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Abstract

Outsourcing as a simple and economic exec-
utive instrument is increasingly being used by in-
terested managers of business and industrial orga-
nizations. But, they encounter some conceptual
problems in this process. Unfortunately, studies on
service outsourcing are scarce while there is signifi-
cant research on using outsourcing for hard product
activities. Main goal of present study is to investi-
gate and prioritize factors influencing outsourcing
of activities. Six hypotheses are proposed. Main
variables consist of quality promotion, cost, spe-
cialization, importance of activities and outsourc-
ing. Present research is a descriptive-survey-caus-
al and applied study. Gas Company of Mazandaran
Province and Suburb was selected as statistical pop-
ulation. Data collected using questionnaires and
research hypotheses were analyzed using structur-
al equation model and LISREL software. Finally,
some recommendations were provided based on re-
search hypotheses.

Keywords: outsourcing, specialization, impor-
tance of activities, quality promotion

Introduction

Today many organizations pursue delega-
tion and outsourcing of organizational activities
to maintain competitive advantage in global mar-
kets. Previously outsourcing was used when orga-
nizations were not able to do their specific activities
because of various reasons such as lack of required
resources, lack of capacity, financial distress and/
or technology limitations. But, todays, time for

vertical integration has passed when organizations
themselves implemented and operated all activities
of supply chain from beginning to end (from supply
layer to layer of distribution and delivery of prod-
ucts and services to customer). Now time of organi-
zational outsourcing has emerged. Thus, outsourc-
ingphenomenon is increasingly being prevalent in
firms and is one of the strategic decisions attract-
ed attention of many organizational experts (Ro-
driguez, 2006). However, every organization prior-
itizes outsourcing of activities based on its nature
and resources, environmental and competitive con-
ditions or technological requirements. In general
outsourcing, regardless its reasons, should finally
enhance competitive edge and create sustainable
competitive advantage (Khalili, 2002). Sometimes
organizations haverequired resources and knowl-
edge but despite this fact they outsource some ac-
tivities so that they can release their specialist work-
force and focus organizational power on their core
activities and enhance their competitive advantage.

Literature Review

Outsourcing as a simple and economic execu-
tive instrument is increasingly being used by vari-
ous organizations. In today’s business environment,
firms are no longer able to perform all service activ-
ities internally. Competitive advantage is more like-
ly to be achieved when external suppliers produce
and provide products or services in a more effec-
tive and efficient way. According to Peter Drucker
outsourcing will indeed be a fundamental revolu-
tion in future structure of organizations all over the
world. That means it is no longer necessary for big
business firms, public departments, hospitals and
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big universities to employ a great number of people.
Outsourcing like other scientific concepts has vari-
ous definitions from different perspectives. In its ba-
sic meaning, outsourcing is defined as delegation of
some firm activities by employees to external parties
and in this way those employees are not involved in
that process and delegated activities are conducted by
supplier staff. This concept is prevalent in tradition-
al outsourcing but inmodern outsourcing employees
are not really moved and a new service is conducted
by another firm within business processes of the same
firm. Wilcox introduced outsourcing as a concept op-
posite to conducting activities within the organiza-
tion. According to this definition outsourcing leads
to formation of contracts in which contractors pro-
vide services to the market by employing resources
under control and management of the purchaser. In
other words outsourcing is a situation in which some
part of firm tasks are moved outside of it and con-
ducted by others. Purpose for outsourcing is to re-
duce costs, enhance quality and/or release some re-
sources of firm to assign it to higher priority activities.
One scientific definition for outsourcing is as follows:
“Outsourcing is a form of pre-determined exter-
nal contract with another institution for production
of products and services previously being internally
produced.”(Rajab Zadeh and Anvari, 2006, 521).
Main questions raised in present study are as
follows:
1. What are the factors influencing activities of
Gas Company of Mazandaran Province and Suburb?
2. What is the prioritization of these factors?

Significance and objective of the study
Lack of a scientific and organized framework for

Diagram 1. Conceptual model.

Openly accessible at http://www.european-science.com

Social science section

strategic decision making always creates problems
for industrial and business managers. Thus if no ap-
propriate and scientific models are used inoutsourc-
ing not only the expected benefits are not obtained
from it but also more problems and costs are creat-
ed for the organization. It is noteworthy that while
there is a great deal of research on using outsourc-
ing for activities related to manufacturing of prod-
ucts, unfortunately there are no scientific studies on
service outsourcing. Outsourcing is not the prob-
lem top management faces with but also the difficult
task in determining theservice which should be out-
sourced and also factors having the most influence on
this process should be identified and the latter is the
most prominent challenge of organizations involving
in service outsourcing.

Regarding the research objectives, they can be
summarized in the following framework:

»  Evaluation of factors influencing outsourc-
ing

*  Prioritization of factors influencing out-
sourcing

Of course, the main goal of present research was
to help Gas Company of Mazandaran Province and
Suburb with identifying factors having the most influ-
ence in service outsourcing.

Conceptual Model and Research Background

The model employed in present study was for-
mulated based on a review of models proposed in
other studies. This model is capable to provide the re-
lationships between intended variables in a complete
way. Thus using this model and resting on theories
and paradigms proposed by scholars the following
analytical model is provided.
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Traditional Outsourcing: In traditional outsourc-
ing immediately meeting of needs is of most impor-
tance. Suppliers are selected based on price, quality
and quickness. Strategic planning is paid no or lit-
tle attention. Purchaser of outsourcing services is in
the main control of outsourcing relationship. There
is no integration at process or task and even staff
levels. Thus there is no certainty in relationships.
This activity is purely a tactical one and is limited to
a specific task (Linder, 2001).

Partnership Outsourcing: When outsourcing
shifts from traditional form to a partnership one it is
calledpartnership outsourcing. In this case the or-
ganization intends to use resources and technology
of the supplier. Effects of this type of outsourcing
is more extensive but in selecting appropriate sup-
plier cost is still of most importance compared to
other factors.

Strategic Outsourcing: Strategic outsourcing is at
a higher level than traditional one because competi-
tive advantages are related to all functional tasks of
organization. It encompasses central merits which-
should realize competitive advantage of organiza-
tion both inside and outside of organization. Con-
trary to traditional outsourcing, in strategic one
there are not obstacles associated with core activi-
ties of organization i.e. ones which make it able to
increase its innovation capacity for exploiting an
active part of a networked economy. With regard
to relationships, strategic outsourcing is associated
with a lower level of commitment and a higher level
of risks compared to traditional one. Here the risks
are not solely lack of important organizational in-
formation but when organization establishes rela-
tionships with multiple external partners the risks
are intensified (Berg & Young).

Outsourcing of Marketing: Today a great number
of firms have outsourced their marketing and sales
functions. Previously outsourcing was prevalent in
such domains as public relations, advertising, dis-
tribution, foreign sales and also electronic and tele-
marketing. Especially suppliers in advertising and
public relations showed that they have an outstand-
ing capability compared with other firms.

Definition of Operational Variables

Outsourcing: Principally outsourcing in its main
form points to purchase of products or services pre-
viously being produced internally. But today out-
sourcing refers to purchase of any services whether
previously being produced internally or not (Ashraf
Zadeh, 2008, p.2).
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Quality Promotion: Morris and Bell (1995) pro-
pose that quality means entire characteristics and
shape or appearance of a product or service and the
way of providing it which are capable to meet de-
mands and requirements of service receivers based on
a professional and learned judgment. Quality promo-
tion includes creation of appropriate infrastructure
and making decisions on promotion of processes.

Specialization: Today many organizational activ-
ities are conducted in a specialized way and some-
times organizations are not capable to conduct them.
In outsourcing of a specialized service such as finan-
cial, engineering or legal services presence of a per-
son being expert in related field within organization
is necessary to follow up the related issues and receive
results of the intended service so that no serious dam-
ages are incurred by organization.

Cost: Cost is an important concept in today orga-
nizations. Today organizations assign more priority
to decreased overhead than other advantages. In Ira-
nian context, the main goal of outsourcing is to re-
duce costs. In discussion on cost, it is not appropri-
ate to merely calculate exact costs of the outsourced
service but more extensive benefits for organization
should also be considered.

Research Hypotheses

A firm which decides to outsource a number of
its activities faces with some questions. In relation
to the above issues, four hypotheses are provided
with respect to important factors from the author’s
viewpoint:

H1. Quality promotion has a direct and signifi-
cant relationship with cost.

H2. Quality promotion has a direct and signifi-
cant relationship with specialization.

H3. Quality promotion has a direct and signifi-
cant relationship with importance of activities.

H4. Cost has a direct and significant relation-
ship with importance of activities.

H5. Specialization has a direct and significant
relationship with importance of activities.

H6. Importance of activities has a direct and sig-
nificant relationship with outsourcing of activities.

Research Methodology

Research method is a causal-descriptive-survey
one. It is descriptive because actual organizational
situation is described without any intervention and
it is causal because the effect of one factor on anoth-
er one is calculated.
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Data Collection Instrument

Questionnaire is one of the most prevalent in-
struments to gather information in survey research
and consists of a set of meaningful questions which
evaluates opinions, views, perspectives and insights
of the respondent using various scales. Number of
questions in present research questionnaire was 25.
Table 1 indicates the reliability of this questionnaire.

Table1.Reliability Analysis of Questionnaire.

Criteria questions Cronbach o N
Quality 5-1 0.968 5
Promotion
Cost 10-6 0.965
Specialization 15-11 0.959
Importance of  20-16 0.938
Activities
Outsourcing 25-21 0.984 5
Total 25-1 0.994 25

Table 2. Demographic characteristics of statisti-
cal sample.

Persons char-  Subgroup = Number Frequency
acteristics
Female 250 65
Gender
Male 134 35
25> 77 20
Ag 25-35 96 25
e

35-45 153 40
<45 58 15
Under 77 20

Diploma
Education Diploma 96 25
Bachelor 153 40
MA & Upper 58 15

Statistical Population

Statistical population of present research in-
cluded all staff and professionals involved in out-
sourcing function of Gas Company of Mazandaran
Province and Suburb. Among them, according to
population of target society and Krejcie Morgan ta-
ble, 384 ones were selected as statistical sample. Ta-
ble 2 shows the demographic information about the
participants.

Data Analysis Techniques
Data required for present research was collect-
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ed using questionnaire which had an approved va-
lidity. Data were analyzed by software LISREL and
SPSS using appropriate statistical tests and struc-
tural equations model and confirmatory and path
analysis models were used to support or reject the
hypotheses.

Results

Importance of activities depends on their sub-
processes lack of them even for a short moment
leads to stoppage of providing services to customers
(Alvani and Ashraf Zadeh, 2004, 55).

Hypothesis Testing

H1. Quality promotion has a direct and signifi-
cant relationship with cost.

According to results obtained from research an-
alytic model, t-statistic was 9.76 and standardized
coefficient of estimation was 0.82. Thus, t-statis-
tic is not in the range of -1.96 and 1.96 and there-
fore there is a direct and significant relationship be-
tween quality promotion and cost.

H2. Quality promotion has a direct and signifi-
cant relationship with specialization.

According to results obtained from research an-
alytic model, t-statistic was 11.35 and standardized
coefficient of estimation was 0.86. Thus, t-statistic
is larger than 1.96 and research hypothesis is con-
firmed with confidence level of 99 percent. There-
fore, quality promotion has a direct and significant
relationship with specialization.

H3. Quality promotion has a direct and signifi-
cant relationship with importance of activities.

According to results obtained from research an-
alytic model, t-statistic was -0.93 and standardized
coefficient of estimation was -0.18. Thus, t-statistic
was in the range of -1.96 and 1.96 and therefore re-
search hypothesis is rejected and there is not a sig-
nificant relationship between quality promotion
and importance of activities.

H4. Cost has a direct and significant relation-
ship with importance of activities.

According to results obtained from research an-
alytic model, t-statistic was 5.05 and standardized
coefficient of estimation was 0.63 and because t-
statistic is larger than 1.96 thus hypothesis is sup-
ported and there is a significant relationship be-
tween cost and importance of activities.

H5. Specialization has a direct and significant
relationship with importance of activities.

According to results obtained from research t-
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statistic was 3.04 and standardized coefficient for
estimation was 0.46 and because t-statistic is larg-
er than 1.96, thus hypothesis is supported and there
is a significant and direct relationship between spe-
cialization and importance of activities.

H6. Importance of activities has a direct and
significant relationship with outsourcing of activi-
ties.

According to results obtained from research t-
statistic was 5.05 and standardized coefficient for
estimation was 0.63 and because t-statistic is larg-
er than 1.96, thus hypothesis is supported and there
is a significant and direct relationship between im-
portance of activities and outsourcing of activities.
In the following table, the amount of fitness indices
has been shown based on model output, which indi-
cates the standardization of all amounts.

Table 3. Model Output.

Fitness Index Value
RMSEA .78
Df 296
Chi-square 871.17
NFI .92
CFI .94
IFI .94
RFI 91
GFI .93
AGFI .92

Discussion and Conclusion

H1. According to results obtained from data
analysis there is a direct and significant relationship
between quality promotion and cost. Some organi-

(-0/93)

Diagram 2. Conceptual model.
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zations because of lacking required capabilities to
conduct a service activity or conduct it with desired
quality take action to outsource it. Thus according to
results of data analysis they should consider cost fac-
tor so that such problems as increased overhead, etc.
are not created which are not aligned with firm goals.

H2. According to results obtained from data
analysis there is a direct and significant relation-
ship between quality promotion and specializa-
tion. Presence of specialized organizations hav-
ing required software and hardware equipment for
conducting service activities prepares the ground
for obtaining better and higher quality results from
outsourcing.

H3. According to results obtained from data
analysis there is a direct and significant relation-
ship between quality promotion and importance of
activities. With increase in quality of some service
activities, theimportance of those services does not
increase compared to other ones and organizations
should pay more attention to these services so that
do not incur unnecessary costs.

H4. According to results obtained from data
analysis there is a direct and significant relationship
between cost and importance of activities. Organi-
zations nominate many activities for outsourcing
but those which have higher costs often also of the
most importance from all viewpoints. Therefore,
organizations should pay more attention to their
costly activities because they are among the most
important ones.

HS5. According to results obtained from data
analysis there is a direct and significant relationship
between specialization and importance of activities.
According to obtained results those activities which
are conducted in a specialized manner are of more
importance and demands more attention from or-
ganizations.

(3/04)
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H6. According to results obtained from data anal-
ysis there is a direct and significant relationship be-
tween importance of activities and outsourcing. Or-
ganizations intensively focus on conducting their core
activities which are conducted in a specialized way
and also incur high costs. That is why they delegate
them to specialized firms in the form of outsourcing.

Regarding the results of this study and the ob-
tained output from data analysis, there is a relation-
ship between the quality promotion indices and ex-
penses or cost, cost and the importance of activities
or actions, specialization with the importance of ac-
tivities and finally the importance of activities with
outsourcing and these relations have been defined
directly based on the model while the relation be-
tween quality promotion index and outsourcing
were defined indirectly based on the model. How-
ever, with regard to the obtained output, these two
indices can be directly related to each other. In oth-
er words, quality promotion can have a significant
effect on the outsourcing of activities directly.

Recommendations for Future Research

Interested researchers are recommended to
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do the same research with different variables such
as distribution. It is recommended to use other al-
ternative models which can show relationships be-
tween variables in a clear manner. Also, it iS recom-
mended to do the same research on other statistical
populations involving in outsourcing activities.
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