neutral 1 5.0 5.0 25.0
Agree 14 70.0 70.0 95.0
Strongly 1 5.0 5.0 100.0
agree
Total 20 100.0 100.0
Delay in defective product replacment
Frequency Percent Valid Percent | Cumulative Percent
Valid Agree 5 25.0 25.0 25.0
Strongly 15 75.0 75.0 100.0
agree
Total 20 100.0 100.0
High investment requirment
Frequen?:y Percent Valid Percent | Cumulative Percent
Valid Strongly 2 10.0 10.0 10.0
disagree
Disagree 3 15.0 15.0 25.0
Agree 12 60.0 60.0 85.0
Strongly 3 15.0 15.0 100.0
agree
Total 20 100.0 100.0
Too little outlet base
Frequency Percent Valid Percent | Cumulative Percent
Valid Strongly 1 5.0 5.0 5.0
disagree
Disagree 4 20.0 20.0 25.0
Agree 7 35.0 35.0 60.0
Strongly 8 40.0 40.0 100.0
agree
Total 20 100.0 100.0

Source; Survey data 2106

Unattractive margin

The study has explored problems that distributors face at working with the company, accordingly

in aggregate 75% of the respondents believe that the margin that they get from the company is not

attractive. These respondents believe that the current margin that the company give to them (5.5%

in average) is not sufficient enough to cover all their expense and give them reasonable profit. On
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the contrary 25% of the remaining respondents do not consider unattractive margin as a problem.
The implication of this result is unless the distributors believe that they are making enough money
out of working with the company, they might lose their interest in investing more to the business.
This in return impact the sustainability and long term objective of the business.

Delay in product supply

Delay in product supply form the company is considered as a problem by 75 % of the respondents.
These respondents believe that the company have gap in supplying product to them at the right
time. On the other hand, 25% of the respondents disagree with the idea that delay in product supply
is major problem for them. The impact of this problem is to lead the company and the distributors

to lose sales and revenue.

Delay in replacement of defective product

As table-8 above shows, 75% of the respondents strongly agree that, delay in replacement of
defective product is one of the major problem that they face at working with the company. The
remaining 25% of the respondents also consider this point as a main problem. Therefore this is one
of the points that is considered by 100% of the respondents as a main business problem. This would
impair the operation of the distributor in the form of detaining the distributor’s working capital

and RPM.

Little outlet base in sales territory

As we can see from the above table, in aggregate 75% of the respondents agree that the outlet base
in their territory is little. These respondents believe that their revenue source and their business
profitability is dependent on the size and productivity of the outlets that they are working with. On
the contrary, the remaining 25% of the respondents do not consider this point as a problem. In
general majority of the respondents consider this point as problem to their business.

Other Problems

As an additional problems the following main points have raised from the distributors, delay in
defective products replacement, late time product delivery, less promotion support for draft SKU
and unable to get periodic statement from the company for product sales and RPM balance.
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This chapter deals with summary of major findings, conclusions of the study findings and
recommendation forwarded by the researcher.

5.1 Summary of Major Findings
In an attempt to assess the main reasons as to why the company has decided to outsource its product
distribution function to distributors, the study have discovered cost reduction (overhead and
operational), improving service quality, giving more focus to other core functions, improving
flexibility of product delivery service to customers and ensuring optimal Route to Market
utilization as main reasons to outsource the service to distributors.
The study has also explored the benefits and problems of outsourcing product distribution function
to distributors. Accordingly the survey result reveal that saving time and cost, allowing managerial
employees to focus on core business function, improving service quality, lowering investment
requirement, increasing flexibility of product delivery and help the company cover wider sales
territory than before are some of the major benefits that the company reaped out from the decision
for outsourcing product distribution function to distributors as confirmed by majority of the
respondents.
The other point that the study signifies is the problems that the company and the distributors have
faced in relation with working as outsourcer and distributor. As different literatures has indicated,
there are a number of problems that have existed in outsourcing. The study finds out following are
outsourcing problems form the company side;

e Loss of full control over the outsourced function

e Legal tangle and lack of understanding of the contract

e Distributors lack skilled and qualified manpower to manage their business

e Distributor’s reluctance to buy all brands and Store Keeping Units( SKUs)

¢ Distributor’s unattractive remuneration to their sales force and their motivation level

e Lack of motivation for the distributor’s sales force

e Distributors are reluctant to pay credit for Crates and Kegs (RPM)
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Finally as depicted by majority of the respondents, unattractive margin, delay in product supply,

delay in replacement of defective products, little outlet base in their sales territory and less

promotional support for draft are some of the points raised as a problem by the distributors

5.2 Conclusions

The aim of this research is to explore the benefits and problems of outsourcing product distribution

function to distributors in Heineken Breweries Share Company. In this regard the researcher tried

to address the research theme by identifying the reasons for outsourcing the services, benefits

gained after outsourcing the service and problems faced in relation to outsourcing the services.

On the basis of the findings from the study the following conclusions are drawn;

As the study finding indicates, Heineken Breweries Share Company initially decided to
outsource the service with a rational of reducing cost, improving the service quality, giving
more focus to other core functions, improving flexibility of product delivery service to the
customer, saving manager’s time and implementing efficient route to market strategy. This
implies that the company original intended to switch its distribution model from direct to
indirect with the above mentioned justifications.

Based on the findings of the study, it is concluded that the company has been able to gain
benefits out of outsourcing product distribution function to distributors. The benefits are
reducing overhead and operational cost, improving flexibility of product delivery service
to customers, gaining more focus to other core functions, help the company manage its
sales function with less sales force and help the company cover wider sales area than
before. The implication for this is, the company’s original expectation from outsourcing
the service to 3" party distributors is fully meet now. As secondary data (annual sales data
of the company) shows, because of product distribution function is done through
distributors, the company’s sales volume growing from year to year.

The findings from the study have also revealed that, despite a great deal of benefits has
been gained out of outsourcing the service to 3" party distributors, there are also some
problems that come from working with the distributors. Loss of full control over the
outsourced service, distributor’s reluctance to buy all brands & SKUs, distributor’s
reluctance to pay credit for RPM are some of the problems. In addition to these problems,
distributor’s unattractive remuneration to their sales force has greatly impacted their

employee’s motivation. The implication of this is, had it not been for these challenges the
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company would have gain maximum benefits out of outsourcing the service to 3™ party
distributors. On the contrary the study have revealed that, selecting the right vendor(
distributor), cultural concern and cost of searching vendor are not a major challenge /
problem to the company. So therefore, in order to reap the maximum benefits, the company
need to address those major problems identified by the study with the right solutions.
With regards to whether outsourcing advantages outweigh the disadvantages, according to the
Regional Business Managers’ remark comparing the company’s current annual sales volume
(2.35MHL) with pre- outsourcing period (1.1 MHL HL) shows that, despite the problems, the

company is benefited out of outsourcing product distribution function to distributors

5.3 Recommendations

On the basis of the findings and conclusions reached, the researcher would like to make the
following recommendations as a possible solutions for problems.

To overcome the problem associated with lack of skilled and qualified manpower in the
distributor’s business the following points must be considered.

e Manpower requirement for each distributor business should be clearly stated in the
distributor agreement and the Joint Business Plan.

e HBSC should involve in key employee recruitment process of the distributor. The
ideal job description & job specification should be jointly developed by the
distributor & HBSC.

e The distributor should have a clear succession plan.

Even if loss of full control over the outsourced operation is common in all outsourcing process, in
order to minimize this problem, HBSC has to establish clear expectation with the distributors and
put in place transparent control system. Beside to this the company has to put penalty clause in the
agreement for any breach of the term of the agreement.

To avoid problems associated with legal conflict and lack of understanding of the contract, HBSC
has to identify recurring conflict raising issues from the contract and clarify them further to ensure
clear understanding between the company and the distributors.

In order to avoid the problem associated with distributor’s low remuneration and its impact on his

sales force motivation, the following points must be considered.
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HBSC should enforced the distributor to introduce workable performance based
commission and incentive scheme to its sales force

HBSC should introduce baseline plus variable margin model in its reward and
commission structure to influence the distributor’s behavior and support them to
improve their employee remuneration.

HBSC should create awareness among distributors on the benefit of keeping
employees motivated.

HBSC should introduce a reward mechanism in which the distributor’s good
performing sales people are gaining recognition & reward.

Continues consultation with the distributors.

To overcome the problem associated with distributor’s reluctance to buy all brands and SKUs, the

following points must be applied.

HBSC should develop, implement & follow-up stock level (standard) per all brands
for all distributors.
HBSC should support the sales of slow moving brands with promotion and

activation.
Enforce the stock standard through distributor agreement and Joint Business Plan.

Increase the margin for slow moving brands and SKUs.

To overcome the problem associated with RPM credit payment issue, the following should be

considered.

As much as possible cash based transaction should be the first option.

HBSC should encourage distributors to return excess & ideal RPM.

HBSC should enforce distributors to renew their postdated check to avoid risk of
checks being expired.

Bank guarantee as a collateral for RPM credit should be considered as an option

Take the case to court as needed.

For the problems that the distributors indicated in the study, the following recommendations are

forwarded by the researcher.

HBSC should do benchmark its margin to distributors with competitors margin to
their distributors. If its margin is below the competition, then it should consider to

improve the margin to distributors.
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HBSC should do a thorough pilot Profit & Loss analysis for selected top twenty
distributors to see the profit margin of its distributor.

e HBSC should introduce baseline margin plus variable margin model to its current
distributor’s reward and compensation structure.

e HBSC should ensure timely and consistent product supply to the distributors. The
company has to relook its inter- functional integration and avoid structural and
functional silo among different departments.

e HBSC has to develop and implement clear procedure on how defective products
will timely be replaced to the distributors.

e HBSC has to do complete trade census to see the distributor’s outlet landscape and
revise territory if found justifiable.

e HBSC has to set up periodic meeting with distributors at different levels to openly

discuss operational problems and contemporary market issues which affect the

business from both the distributor and the company side.

Suggestions for Future Researches

Despite its popular application in most parts of the world, the experience of outsourcing in Ethiopia
is minimal. Furthermore, no formal research has been done in this area to assess the challenges
/problems and benefits of outsourcing in most organization in the country. To this end, this
research provides findings, which can also serve as a stepping stone for other related research,
regarding challenges and benefits of outsourcing for an Ethiopian business organizations.
However, this research has narrow scope which requires further investigations both in breadth and
depth. Thus, future researches should consider an in-depth study on the benefits and problems of

outsourcing of different industries in addition to the beer industry.
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Appendix -A
ST. MARY’S UNIVERSITY

SCHOOL OF GRADUATE STUDIES
MBA PROGRAM

Questionnaire to be filled by HBSC sales staff

Dear Respondents:

This questionnaire is designed to conduct a research on the topic ‘Problems and benefits of
outsourcing product distribution function, the case of Heineken Breweries Share Company . The
purpose of the study is for the partial fulfillment of the requirement of MA degree in Business
Administration. For the successful accomplishment of the study, your response have key role by
being a valuable input for the study. The information that you provide is strictly confidential and
was be used only for academic purpose. Thus, you are kindly requested to genuinely fill the
questionnaire to your best knowledge.

Thank you in advance for your cooperation.

Instructions:-
» Writing your name is not necessary.
> For close ended questions put “v” ”mark and for open ended questions write

a brief answer in the space provided.

Part One: Respondent Profile
1. Sex [IMale [JFemale
2. Age [Jbelow25 [ 25-35 [J 36-45 [J above 46
3. Category of your position
[1 Managerial Non- managerial
4. What is your level of awareness about the concept and practice of outsourcing product
distribution function?

Very high High Medium Low| Merylow | |Never heard of it
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Part Two: Questions Related with the topic

Dear Respondents for question no. 5 to 7 please read the statement and put “v™ mark in the
corresponding column for your answer (i.e. 5=strongly agree, 4=Agree, 3=Neutral, 2=Disagree,
1=strongly disagree)

5. Questions related to the reasons for outsourcing product distribution function to distributors.

Reasons for outsourcing 5 4 3 2

To reduce cost.

To improve service quality.

To give more focus to other core functions of the company.

To improve flexibility of the delivery service by the distributors.

To save manager’s time and help them to focus on strategic issues

of the company.

To assist the current fast growth situation of the company

To access skills and tools not available in the company.

Improve efficiency

Optimal RTM utilization

Other,
specify
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6. Questions related to benefits of outsourcing product distribution function.

(i.e. 5=Strongly Agree, 4=Agree, 3=Neutral, 2=Disagree, 1=Strongly Disagree)

Benefits gained after outsourcing the services 5 4

Outsourcing helped the company reduce cost

Outsourcing helped the company to give more focus to its core

functions/activities

After outsourcing flexibility of product delivery service is improved.

Outsourcing helped for the company to access new skills not
available internally.

Outsourcing saves management time and energy through reducing
the need to control day to day operations of the product delivery

function to the customer.

Help the company manage the sales function with less manpower

Help the company cover wider sales territory than before

Improved RTM utilization

Other,
specify
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7. Problems observed with outsourcing product distribution function to distributors.

(i.e. 5=Strongly Agree, 4= Agreed, 3=Neutral, 2=Disagree, 1=Strongly Disagree)

# | Problems of outsourcing 5 4
Loss of full control over the outsourced function

2 | Distributor’s hesitance to implement rules and routines given by the
company

3 | Lack of skilled and qualified manpower to manage distributors
business as required by the company

4 | Distributor’s employee low belongingness to HBSC

5 | Distributors focus on short term gain than long term benefits

6 | Distributor’s reluctance to buy all brands and SKUs at sufficient
quantity during slack season

7 | Distributor’s reluctance on long term investment

8 | Distributor’s payment package does not induce their sales people to
work hard

9 | Distributors are not recruiting sales persons based merit and
qualification

10 | Distributors employee might jeopardize the company image

11 | Lack of motivation of the distributor’s sales people

12 | Distributors lack awareness on safety issues

13 | Distributors are reluctant to pay credit for RPM on time

Other,
specify

Thank you
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Appendix-C
Interview Questions

This interview questions are meant to collect data through interview from the Regional Business

Manager of Heineken Breweries Share Company.

Q.1 Do you think that selecting the right is a challenge / problem to the company?

If yes, please explain how

Q-2 Is cost of searching vendor (distributor) a challenge/problem to the company?

If yes please specify the magnitude

Q.3 Does the distributors face difficulties in understanding the agreement?
If yes, please explain how

Q.4 Does the company face arguments or legal tangle with the distributors because distributors
lack understanding of the contract?

If yes, please explain in detail

Q.5 Is there any cultural concern by working with the distributors?

If yes, please explain in detail

Q.6. In general what are the major benefits that the company gain out of outsourcing product

distribution function to distributors?

Q.7 In general what are the major challenges/ problems in working with the distributors?

Q.8 In your view, do you think outsourcing advantage outweigh the problem or the other way

around?

Thank you
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Appendix - D

Test -1 Result Analysis

Statistics
respondent respondent position of the concept of outsourcing
N Valid 5 5 5 5
Missing [0) (0] (0] [0)
Q-1 Sex of respondent
Frequency Percent Valid Percent Cumulative Percent
Valid Male 5 100.0 100.0 100.0
Female 0o 0.0 0.0 100.0
Total 5 100.0 100.0
Q-2 Age of respondent
Frequency Percent Valid Percent Cumulative Percent
Valid 25-35 5 100.0 100.0 100.0
36-45 [0} 0.0 0.0 0.0
above 46 [0} 0.0 0.0 100.0
Total 50 100.0 100.0
Q-3 Category of the respondent's position
Frequency Percent Valid Percent Cumulative Percent
Valid Managerial 5 100.0 100.0 100.0
Non- [0} 0.0 0.0 100.0
Total 5 100.0 100.0
Q-4 Respondent's awareness level of the concept of outsourcing
Frequency Percent Valid Percent Cumulative Percent
Valid Very high 0] 0.0 0.0 0.0
High 5 100.0 100.0 100.0
Medium [0} 0.0 0.0 100.0
Total 5 100.0 100.0
Test -2 Result Analysis
Statistics
respondent respondent position of the concept of outsourcing
N Valid 5 5 5 5
Missing (0] 0 0 0
Q-1 Sex of respondent
Frequency Percent Valid Percent Cumulative Percent
Valid Male 5 100.0 100.0 100.0
Female (o] 0.0 0.0 100.0
Total 5 100.0 100.0
Q-2 Age of respondent
Frequency Percent Valid Percent Cumulative Percent
Valid 25-35 5 100.0 100.0 100.0
36-45 [0} 0.0 0.0 0.0
above 46 [0} 0.0 0.0 100.0
Total 50 100.0 100.0
Q-3 Category of the respondent's position
Frequency Percent Valid Percent Cumulative Percent
Valid Managerial 5 100.0 100.0 100.0
Non- [0} 0.0 0.0 100.0
Total 5 100.0 100.0
Q-4 Respondent’'s awareness level of the concept of outsourcing
Frequency Percent Valid Percent Cumulative Percent
Valid Very high (o] 0.0 0.0 0.0
High 5 100.0 100.0 100.0
Medium 0o 0.0 0.0 100.0
Total 5 100.0 100.0
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Test-1 Result Analysis ( Reason for Outsourcing)

Test-2 Result Analysis ( Reason for Outsourcing)

To reduce cost

To reduce cost

Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Agree 4 80.0 80.0 80.0 Valid Agree 4 80.0 80.0 80.0
Strongly 1 20.0 20.0 100.0 Strongly 1 20.0 20.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
To improve service quality To improve service quality
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Agree 3 60.0 60.0 60.0 Valid Agree 3 60.0 60.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
To give more focus on to core function To give more focus on to core function
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Agree 3 60.0 60.0 60.0 Valid Agree 3 60.0 60.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
To improve flexibility of deliver To improve flexibility of deliver
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Neutral 0 0.0 0.0 0.0 Valid Neutral 0 0.0 0.0 0.0
Agree 4 80.0 80.0 80.0 Agree 4 80.0 80.0 80.0
Strongly 1 20.0 20.0 100.0 Strongly 1 20.0 20.0 100.0
Total 50 100.0 100.0 Total 50 100.0 100.0
To save managers time To save managers time
Frequency| Percent Valid | Cumulative Frequenc| Percent [ Valid | Cumulative
Valid Neutral 0 0.0 0.0 0.0 Valid Neutral 0 0.0 0.0 0.0
Agree 3 60.0 60.0 60.0 Agree 3 60.0 60.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
To assist the current fast growth of the company To assist the current fast growth of the company
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Disagree 1 20.0 20.0 20.0 Valid Disagree 1 20.0 20.0 20.0
Neutral 0 0.0 0.0 0.0 Neutral 0 0.0 0.0 0.0
Agree 2 40.0 40.0 60.0 Agree 2 40.0 40.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
To access skill not available internally To access skill not available internally
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid  Strongly 0 0.0 0.0 0.0 Valid Strongly 0 0.0 0.0 0.0
disagree 1 20.0 20.0 20.0 disagree 1 20.0 20.0 20.0
Neutral 1 20.0 20.0 40.0 Neutral 1 20.0 20.0 40.0
Agree 3 60.0 60.0 100.0 Agree 3 60.0 60.0 100.0
Strongly 0 0.0 0.0 100.0 Strongly 0 0.0 0.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
To improve efficeny To improve efficeny
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Neutral 1 20.0 20.0 20.0 Valid Neutral 1 20.0 20.0 20.0
Agree 2 40.0 40.0 60.0 Agree 2 40.0 40.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
Optimal RtM utilization Optimal RtM utilization
Frequency| Percent Valid | Cumulative Frequenc| Percent | Valid | Cumulative
Valid Agree 4 80.0 80.0 80.0 Valid Agree 4 80.0 80.0 80.0
Strongly 1 20.0 20.0 100.0 Strongly 1 20.0 20.0 100.0
Total 5 100.0 100.0 Total 5 100.0 100.0
Source; Survey data 2016
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Test-1 Result Analysis ( Benefits of Outsourcing)

Outsourcing help the company reduce cost

Test-2 Result Analysis ( Benefits of Outsourcing)

Outsourcing help the

company reduce cost

Frequency Percent Valid Percent |Cumulative Percent| Frequency Percent Percent Percent
Valid Strongly 0 0.0 0.0 0.0] Valid Strongly 0 0.0 0.0 0.0]
Agree 4 80.0 80.0 80.0 Agree 4 80.0 80.0 80.0
Strongly Agree 1 20.0 20.0 100.0| Strongly 1 20.0 20.0 100.0]
Total 5 100.0 100.0 'i'otal 5 100.0 100.0
Help the company to give more focuse to core function Help the company to give more focuse to core function
Frequency Percent Valid Percent |Cumulative Percent| Frequency Percent Percent Percent
Valid Agree 3 60.0 60.0 60.0 Valid Agree 3 60.0 60.0 60.0
Strongly Agree 2 40.0 40.0 100.0| Strongly 2 40.0 40.0 100.0]
Total 5 100.0 100.0 'i'otal 5 100.0 100.0
Improved flexibility on delivery service Improved flexibility on delivery service
Frequency Percent Valid Percent |Cumulative Percent] Frequency Percent Percent Percent
Valid  Agree 4 80.0 80.0 80.0 Valid Agree 4 80.0 80.0 80.0
Strongly Agree 20.0 20.0 100.0] Strongly 1 20.0 20.0 100.0]
Total 5 100.0 100.0 'i'olal 5 100.0 100.0
Help the company to access new skill ont available internally Help the company to access new skill ont available internally
Frequency Percent Valid Percent |Cumulative Percent| Frequency Percent Percent Percent
Valid Disagree 2 40.0 40.0 40.0} Valid Disagree 2 40.0 40.0 40.0
Neutral 1 20.0 20.0 60.0] Neutral 1 20.0 20.0 60.0
Agree 2 40.0 40.0 100.0| Agree 2 40.0 40.0 100.0]
Strongly agree 0 0.0 0.0 100.0] Strongly 0 0.0 0.0 100.0;
Total 5 100.0 100.0 Total 5 100.0 100.0
Outsourcing save managers time and energy Outsourcing save managers time and energy
Frequency Percent Valid Percent |Cumulative Percent| Frequency Percent Percent Percent
Valid Agree 4 80.0 80.0 80.0 Valid Agree 4 80.0 80.0 80.0
Strongly agree 1 20.0 20.0 100.0; Strongly 1 20.0 20.0 100.0]
Total 5 100.0 100.0 Total 5 100.0 100.0
Help the company manage the sales function with less manpower Help the company manage the sales function with less manpower
Frequency Percent Valid Percent |Cumulative Percent| Frequency Percent Percent Percent
Valid Neutral 1 20.0 20.0 20.0] Valid Neutral 1 20.0 20.0 20.0
Agree 3 60.0 60.0 80.0 Agree 3 60.0 60.0 80.0
Strongly agree 2 40.0 40.0 100.0| Strongly 2 40.0 40.0 100.0]
Total 5 100.0 100.0 Total 5 100.0 100.0
Help the company cover wider sales territory Help the company cover wider sales territory
Frequency Percent Valid Percent |Cumulative Percent Frequency Percent Percent Percent
Valid  Agree 4 80.0 80.0 80.0 Valid Agree 4 80.0 80.0 80.0
Strongly agree 20.0 20.0 100.0; Strongly 1 20.0 20.0 100.0;
Total 5 100.0 100.0 Total 5 100.0 100.0
Improve RtM utilization Improve RtM utilization
Frequency Percent Valid Percent |Cumulative Percent| Frequency Percent Percent Percent
Valid  Agree 4 80.0 80.0 80.0 Valid Agree 4 80.0 80.0 80.0
Strongly agree 20.0 20.0 100.0; Strongly 1 20.0 20.0 100.0]
Total 5 100.0 100.0 Total 5 100.0 100.0

Source; Survey data 2016
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Tet-1 Result Analysis ( Challenges of outdourcing)

Loss of control over the outsourced service

Tet-2 Result Analysis ( Challenges of outdourcing)

Loss of control over the outsourced service

Frequency | Percent [Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Disagree 1 20.0 20.0 20.0 Valid Disagree 1 20.0 20.0 20.0
Neutral 1 20.0 20.0 40.0 Neutral 1 20.0 20.0 40.0
Agree 2 40.0 40.0 80.0 Agree 2 40.0 40.0 80.0
Strongly 1 20.0 20.0 100.0 Strongly 1 20.0 20.0 100.0
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0
Distributors lack skilled and qualified manpower to manage their Distributors lack skilled and qualified manpower to manage their
business business
Frequency | Percent [Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Disagree 0 0.0 0.0 0.0 Valid Disagree 0 0.0 0.0 0.0
Agree 3 60.0 60.0 60.0 Agree 3 60.0 60.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0

Distributors focus on short term ga

in than long term benefits

Distributors focus on short term

gain than long

term benefits

Frequency | Percent [Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Neutral 1 20.0 20.0 20.0 Valid Neutral 1 20.0 20.0 20.0
Agree 3 60.0 60.0 60.0 Agree 3 60.0 60.0 60.0
Strongly 1 20.0 20.0 100.0 Strongly 1 20.0 20.0 100.0
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0
Distributor's reluctance to buy all brands & SKUs Distributor's reluctance to buy all brands & SKUs
Frequency | Percent |Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Agree 3 60.0 60.0 60.0 Valid Agree 3 60.0 60.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0
Distributor's reluctance on long term investment Distributor's reluctance on long term investment
Frequency | Percent [Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Neutral 1 20.0 20.0 20.0 Valid Neutral 1 20.0 20.0 20.0
Agree 2 40.0 40.0 60.0 Agree 2 40.0 40.0 60.0
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0
Distributor's low remuneration and its impact on their sales force Distributor's low remuneration and its impact on their sales force
motivation motivation
Frequency | Percent |Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid |Agree 1 20.0 20.0 80.0 Valid |Agree 1 20.0 20.0 80.0)
Strongly 4 80.0 80.0 100.0 Strongly 4 80.0 80.0 100.0
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0

Distributors are not recruting their employees based on merit and

qualification

Distributors are not recruting their
qualification

employees ba

sed on merit and

Frequency | Percent [Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid |Agree 3 60.0 60.0 60.0] Valid |Agree 3 60.0 60.0 60.0)
Strongly 2 40.0 40.0 100.0| Strongly 2 40.0 40.0 100.0|
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0
Distributors are reluctant to pay credit for RPM Distributors are reluctant to pay credit for RPM
Frequency | Percent [Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Agree 1 20.0 20.0 20.0] [valid Agree 1 20.0 20.0 20.0]
Strongly 4 80.0 80.0 100.0 Strongly 4 80.0 80.0 100.0|
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0
Lack of motivation of the distributor's sales poeple Lack of motivation of the distributor's sales poeple
Frequency | Percent |Valid Percent|Cumulative Percent Frequency | Percent | Valid Percent | Cumulative Percent
Valid Agree 3 60.0 60.0 60.0] [valid Agree 3 60.0 60.0 60.0)
Strongly 2 40.0 40.0 100.0 Strongly 2 40.0 40.0 100.0|
agree agree
Total 5 100.0 100.0 Total 5 100.0 100.0

Source ; Survey data 2016
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