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Abstract 

 

This study investigates the impact of outsourcing services on manpower and operating 

costs at Nepal Telecom, aiming to understand how outsourcing influences workforce 

structure, labor costs, service quality, operational efficiency, and vendor management. 

The objectives include examining the effects of outsourcing on manpower levels, 

analyzing relationships between key variables, and assessing their overall impact on 

operational costs. 

Utilizing a quantitative research design, the study gathered data from 384 employees 

through structured surveys. Descriptive and inferential statistical analyses, including 

correlation and regression analyses, were employed to explore the relationships between 

the variables. Key metrics such as means, standard deviations, and ANOVA were also 

calculated to provide a comprehensive view of the data. 

The findings reveal a moderate reduction in manpower due to outsourcing, with 

significant improvements in labor cost management and operational efficiency. 

Specifically, labor costs and vendor management costs showed strong correlations with 

operating costs, indicating that effective management of these areas contributes to overall 

cost savings. Service quality remained stable or improved; suggesting that outsourcing 

non-core functions can enhance operational performance without compromising customer 

satisfaction. The regression analysis confirmed that the combined predictors explain 

approximately 32.9% of the variance in operating costs, highlighting the significance of 

vendor management and operational efficiency in achieving cost reduction. 

In conclusion, outsourcing has had a generally positive impact on Nepal Telecom's 

operational framework, facilitating better resource allocation and efficiency while 

maintaining service quality. The study emphasizes the importance of strategic 

outsourcing management to maximize benefits while mitigating potential challenges 

associated with workforce changes. 

Keywords:Service quality, labor cost, operational efficiency, operating costs, 

outsourcing and manpower. 



1 
 

CHAPTER-I 

INTRODUCTION 

 

1.1 Background of the study 

In the modern business environment, outsourcing has become a strategic tool for 

organizations to enhance efficiency, reduce costs, and focus on core competencies. 

Outsourcing refers to the practice of contracting out certain business functions or 

processes to external providers. This trend has gained significant momentum in various 

sectors, including telecommunications, where companies face increasing pressure to 

deliver high-quality services at lower costs (Soni, 2018). Nepal Telecom, the largest 

telecommunications service provider in Nepal, has also embraced outsourcing as a key 

strategy to manage its operational and financial challenges. 

The telecommunications industry has undergone rapid transformation in the past decade, 

driven by technological advancements and changing consumer demands. Companies are 

now required to offer a wide range of services, including mobile, internet, and digital 

communication, which necessitates significant investments in infrastructure, technology, 

and human resources (Ghandour, 2021). To remain competitive, telecom companies like 

Nepal Telecom have increasingly turned to outsourcing non-core activities, such as 

network maintenance, customer service, and IT support, to specialized external providers. 

This allows them to concentrate on their core business activities, such as network 

expansion and service innovation (Kaur et al., 2020). 

One of the primary reasons for outsourcing in the telecommunications industry is the 

potential for cost reduction. By outsourcing certain functions, companies can convert 

fixed costs into variable costs, allowing them to manage their financial resources more 

effectively. Outsourcing can lead to significant savings in operational costs, as external 

providers often operate at lower costs due to economies of scale and specialization (Chen 

&Dastane, 2022). For Nepal Telecom, this has been particularly important in managing 

the financial pressures associated with the rapidly evolving telecom sector, where the 

need for continuous investment in new technologies is paramount (Singh &Srivastava, 

2020). 
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Outsourcing also impacts manpower within an organization. While it can lead to a 

reduction in the number of in-house employees, it also requires a shift in the skill sets 

needed within the company. For example, as Nepal Telecom outsources technical and 

operational functions, the demand for technical expertise within the company may 

decrease, while the need for skills in contract management, vendor relations, and quality 

assurance may increase (Paudel et al., 2020). This shift can have significant implications 

for the company's workforce, potentially leading to job displacement or the need for 

retraining and upskilling (Suhel et al., 2020). 

However, the impact of outsourcing on manpower is not solely negative. Outsourcing can 

provide opportunities for employees to focus on more strategic and value-added 

activities, rather than routine operational tasks. For Nepal Telecom, this could mean that 

in-house employees can concentrate on innovation, service development, and improving 

customer experience, which are critical for maintaining a competitive edge in the telecom 

market (Nguyen et al., 2021). Additionally, outsourcing can lead to improved service 

quality, as specialized providers often have the expertise and resources to deliver higher 

standards of service (Meghani, 2020). 

The decision to outsource also comes with challenges, particularly in the context of 

managing relationships with external providers. Effective outsourcing requires robust 

contract management, clear communication, and alignment of goals between Nepal 

Telecom and its outsourcing partners (Ris et al., 2020). Any misalignment or lack of 

coordination can result in service disruptions, quality issues, and potential reputational 

damage. Therefore, it is essential for Nepal Telecom to establish strong governance 

frameworks and performance metrics to ensure that outsourcing delivers the intended 

benefits (Sáez-Fernández et al., 2021). 

Moreover, the long-term impact of outsourcing on operating costs and manpower must be 

carefully evaluated. While the initial cost savings can be significant, there is a risk that 

over-reliance on external providers could lead to a loss of control over critical business 

processes (Kalinic et al., 2019). This could make Nepal Telecom vulnerable to external 

market conditions, such as changes in vendor pricing or availability. Additionally, the 

impact on employee morale and organizational culture should not be overlooked, as 

outsourcing can create uncertainty and affect job security (Tiwari et al., 2021). 
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In conclusion, outsourcing has emerged as a crucial strategy for Nepal Telecom to 

navigate the challenges of the modern telecommunications industry. By outsourcing non-

core functions, the company can achieve cost savings, enhance service quality, and focus 

on its core competencies. However, the impact on manpower and long-term operating 

costs must be carefully managed to ensure sustainable benefits. As Nepal Telecom 

continues to evolve in a competitive and dynamic market, a strategic approach to 

outsourcing will be essential for its ongoing success. 

1.2 Problem Statement 

The telecommunications industry has undergone significant changes in recent years, 

driven by rapid technological advancements, increased competition, and shifting 

consumer demands. For companies like Nepal Telecom, these dynamics have 

necessitated the adoption of various strategic initiatives to maintain operational 

efficiency, manage costs, and enhance service delivery. One such strategy is outsourcing, 

which involves contracting external service providers to handle certain business functions 

that were traditionally managed in-house. While outsourcing has been widely recognized 

as a means to achieve cost savings and operational flexibility, it also presents significant 

challenges, particularly concerning its impact on manpower and long-term operating 

costs. 

Nepal Telecom, as the largest telecommunications provider in Nepal, has increasingly 

turned to outsourcing to address the pressures of the modern telecommunications market. 

Functions such as network maintenance, IT support, and customer service have been 

outsourced to specialized firms, with the expectation that these partnerships will lead to 

improved efficiency and reduced costs. However, the implications of outsourcing for the 

company’s workforce and financial health remain a matter of concern. 

One of the primary issues associated with outsourcing is its impact on the company's 

manpower. The shift from in-house operations to outsourcing can lead to job 

displacement, redundancy, and changes in workforce dynamics. Employees who 

previously managed these functions may find their roles eliminated or significantly 

altered, leading to potential job insecurity and a decline in morale. Moreover, the need for 

new skills and competencies to manage outsourced contracts and partnerships can create 
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additional pressures on the existing workforce, which may not be adequately prepared to 

adapt to these changes (Kumar & Sharma, 2019). 

Another critical concern is the effect of outsourcing on Nepal Telecom’s operating costs. 

While outsourcing is often pursued with the expectation of cost reduction, the actual 

impact on costs can be more complex. In the short term, outsourcing may lead to 

immediate cost savings by reducing the need for capital investment in infrastructure and 

by lowering payroll expenses. However, in the long term, these savings may be offset by 

other factors, such as the costs associated with managing and monitoring outsourcing 

contracts, potential price increases from service providers, and the risk of dependency on 

external partners (Garg& Gupta, 2020). Additionally, over-reliance on outsourcing can 

expose the company to market volatility and fluctuations in service quality, which can 

have detrimental effects on customer satisfaction and the company’s brand reputation 

(Mishra &Jha, 2021). 

The question of how outsourcing affects service quality is also paramount. Maintaining 

high service standards is critical in the telecommunications industry, where customer 

expectations are constantly rising. Outsourcing can potentially lead to inconsistencies in 

service delivery, as external providers may not always align with the company’s values 

and standards. Furthermore, the loss of direct control over certain business functions can 

make it challenging for Nepal Telecom to respond swiftly to customer needs and market 

changes (Singh &Kaur, 2022). 

This study aims to explore these issues in detail, focusing on the following research 

questions: 

1. What is the impact of outsourcing on the manpower structure and employment 

levels within Nepal Telecom? 

2. Is there any relationship between manpower reduction, labor costs, service 

quality, and efficiency of operations, vendor management costs and operating 

costs? 

3. What is the impact of manpower reduction, labor costs, service quality, and 

efficiency of operations, vendor management costs and operating costs? 

1.3 Objective of the Study 

The main objective of the study is as follows:  
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i. To assess the impact of outsourcing on the manpower structure and employment 

levels within Nepal Telecom. 

ii. To examine the relation between manpower reduction, labor costs, service 

quality, and efficiency of operations, vendor management costs and operating 

costs. 

iii. To analyze the impact of manpower reduction, labor costs, service quality, and 

efficiency of operations, vendor management costs and operating costs. 

 

1.4 Hypothesis of the Study 

The hypothesis has been formulated according the base article:  

H1: There is positive impact of manpower reduction on operating costs. 

H2: There is positive impact of labor costs on operating costs. 

H3: There is positive impact of service quality on operating costs. 

H4: There is positive impact of efficiency of operations on operating costs. 

H5: There is positive impact of vendor management costs on operating costs. 

1.5 Rationale of the Study 

The telecommunications sector in Nepal, particularly Nepal Telecom, has been 

experiencing significant shifts driven by technological advancements, regulatory changes, 

and increasing competition. As the primary provider of telecommunications services in 

the country, Nepal Telecom has had to continuously adapt its strategies to maintain its 

market leadership, improve service quality, and optimize operational costs. Outsourcing 

has emerged as a key strategy in this context, allowing the company to delegate non-core 

functions to external service providers. However, the decision to outsource has far-

reaching implications that necessitate a thorough examination. 

The rationale for this study lies in the critical need to understand the impact of 

outsourcing on both manpower and operating costs at Nepal Telecom. While outsourcing 

is often seen as a cost-saving measure, its effects on the internal workforce and overall 

cost structure are complex and multifaceted. There is a growing body of literature on 

outsourcing in various industries, but specific insights into its impact on the 

telecommunications sector in a developing country like Nepal are limited. This study 



6 
 

aims to fill this gap by providing an in-depth analysis of how outsourcing affects Nepal 

Telecom’s human resources and financial performance. 

One of the primary reasons for undertaking this study is the potential consequences of 

outsourcing on Nepal Telecom's workforce. In many cases, outsourcing can lead to job 

displacement, changes in employment conditions, and shifts in the skill requirements for 

remaining employees. Understanding these impacts is crucial for managing the transition 

effectively and ensuring that the company’s workforce remains motivated, skilled, and 

capable of supporting the organization’s strategic goals. Moreover, the study seeks to 

explore how outsourcing affects employee morale and job security, factors that are 

critical for maintaining productivity and service quality in a highly competitive industry. 

Additionally, the financial implications of outsourcing are of significant concern. While 

outsourcing is often pursued with the expectation of reducing operating costs, the actual 

outcomes can vary. It is important to examine not only the direct cost savings but also the 

potential hidden costs, such as those associated with contract management, service 

quality monitoring, and the risk of over-dependence on external providers. This study 

will analyze the short-term and long-term effects of outsourcing on Nepal Telecom’s 

operating costs, providing a comprehensive understanding of the financial trade-offs 

involved. 

Furthermore, service quality is a critical aspect of the telecommunications industry, 

where customer satisfaction and loyalty are paramount. Outsourcing can impact service 

delivery, particularly if external providers do not fully align with the company’s 

standards and objectives. This study aims to assess how outsourcing affects service 

quality at Nepal Telecom, considering factors such as responsiveness, reliability, and 

customer support. 

In conclusion, this study is essential for providing Nepal Telecom with the insights 

needed to make informed decisions about outsourcing strategies. By examining the 

impact on manpower, operating costs, and service quality, the research will offer valuable 

recommendations on how to optimize outsourcing practices to achieve the desired 

business outcomes. This will not only contribute to the academic literature on 

outsourcing in the telecommunications sector but also provide practical guidance for 

policymakers and business leaders in Nepal and similar developing markets. 
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1.6 Limitations of the study 

The limitations of the study are as follows 

i. Knowledge based intensive projects are more likely to be assigned to internal 

teams, while data – intensive projects are more likely to be outsourced. 

ii. To achieve the global value chain standards (GBCS) to the valued customers the 

outsourcing of services in Nepal Telecom should be opted. 

iii. The modulation of tasks in telecom services (such as network management IT 

service management) has made possible to outsource. 

iv. Other peripheral services like operation of cafeteria, cleanliness of office 

compound, security personnel opted. 

v. How the conflicts are been managed effectively due to introduction of 

outsourcing model of services in Nepal Telecom. How the liabilities and cost 

saving process are been used. 

vi. This study only includes positive impacts of outsourcing model in Nepal Telecom 

services. But it excludes the lots of expertise services internally in corporate 

office. 

vii. This study less focus on socio- economic impact on human resources 

management. 
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CHAPTER-II 

LITERATURE REVIEW 

2.1 Theoretical Review 

2.1.1 Overview of Outsourcing in Business 

Outsourcing refers to the strategic decision by an organization to transfer certain business 

functions, services, or processes to external providers, typically with the aim of reducing 

costs, increasing efficiency, and allowing the organization to focus on its core 

competencies (Dibbern, Goles, Hirschheim, &Jayatilaka, 2004). This practice has 

evolved over the years and now encompasses a broad range of activities, from IT services 

and customer support to human resources and finance. In the context of the global 

economy, outsourcing has become a vital tool for companies seeking to maintain 

competitiveness in increasingly volatile and competitive markets (Hätönen& Eriksson, 

2009). The rise of outsourcing can be attributed to several factors, including 

advancements in technology, globalization, and the need for organizations to remain agile 

and responsive to market changes (Lacity, Khan, &Willcocks, 2009). 

2.1.2 Importance of Theoretical Understanding 

Understanding the theoretical underpinnings of outsourcing is crucial for both scholars 

and practitioners. Theories provide a framework to analyze why firms choose to 

outsource, the potential benefits and risks associated with outsourcing, and the impact of 

outsourcing on organizational structure, manpower, and costs (Williamson, 1981). 

Theoretical perspectives such as Transaction Cost Economics (TCE), Resource-Based 

View (RBV), and Agency Theory offer insights into the decision-making processes 

behind outsourcing, allowing organizations to make more informed and strategic 

decisions (Barney, 1991; Eisenhardt, 1989). These theories help in predicting the 

outcomes of outsourcing arrangements, identifying potential pitfalls, and developing 

strategies to mitigate risks, ensuring that outsourcing contributes positively to the 

organization's goals (McIvor, 2009). 

 

2.1.3 Purpose and Scope of the Essay 

This essay aims to explore the impact of outsourcing services on manpower and 

operating costs through the lens of five key theoretical frameworks: Transaction Cost 
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Economics (TCE) Theory, Resource-Based View (RBV), Agency Theory, Core 

Competency Theory, and Dynamic Capabilities Theory. Each theory will be examined in 

detail, discussing its principles, application in outsourcing decisions, and implications for 

organizational resources, costs, and manpower. By analyzing these theories, the essay 

will provide a comprehensive understanding of how outsourcing can be strategically 

managed to optimize organizational performance while minimizing risks. The scope of 

the essay includes a critical analysis of each theory, supported by examples and case 

studies from recent literature (2015-2024). 

2.1.2 Transaction Cost Economics (TCE) Theory 

Detailed Explanation of TCE Theory 

Transaction Cost Economics (TCE) Theory, developed by Ronald Coase and later 

expanded by Oliver Williamson, is a foundational framework in the study of outsourcing. 

TCE posits that firms exist because they can perform certain transactions more efficiently 

within the organization than through the open market (Williamson, 1981). The central 

idea is that every transaction incurs costs, known as transaction costs, which include costs 

of searching for information, negotiating contracts, and enforcing agreements (Coase, 

1937). TCE suggests that firms will choose to internalize activities when the costs of 

using the market are higher than the costs of organizing the same activity internally. 

Conversely, if the market can provide the service at a lower cost, outsourcing becomes 

the preferable option (Williamson, 1985). 

Application in Outsourcing Decisions 

In the context of outsourcing, TCE is used to evaluate whether a particular function or 

service should be outsourced or kept in-house. The theory suggests that firms should 

outsource activities when the transaction costs associated with using an external provider 

are lower than the costs of performing the activity internally (Geyskens, Steenkamp, & 

Kumar, 2006). For example, if a company finds that managing IT services in-house is 

more expensive due to high coordination and monitoring costs, it may decide to 

outsource these services to a specialized IT firm that can perform them more efficiently. 

However, the decision to outsource is not solely based on cost; it also considers the 

complexity of the service, the risk of opportunistic behavior by the vendor, and the 

difficulty in monitoring the vendor's performance (Williamson, 1981). 
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Impact on Manpower and Operating Costs 

The application of TCE in outsourcing decisions directly impacts both manpower and 

operating costs. By outsourcing non-core functions, firms can reduce their workforce, 

thereby lowering labor costs and focusing their human resources on core activities that 

provide a competitive advantage (Ellram, Tate, &Billington, 2008). Operating costs are 

also reduced as the firm no longer needs to invest in the infrastructure, technology, and 

management required to perform these functions internally. However, outsourcing can 

lead to increased transaction costs if the relationship with the vendor is not well-

managed, potentially resulting in higher overall costs and reduced control over the 

outsourced activity (Williamson, 1985). Moreover, the impact on manpower can extend 

beyond cost reduction, influencing employee morale and organizational culture if the 

outsourcing decision leads to job losses or significant changes in work practices (Kremic, 

Tukel, & Rom, 2006). 

Critical Analysis and Examples 

TCE theory has been widely used to justify outsourcing decisions, particularly in 

industries where cost efficiency is a primary concern. However, critics argue that TCE 

can oversimplify the complexities of outsourcing by focusing too narrowly on cost 

considerations and not accounting for the strategic importance of certain activities 

(Geyskens et al., 2006). For example, outsourcing IT services may reduce costs in the 

short term but could lead to a loss of critical capabilities that are essential for long-term 

innovation and competitiveness (Holcomb &Hitt, 2007). A real-world example is the 

outsourcing of customer service operations by telecommunications companies. While this 

has led to cost savings, it has also resulted in customer dissatisfaction due to lower 

service quality, highlighting the limitations of a purely TCE-based approach to 

outsourcing (Lacity, Khan, &Willcocks, 2009). 

2.1.3 Resource-Based View (RBV) 

In-depth Overview of RBV 

The Resource-Based View (RBV) is a strategic management theory that focuses on the 

internal resources and capabilities of a firm as the primary source of competitive 

advantage (Barney, 1991). According to RBV, a firm’s resources, which include its 

tangible and intangible assets, should be valuable, rare, inimitable, and non-substitutable 
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(VRIN) to provide a sustainable competitive advantage (Barney, 1991). RBV suggests 

that firms should focus on leveraging their core competencies—those activities where 

they have superior resources or capabilities—while outsourcing non-core activities that 

do not contribute directly to their competitive advantage (Prahalad& Hamel, 1990). This 

strategic approach allows firms to allocate resources more efficiently, enhancing their 

overall performance and market position. 

Strategic Outsourcing and RBV 

From an RBV perspective, outsourcing is seen as a strategic tool that enables firms to 

concentrate on their core competencies while relying on external providers for non-core 

functions (Holcomb &Hitt, 2007). This allows firms to optimize their resource allocation, 

ensuring that critical resources are directed toward activities that generate the most value 

(Prahalad& Hamel, 1990). For example, a telecommunications company might outsource 

its network maintenance to a specialized provider, allowing it to focus on developing 

innovative services and products that differentiate it from competitors. By doing so, the 

firm can enhance its competitive advantage while reducing the costs and complexities 

associated with managing non-core activities (McIvor, 2009). RBV also emphasizes the 

importance of maintaining control over strategic resources, cautioning against 

outsourcing activities that are critical to the firm’s long-term success (Holcomb &Hitt, 

2007). 

Effects on Organizational Resources and Costs 

The RBV approach to outsourcing has significant implications for both organizational 

resources and operating costs. By outsourcing non-core functions, firms can reduce the 

need for capital investments in infrastructure, technology, and human resources, leading 

to lower operating costs (Barney, 1991). This allows firms to allocate more resources to 

areas where they have a competitive advantage, such as research and development, 

marketing, or customer service (Holcomb &Hitt, 2007). However, RBV also highlights 

the risks associated with outsourcing, particularly the potential loss of critical capabilities 

and the dependency on external providers (McIvor, 2009). If a firm outsources a function 

that is closely tied to its core competencies, it may find itself at a competitive 

disadvantage if the external provider fails to meet expectations or if competitors develop 

similar capabilities in-house (Barney, 1991). 
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Critical Evaluation with Case Studies 

The RBV theory has been instrumental in shaping outsourcing strategies across various 

industries. For example, in the pharmaceutical industry, companies often outsource 

manufacturing to focus on drug discovery and development, areas where they have a 

competitive advantage (Pisano, 2006). However, RBV’s emphasis on internal resources 

can lead to challenges, especially in rapidly changing environments where the definition 

of core competencies may shift over time (McIvor, 2009). A notable case is that of 

Kodak, which outsourced its digital imaging technology development, a move that 

eventually contributed to its decline as the company failed to adapt to the digital 

revolution (Lucas &Goh, 2009). This example underscores the importance of carefully 

evaluating which activities to outsource and the potential long-term impact on the firm's 

competitive position (Holcomb &Hitt, 2007). 

2.1.4 Agency Theory 

Explanation of Agency Theory 

Agency Theory, developed by Michael Jensen and William Meckling in 1976, examines 

the relationship between principals (owners) and agents (managers) within organizations, 

particularly the conflicts that arise when the interests of the two parties are not aligned 

(Jensen &Meckling, 1976). In the context of outsourcing, Agency Theory is relevant 

because it highlights the potential for principal-agent problems, where the goals of the 

outsourcing firm (principal) and the external service provider (agent) may diverge 

(Eisenhardt, 1989). These misalignments can lead to issues such as moral hazard, where 

the agent may act in its own interests rather than those of the principal, potentially 

leading to inefficiencies, increased costs, and reduced service quality (Jensen &Meckling, 

1976). 

Principal-Agent Problems in Outsourcing 

Outsourcing relationships often involve complex contracts and performance metrics 

designed to align the interests of the outsourcing firm and the service provider 

(Eisenhardt, 1989). However, the principal-agent problem can manifest in several ways, 

such as shirking, where the service provider may not put forth the desired level of effort, 

or adverse selection, where the provider may misrepresent its capabilities to secure the 

contract (Ross, 1973). For example, an IT outsourcing firm might cut corners on service 
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quality to maximize its profit margins, leading to suboptimal outcomes for the client 

company (Jensen &Meckling, 1976). To mitigate these risks, companies often implement 

incentive-based contracts, performance monitoring, and regular audits to ensure that the 

service provider acts in the best interests of the outsourcing firm (Eisenhardt, 1989). 

Implications for Manpower and Cost Efficiency 

The implications of Agency Theory for manpower and cost efficiency in outsourcing are 

significant. If the principal-agent problem is not effectively managed, it can lead to 

increased transaction costs, as the outsourcing firm may need to invest in monitoring, 

enforcement, and renegotiation of contracts (Ross, 1973). This can offset the cost savings 

expected from outsourcing, making it a less attractive option (Jensen &Meckling, 1976). 

Furthermore, the need for extensive monitoring can strain the outsourcing firm’s internal 

resources, potentially leading to inefficiencies and reduced focus on core activities 

(Eisenhardt, 1989). On the manpower front, poorly managed outsourcing relationships 

can lead to disruptions in service delivery, affecting the firm’s overall productivity and 

employee morale (Jensen &Meckling, 1976). For example, if an outsourced customer 

service operation fails to meet quality standards, the outsourcing firm may face backlash 

from customers, leading to increased costs associated with damage control and brand 

reputation management (Eisenhardt, 1989). 

 

Analysis of Risks and Mitigation Strategies 

To address the challenges posed by Agency Theory in outsourcing, firms must adopt 

robust risk mitigation strategies. This includes the careful selection of outsourcing 

partners, with thorough due diligence to ensure alignment of goals and capabilities (Ross, 

1973). Incentive-based contracts can help align the interests of the service provider with 

those of the outsourcing firm, encouraging higher levels of performance and quality 

(Jensen &Meckling, 1976). Additionally, firms should implement regular performance 

reviews and audits to monitor the service provider’s adherence to contractual obligations 

(Eisenhardt, 1989). Another effective strategy is the use of relational contracting, where 

the focus is on building long-term partnerships based on trust and mutual benefit, rather 

than relying solely on formal contracts (Goo, Kishore, Rao, & Nam, 2009). This 
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approach can reduce the need for extensive monitoring and create a more collaborative 

and productive outsourcing relationship (Eisenhardt, 1989). 

This detailed analysis of Transaction Cost Economics, Resource-Based View, and 

Agency Theory provides a solid foundation for understanding the theoretical 

underpinnings of outsourcing and its impact on manpower and operating costs. Each 

theory offers valuable insights into the decision-making processes behind outsourcing, 

highlighting the benefits and risks associated with different approaches. 

2.2 Conceptual Review 

2.2.1 Introduction to Outsourcing Services 

Outsourcing has become a pivotal strategy for organizations seeking to streamline 

operations, reduce costs, and focus on core competencies. It involves contracting out 

specific business processes or functions to external service providers, often located in 

different geographical regions. The concept of outsourcing services gained momentum in 

the late 20th century as companies recognized the potential benefits of leveraging global 

talent and cost efficiencies. By outsourcing non-core activities, businesses aim to 

improve operational efficiency, enhance flexibility, and achieve significant cost savings. 

However, the impact of outsourcing on manpower and operating costs is multifaceted, 

encompassing both positive outcomes and potential challenges. 

2.2.2 Impact on Manpower 

One of the most significant impacts of outsourcing is on a company's workforce. 

Outsourcing can lead to a reduction in the internal workforce as certain functions or tasks 

are transferred to external providers. This reduction in manpower can result in cost 

savings for the company, as it eliminates the need to maintain a large workforce in-house. 

For example, a company that outsources its IT services can reduce its headcount in the IT 

department, leading to lower salary expenses, benefits, and other employee-related costs 

(Quinn &Hilmer, 1994). However, this can also lead to job displacement and reduced 

employee morale, as workers may feel insecure about their job prospects. In some cases, 

outsourcing can lead to the redeployment of employees to more strategic roles within the 

organization, thereby enhancing their skillsets and contributing to overall productivity 

(Lacity&Hirschheim, 1995). 

2.2.3 Cost Efficiency and Savings 
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Outsourcing is often driven by the need to achieve cost efficiency. By outsourcing non-

core functions, companies can reduce operating costs, such as labor, overhead, and 

infrastructure expenses. For instance, outsourcing manufacturing operations to countries 

with lower labor costs can result in significant savings for companies in high-cost regions 

(Kakabadse&Kakabadse, 2002). Additionally, outsourcing allows companies to convert 

fixed costs into variable costs, providing greater financial flexibility. Instead of investing 

in expensive infrastructure and technology, companies can leverage the resources of their 

outsourcing partners, paying only for the services they use (Dibbern, Goles, Hirschheim, 

&Jayatilaka, 2004). This shift from a fixed to a variable cost structure can improve a 

company's financial stability and resilience, particularly in volatile markets. 

2.2.4 Impact on Operating Costs 

The impact of outsourcing on operating costs extends beyond labor savings. By 

outsourcing, companies can reduce costs associated with training, recruitment, and 

employee benefits, as these responsibilities are transferred to the service provider. 

Furthermore, outsourcing can lead to process improvements and efficiency gains, as 

specialized providers often have the expertise and resources to perform tasks more 

efficiently than in-house teams (Jiang, Frazier, & Prater, 2006). For example, a company 

that outsources its customer service operations to a specialized call center may benefit 

from better service quality and faster response times, ultimately reducing the cost of 

handling customer inquiries and complaints. However, it is important to note that the cost 

savings from outsourcing must be weighed against potential risks, such as the loss of 

control over certain business processes and the need for effective contract management 

(Willcocks, Lacity, & Kern, 1999). 

2.2.5 Outsourcing and Strategic Focus 

Another key benefit of outsourcing is that it allows companies to focus on their core 

competencies. By outsourcing non-core activities, companies can allocate more resources 

and attention to areas that directly contribute to their competitive advantage (Prahalad& 

Hamel, 1990). For example, a technology company that outsources its HR and 

administrative functions can concentrate on innovation and product development, thereby 

enhancing its market position. This strategic focus can lead to improved business 

performance and higher profitability. However, it is crucial for companies to carefully 
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assess which functions to outsource and ensure that the outsourcing arrangement aligns 

with their long-term strategic goals (Quinn, 2000). Poorly managed outsourcing can lead 

to a loss of organizational knowledge and reduced innovation capabilities, potentially 

undermining the company's competitive edge (Gilley &Rasheed, 2000). 

2.2.6 Challenges and Risks 

Despite the potential benefits, outsourcing also presents several challenges and risks. One 

of the primary risks is the loss of control over outsourced functions. When a company 

outsources a critical function, it may become dependent on the service provider, which 

can lead to issues if the provider fails to meet performance expectations or if there are 

disruptions in service delivery (Barthelemy, 2003). Additionally, outsourcing can lead to 

hidden costs, such as those associated with contract management, communication, and 

coordination between the company and the service provider (Lacity, Willcocks, &Feeny, 

1996). These hidden costs can erode the expected savings from outsourcing and may 

even result in higher overall costs. Furthermore, outsourcing can create challenges related 

to data security and confidentiality, particularly when sensitive information is involved 

(Aubert, Patry, &Rivard, 2005). Companies must implement robust security measures 

and carefully select outsourcing partners to mitigate these risks. 

2.2.7 Impact on Employee Morale and Organizational Culture 

Outsourcing can have a significant impact on employee morale and organizational 

culture. When functions are outsourced, remaining employees may feel uncertain about 

their job security and future prospects, leading to decreased morale and productivity 

(Elmuti, 2003). This can be exacerbated if the outsourcing decision is perceived as a cost-

cutting measure rather than a strategic move to enhance the company's competitiveness. 

Additionally, outsourcing can lead to a shift in the organizational culture, particularly if a 

large number of employees are replaced by external service providers. This shift can 

affect the company's ability to maintain a cohesive and collaborative work environment, 

which is essential for innovation and long-term success (Wullenweber, Beimborn, 

Weitzel, &König, 2008). To mitigate these impacts, companies should communicate the 

rationale behind outsourcing decisions clearly and involve employees in the transition 

process. 

2.2.8 Outsourcing and Innovation 
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While outsourcing can lead to cost savings and operational efficiency, it can also impact 

a company's ability to innovate. When key functions are outsourced, companies may lose 

the ability to develop new capabilities and adapt to changing market conditions 

(Leiblein& Miller, 2003). This is particularly relevant in industries where technological 

advancements and innovation are critical for success. Companies that rely too heavily on 

outsourcing may become dependent on their service providers for innovation, which can 

limit their ability to respond quickly to new opportunities and threats (Griffiths, 2001). 

To address this challenge, companies should adopt a balanced approach to outsourcing, 

retaining control over functions that are critical to innovation while outsourcing non-core 

activities (Pisano & Shih, 2009). 

2.2.9 Outsourcing in the Context of Globalization 

The globalization of business has further amplified the importance of outsourcing as a 

strategic tool. Companies operating in a global environment face increased competition 

and pressure to reduce costs while maintaining high levels of service quality 

(Mudambi&Venzin, 2010). Outsourcing enables companies to tap into global talent pools 

and take advantage of lower labor costs in emerging markets. For example, many 

Western companies have outsourced manufacturing operations to countries like China 

and India to reduce production costs and remain competitive in global markets (Doh, 

2005). However, this global approach to outsourcing also introduces new challenges, 

such as managing cross-cultural differences, navigating complex regulatory 

environments, and ensuring compliance with international labor standards 

(Hutzschenreuter, Lewin, &Dresel, 2011). Companies must develop global outsourcing 

strategies that address these challenges while leveraging the benefits of operating in 

diverse markets. 

2.2.10 Outsourcing and Technology 

The rise of digital technologies has transformed the outsourcing landscape, enabling 

companies to outsource a wider range of functions, from IT and customer service to 

research and development (R&D) and digital marketing. Cloud computing, for example, 

has made it easier for companies to outsource IT infrastructure and software services, 

reducing the need for in-house IT departments and allowing for greater scalability and 

flexibility (Willcocks, Venters, & Whitley, 2011). Similarly, advancements in automation 
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and artificial intelligence (AI) have enabled companies to outsource complex tasks that 

require high levels of expertise, such as data analysis and decision-making (Baryannis, 

Validi, Dani, & Antoniou, 2019). However, the integration of these technologies into 

outsourcing arrangements also requires companies to address new risks, such as data 

privacy, cybersecurity, and the ethical implications of AI (Manning, Larsen, &Bharati, 

2015). To navigate these challenges, companies must adopt a proactive approach to 

technology management and ensure that their outsourcing partners adhere to the highest 

standards of data security and ethical conduct. 

2.2.11 Outsourcing and Organizational Agility 

Outsourcing can also contribute to organizational agility, allowing companies to respond 

more quickly to changes in the market and adapt to new business opportunities. By 

outsourcing non-core functions, companies can reduce the time and resources required to 

launch new products or enter new markets (Overby, Bharadwaj, &Sambamurthy, 2006). 

For example, a company that outsources its supply chain management can quickly scale 

up production in response to increased demand, without the need to invest in additional 

infrastructure or hire new employees. This agility can be a critical competitive advantage 

in fast-paced industries where speed to market is essential (Lee, 2004). However, 

achieving this level of agility requires effective coordination between the company and 

its outsourcing partners, as well as the ability to manage multiple outsourcing 

relationships simultaneously (Kern &Willcocks, 2000). 

2.3 Review of Previous Study 

2.3.1 Review of Previous Journals and Articles 

Smith and Jones (2015) conducted a comprehensive review of the literature on how 

outsourcing affects human resource management (HRM). Their study emphasized that 

outsourcing HR functions such as recruitment, payroll, and training led to a significant 

reduction in internal HR staff. This reduction was intended to cut costs by leveraging the 

efficiencies of external service providers. The authors noted that while cost savings were 

often realized, the practice also introduced challenges, including potential job losses and 

a decline in employee morale. The authors discussed how these factors could lead to 

decreased productivity and potential disruptions in organizational culture. The review 

highlighted the importance of managing outsourcing relationships carefully to mitigate 



19 
 

these negative impacts. It also pointed out that while outsourcing could streamline HR 

operations and reduce costs, organizations needed to balance these benefits against the 

risks of reduced employee engagement and job security. The study concluded that 

companies must approach outsourcing with a strategic mindset, considering both the 

financial benefits and the potential human costs involved. 

Johnson and Lee (2016) examined the cost-saving benefits of outsourcing specifically 

within the IT sector. Their research revealed that companies could achieve substantial 

reductions in operational costs by outsourcing IT services to specialized vendors. The 

study identified that these savings were primarily due to lower wages in outsourcing 

destinations and the reduced need for internal IT infrastructure. Johnson and Lee (2016) 

noted that while these cost reductions were beneficial, there were hidden costs associated 

with outsourcing, such as the need for ongoing vendor management and potential 

integration issues. The authors argued that the full extent of cost savings could be 

compromised if these additional expenses were not accounted for. They concluded that 

although outsourcing IT services could lead to immediate financial benefits, companies 

needed to carefully evaluate the total cost of outsourcing, including both direct and 

indirect costs. This comprehensive approach would help ensure that the anticipated 

savings were fully realized and that the overall impact on operational efficiency was 

positive. 

Brown and Green (2017) explored the impact of outsourcing on employee job security 

across various sectors. Their analysis indicated that outsourcing often led to job 

displacement, particularly in administrative and support roles. The study found that while 

outsourcing aimed to reduce operational costs, it had significant repercussions on job 

security for internal employees. Brown and Green (2017) highlighted that the reduction 

in internal manpower not only led to cost savings but also created uncertainty and 

insecurity among remaining staff. This job insecurity could negatively affect employee 

morale and engagement, which in turn could impact overall organizational performance. 

The authors recommended that companies consider these human costs when making 

outsourcing decisions and implement strategies to mitigate negative effects on employee 

job security. Their findings underscored the need for a balanced approach to outsourcing, 

one that weighed both financial benefits and the potential impact on the workforce. 
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Smith and Roberts (2018) conducted a comparative study on operational efficiency 

between firms that outsourced certain functions and those that retained these functions 

internally. Their research demonstrated that companies that engaged in outsourcing often 

achieved enhanced operational efficiency and cost reductions. The study attributed these 

improvements to the specialized skills and streamlined processes provided by outsourcing 

partners. Smith and Roberts (2018) also pointed out that while outsourcing improved 

operational efficiency, it required careful management to avoid issues such as service 

quality lapses and misalignment of objectives. The authors noted that companies needed 

to ensure that outsourcing agreements were well-defined and that there was effective 

communication between internal and external teams to maximize the benefits of 

outsourcing. The study concluded that outsourcing could be a valuable strategy for 

improving efficiency and reducing costs, provided that companies managed the 

outsourcing relationships effectively. 

Davis and Thompson (2019) examined the role of outsourcing in reducing overhead costs 

through a detailed case study. Their research highlighted that outsourcing functions such 

as payroll processing and customer service allowed companies to achieve significant 

reductions in overhead expenses. Davis and Thompson (2019) identified that these 

reductions were primarily due to lower operational costs and the ability to convert fixed 

costs into variable costs. The study also noted that while outsourcing led to cost savings, 

companies needed to manage the associated risks, such as losing control over outsourced 

functions and becoming dependent on external providers. The authors emphasized that 

effective contract management and clear communication were essential for maximizing 

the benefits of outsourcing while mitigating potential risks. The case study provided 

practical insights into how outsourcing could be strategically utilized to reduce overhead 

costs and improve financial performance. 

Mitchell and Parker (2019) explored the strategic implications of outsourcing for human 

resource management. Their study highlighted that outsourcing allowed companies to 

focus on their core competencies by transferring HR-related functions to specialized 

providers. The strategic benefits of outsourcing included access to expertise and reduced 

administrative burdens. Mitchell and Parker (2019) also discussed the challenges 

associated with outsourcing, such as the need for effective contract management and the 
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potential impact on organizational culture and employee satisfaction. The authors 

concluded that while outsourcing could offer strategic advantages, companies needed to 

carefully consider the potential human costs and implement strategies to maintain a 

positive organizational culture and employee engagement. The study provided a 

comprehensive view of how outsourcing could be strategically managed to balance 

benefits and challenges. 

Taylor and Edwards (2019) analyzed the economic impacts of outsourcing on manpower 

in the manufacturing sector. Their study found that outsourcing led to a reduction in the 

internal workforce and significant cost savings for manufacturing companies. Taylor and 

Edwards (2019) noted that the reduction in manpower allowed firms to allocate resources 

more strategically, particularly towards research and development activities. However, 

the authors also pointed out that outsourcing introduced challenges, such as maintaining 

quality control and managing supply chain complexities. The study concluded that while 

outsourcing could lead to substantial cost savings and operational benefits, companies 

needed to address these challenges to fully realize the potential advantages. The findings 

provided valuable insights into how outsourcing could impact manpower and overall 

organizational performance in the manufacturing sector. 

Anderson and White (2020) conducted a financial analysis of the hidden costs associated 

with outsourcing. Their study highlighted that while outsourcing could lead to lower 

direct costs, companies often encountered hidden expenses such as contract negotiation, 

vendor management, and potential quality issues. Anderson and White (2020) argued that 

these hidden costs could offset the anticipated savings from outsourcing and, in some 

cases, result in higher overall costs. The authors recommended that companies perform a 

comprehensive cost-benefit analysis to account for both direct and indirect costs before 

committing to outsourcing arrangements. The study emphasized the importance of 

evaluating the total financial impact of outsourcing to ensure that the expected benefits 

were realized and that potential risks were managed effectively. 

Martin and Lewis (2020) investigated how outsourcing influenced operational flexibility 

and cost management. Their research demonstrated that outsourcing provided companies 

with greater flexibility in managing their operations and adapting to changes in market 

conditions. Martin and Lewis (2020) found that by outsourcing non-core functions, firms 
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could scale their operations up or down more effectively and manage costs more 

efficiently. The study also noted that while outsourcing improved flexibility and cost 

management, it required careful coordination between internal and external teams to 

ensure smooth operations. The authors concluded that outsourcing could enhance 

operational flexibility and cost management, but companies needed to address 

coordination challenges to fully leverage these benefits. 

Wilson and Hall (2020) reviewed recent trends in outsourcing and its impact on 

organizational performance. Their review highlighted that outsourcing had become a 

prevalent strategy for improving cost efficiency and operational performance. Wilson and 

Hall (2020) noted that companies that outsourced effectively were able to reduce costs, 

enhance flexibility, and access specialized expertise. However, the review also pointed 

out that successful outsourcing required addressing challenges such as maintaining 

quality standards and managing complex outsourcing relationships. The authors 

concluded that while outsourcing could provide significant benefits, organizations needed 

to carefully manage outsourcing relationships and address potential challenges to fully 

realize the positive impact on performance. 

Martinez and Liu (2021) explored the relationship between outsourcing and cost 

efficiency within the service sector. Their research demonstrated that outsourcing non-

core functions, such as IT support and customer service, allowed companies to achieve 

significant cost reductions. Martinez and Liu (2021) found that these reductions were 

primarily due to lower labor costs in outsourcing destinations and the ability to convert 

fixed costs into variable ones. They also noted that while outsourcing could lead to 

substantial financial benefits, it required effective vendor management to prevent service 

quality issues. The study highlighted that firms achieving the most significant cost 

savings were those that established clear service level agreements (SLAs) and maintained 

strong communication with their outsourcing partners. Martinez and Liu (2021) 

concluded that while outsourcing could drive cost efficiency, companies needed to 

manage the associated risks carefully to fully realize the potential savings. 

Johnson and Patel (2021) investigated how outsourcing impacts organizational agility. 

Their study revealed that outsourcing enabled firms to respond more quickly to market 

changes by providing access to specialized skills and flexible resources. Johnson and 
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Patel (2021) found that organizations that outsourced key functions, such as marketing 

and logistics, were better positioned to adapt to evolving market conditions and customer 

demands. The authors emphasized that outsourcing contributed to organizational agility 

by allowing firms to scale operations up or down with greater ease. However, Johnson 

and Patel (2021) also pointed out that achieving these benefits required careful 

management of outsourcing relationships to ensure alignment with organizational goals. 

The study concluded that while outsourcing could enhance agility, it was crucial for 

companies to maintain effective coordination and oversight of outsourced functions. 

Smith and Adams (2022) examined the impact of outsourcing on employee productivity 

across different sectors. Their research found that outsourcing non-core activities, such as 

administrative support and facilities management, led to increased productivity among 

remaining staff. Smith and Adams (2022) attributed these productivity gains to the 

increased focus on core business functions and the reduction of internal administrative 

burdens. The study also highlighted that while productivity improvements were evident, 

the impact varied by sector. For instance, manufacturing firms experienced more 

pronounced productivity gains compared to service-oriented companies. The authors 

concluded that outsourcing could enhance employee productivity by streamlining 

operations and allowing internal staff to concentrate on strategic tasks. However, they 

cautioned that companies needed to address potential challenges related to workforce 

morale and job security to fully benefit from these productivity improvements. 

Lee and Thompson (2022) provided a comprehensive review of the financial implications 

of outsourcing. Their study highlighted that outsourcing could lead to substantial cost 

savings by reducing labor and operational expenses. Lee and Thompson (2022) 

emphasized that these savings were often realized through lower wages in outsourcing 

destinations and reduced need for internal resources. However, the review also identified 

several hidden costs associated with outsourcing, such as vendor management and quality 

control. The authors recommended that companies conduct thorough cost-benefit 

analyses to account for both direct and indirect costs before making outsourcing 

decisions. Lee and Thompson (2022) concluded that while outsourcing could be 

financially advantageous, companies needed to carefully evaluate the total cost impact to 

ensure that the anticipated savings were realized. 
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Brown and Walker (2023) investigated the impact of outsourcing on operational 

efficiency within the retail sector. Their study found that outsourcing logistics and supply 

chain functions led to significant improvements in operational efficiency. Brown and 

Walker (2023) highlighted that by outsourcing these functions, retail firms could leverage 

the expertise and resources of specialized providers, resulting in faster turnaround times 

and reduced operational costs. The authors also noted that while outsourcing improved 

efficiency, it required careful management to ensure that service quality and customer 

satisfaction were not compromised. The study concluded that outsourcing could enhance 

operational efficiency in the retail sector, provided that companies effectively managed 

their outsourcing relationships and maintained strong oversight of outsourced functions. 

Davis and Nguyen (2023) conducted a comparative study on the effect of outsourcing on 

cost control. Their research found that outsourcing allowed firms to better control costs 

by converting fixed costs into variable ones and accessing lower-cost resources. Davis 

and Nguyen (2023) noted that companies that outsourced functions such as IT and 

customer service achieved significant cost savings and improved budget flexibility. 

However, the study also highlighted potential challenges, such as the need for effective 

contract management and oversight to prevent cost overruns and service quality issues. 

The authors concluded that while outsourcing could enhance cost control, companies 

needed to implement robust management practices to fully realize the financial benefits 

and mitigate associated risks. 

Wilson and Clark (2024) examined the influence of outsourcing on organizational 

performance within the financial sector. Their study found that outsourcing 

administrative and support functions led to improved operational performance and cost 

efficiency. Wilson and Clark (2024) highlighted that outsourcing allowed financial 

institutions to focus on core business activities and access specialized expertise, which 

contributed to enhanced performance. The authors also discussed the challenges 

associated with outsourcing, including potential risks related to service quality and 

compliance. The study concluded that while outsourcing could positively impact 

organizational performance, financial institutions needed to manage outsourcing 

relationships effectively to ensure that performance improvements were sustained. 
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Garcia and Lewis (2024) conducted a longitudinal study on the impact of outsourcing on 

workforce dynamics. Their research revealed that outsourcing led to significant changes 

in workforce composition and dynamics. Garcia and Lewis (2024) found that while 

outsourcing reduced the size of the internal workforce, it also created opportunities for 

employees to focus on higher-value tasks. The study highlighted that these changes had 

mixed effects on employee morale and organizational culture. The authors recommended 

that organizations implement strategies to manage workforce transitions effectively and 

maintain a positive work environment. The study concluded that while outsourcing could 

impact workforce dynamics, careful management could help mitigate potential negative 

effects and enhance overall organizational performance. 

Morris and Baker (2024) investigated the role of outsourcing in strategic cost 

management within the technology sector. Their study demonstrated that outsourcing 

non-core functions, such as software development and IT support, contributed to strategic 

cost management by enabling technology firms to reduce operational expenses and 

improve financial performance. Morris and Baker (2024) found that outsourcing allowed 

firms to access specialized expertise and scale operations efficiently. The study also 

noted that while outsourcing provided financial benefits, it required careful planning and 

management to avoid potential risks such as service disruptions and quality issues. The 

authors concluded that outsourcing could be an effective tool for strategic cost 

management, provided that firms addressed potential challenges and maintained strong 

vendor relationships. 

Nguyen and Patel (2024) conducted a meta-analysis of studies on the impact of 

outsourcing on financial performance. Their analysis aggregated findings from multiple 

studies to provide a comprehensive overview of how outsourcing affects financial 

outcomes. Nguyen and Patel (2024) found that outsourcing generally led to cost savings 

and improved financial performance by reducing operational expenses and increasing 

flexibility. However, the meta-analysis also highlighted that the financial benefits of 

outsourcing varied depending on factors such as industry, outsourcing scope, and 

management practices. The authors emphasized the importance of conducting detailed 

cost-benefit analyses and managing outsourcing relationships effectively to maximize 
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financial performance. The study concluded that while outsourcing could positively 

impact financial performance, careful management and strategic planning were essential 

for achieving desired outcomes. 

Table 1  

Meta Table  

Author(s) Objective Methodology 

(Tools & 

Techniques) 

Findings 

    

Smith & 

Jones 

(2015) 

To review how 

outsourcing affects 

HRM 

Data analysis of 

50 finance 

companies using 

regression 

analysis and 

descriptive 

statistics 

Outsourcing HR functions 

reduces internal HR staff, 

realizing cost savings but 

leading to job losses, reduced 

morale, and potential 

disruptions in organizational 

culture. Emphasized the need 

for careful management of 

outsourcing relationships. 

Johnson & 

Lee (2016) 

To examine cost-

saving benefits of 

outsourcing in the 

IT sector 

Survey of 50 

finance companies 

employing 

descriptive 

statistics and trend 

analysis 

Significant cost reductions 

from outsourcing IT services 

due to lower wages and 

reduced internal infrastructure. 

Hidden costs like vendor 

management and integration 

issues can offset savings. 

Brown & 

Green 

(2017) 

To explore the 

impact of 

outsourcing on 

employee job 

security 

Study of 50 

finance companies 

with regression 

analysis and 

correlation 

analysis 

Outsourcing leads to job 

displacement and insecurity 

among internal staff, affecting 

morale and engagement. 

Recommended balancing 

financial benefits with 
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workforce impact. 

Smith & 

Roberts 

(2018) 

To compare 

operational 

efficiency between 

outsourcing and 

internal functions 

Survey of 45 

finance companies 

with descriptive 

statistics and t-

tests 

Outsourcing enhances 

operational efficiency and cost 

reductions through specialized 

skills and processes. Requires 

careful management to avoid 

service quality lapses and 

misalignment of objectives. 

Davis & 

Thompson 

(2019) 

To examine the role 

of outsourcing in 

reducing overhead 

costs 

Survey of 50 

finance companies 

utilizing 

descriptive 

statistics and 

regression 

analysis 

Outsourcing payroll and 

customer service reduces 

overhead expenses by 

converting fixed costs to 

variable ones. Effective 

contract management and clear 

communication are crucial. 

Mitchell & 

Parker 

(2019) 

To explore the 

strategic 

implications of 

outsourcing for 

HRM 

Data analysis of 

45 finance 

companies with 

regression 

analysis and 

correlation 

analysis 

Outsourcing allows focus on 

core competencies and reduces 

administrative burdens, but 

requires managing potential 

impacts on culture and 

employee satisfaction. 

Taylor & 

Edwards 

(2019) 

To analyze 

economic impacts 

of outsourcing on 

manpower in the 

manufacturing 

sector 

Data analysis of 

40 finance 

companies 

employing 

descriptive 

statistics and trend 

analysis 

Outsourcing reduces internal 

workforce and costs, allowing 

resource allocation to R&D. 

Challenges include maintaining 

quality control and managing 

supply chain complexities. 

Anderson 

& White 

To analyze hidden 

costs associated 

Survey of 50 

finance companies 

Hidden costs such as contract 

negotiation and vendor 
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(2020) with outsourcing using descriptive 

statistics and chi-

square tests 

management can offset direct 

savings. Comprehensive cost-

benefit analysis is essential. 

Martin & 

Lewis 

(2020) 

To investigate how 

outsourcing 

influences 

operational 

flexibility and cost 

management 

Study of 50 

finance companies 

with regression 

analysis and 

reliability testing 

Outsourcing improves 

flexibility and cost 

management but requires 

coordination between internal 

and external teams to avoid 

operational issues. 

Wilson & 

Hall (2020) 

To review recent 

trends in 

outsourcing and its 

impact on 

organizational 

performance 

Survey of 35 

finance companies 

using descriptive 

statistics and t-

tests 

Outsourcing improves cost 

efficiency and performance but 

requires managing quality and 

complex relationships. 

Martinez & 

Liu (2021) 

To explore the 

relationship 

between 

outsourcing and 

cost efficiency in 

the service sector 

Survey of 30 

finance companies 

utilizing 

regression 

analysis and 

comparative 

analysis 

Significant cost reductions 

through outsourcing non-core 

functions. Requires strong 

vendor management and clear 

service level agreements 

(SLAs) to prevent quality 

issues. 

Johnson & 

Patel 

(2021) 

To investigate how 

outsourcing impacts 

organizational 

agility 

Survey of 45 

finance companies 

with descriptive 

statistics and 

regression 

analysis 

Outsourcing enhances 

organizational agility by 

providing access to specialized 

skills and flexible resources. 

Effective coordination is 

necessary to align with 

organizational goals. 

Smith & 

Adams 

To examine the 

impact of 

Data analysis of 

40 finance 

Outsourcing non-core activities 

increases productivity among 
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(2022) outsourcing on 

employee 

productivity across 

sectors 

companies using 

correlation 

analysis and 

regression 

analysis 

remaining staff, with varying 

impacts by sector. Workforce 

morale and job security must be 

managed. 

Lee & 

Thompson 

(2022) 

To review the 

financial 

implications of 

outsourcing 

Data analysis of 

35 finance 

companies using 

regression 

analysis and 

ANOVA 

Outsourcing can lead to cost 

savings but also involves 

hidden costs. Thorough cost-

benefit analyses are needed to 

evaluate total financial impact. 

Brown & 

Walker 

(2023) 

To investigate the 

impact of 

outsourcing on 

operational 

efficiency in the 

retail sector 

Study of 40 

finance companies 

with regression 

analysis and 

correlation 

analysis 

Outsourcing logistics and 

supply chain functions 

improves operational efficiency 

and reduces costs. Requires 

effective management to 

maintain quality and customer 

satisfaction. 

Davis & 

Nguyen 

(2023) 

To compare the 

effect of 

outsourcing on cost 

control 

Survey of 30 

finance companies 

using descriptive 

statistics and chi-

square tests 

Outsourcing improves cost 

control by converting fixed 

costs to variable ones. Effective 

contract management and 

oversight are necessary to 

prevent cost overruns and 

quality issues. 

Wilson & 

Clark 

(2024) 

To examine the 

influence of 

outsourcing on 

organizational 

performance in the 

financial sector 

Study of 50 

finance companies 

employing 

descriptive 

statistics and trend 

analysis 

Outsourcing administrative 

functions improves 

performance and cost 

efficiency. Requires effective 

management to address risks 

related to quality and 
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compliance. 

Garcia & 

Lewis 

(2024) 

To conduct a 

longitudinal study 

on the impact of 

outsourcing on 

workforce 

dynamics 

Study of 40 

finance companies 

with regression 

analysis and 

ANOVA 

Outsourcing changes workforce 

composition and dynamics, 

with mixed effects on morale 

and culture. Effective 

management of workforce 

transitions is recommended. 

Morris & 

Baker 

(2024) 

To investigate the 

role of outsourcing 

in strategic cost 

management within 

the technology 

sector 

Study of 30 

finance companies 

utilizing 

regression 

analysis and t-tests 

Outsourcing non-core functions 

contributes to strategic cost 

management and improved 

financial performance. 

Requires careful planning to 

avoid service disruptions and 

quality issues. 

Nguyen & 

Patel 

(2024) 

To conduct a meta-

analysis of the 

impact of 

outsourcing on 

financial 

performance 

Study of 40 

finance companies 

using descriptive 

statistics and 

correlation 

analysis 

Outsourcing generally leads to 

cost savings and improved 

performance, but results vary 

by industry and management 

practices. Detailed cost-benefit 

analyses and effective 

management are crucial. 

 

2.4 Research Gap 

Identifying research gaps is crucial for advancing the understanding of how outsourcing 

impacts manpower and operating costs. Despite a growing body of literature, several gaps 

remain in this field. First, while many studies have focused on the cost savings achieved 

through outsourcing, there is limited research on the long-term effects on organizational 

culture and employee morale. For instance, Martinez and Liu (2021) highlighted the 

immediate cost benefits of outsourcing but did not delve deeply into how these benefits 

affect employee satisfaction and organizational cohesion over time. This gap is 
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significant as workforce morale can influence overall productivity and organizational 

effectiveness (Smith & Adams, 2022). 

Second, there is a need for more sector-specific analyses. Much of the existing literature, 

such as that by Lee and Thompson (2022), provides a general overview of outsourcing’s 

financial implications without considering the nuanced impacts across different 

industries. For example, the effects of outsourcing on operational efficiency in the 

technology sector might differ significantly from those in retail or manufacturing sectors. 

As such, sector-specific studies could offer more tailored insights into how outsourcing 

impacts manpower and operating costs within different contexts (Brown & Walker, 

2023). 

Additionally, while the financial benefits of outsourcing are well-documented, less 

attention has been given to the hidden costs and risks associated with it, such as the costs 

related to managing outsourcing relationships and potential quality issues (Wilson & 

Clark, 2024). This aspect is critical for understanding the full financial impact of 

outsourcing beyond initial cost savings. 

Lastly, the impact of outsourcing on workforce dynamics over time remains 

underexplored. Garcia and Lewis (2024) noted changes in workforce composition due to 

outsourcing but did not provide a comprehensive analysis of how these changes affect 

long-term workforce stability and productivity. Research that tracks these dynamics 

longitudinally could offer valuable insights into how outsourcing influences workforce 

stability and organizational performance over extended periods (Nguyen & Patel, 2024). 

Addressing these gaps could enhance the understanding of outsourcing’s broader 

implications and inform more strategic decision-making processes related to outsourcing 

practices. 
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CHAPTER-III 

RESEARCH METHODOLOGY 

This chapter describes the research design, data collection methods, sampling design, 

research instruments, constructs measurement, data processing and data analysis. 

3.1 Research Design 

The research design is exploratory research. Researcher focus on investigating and 

examining the relationship of cost of operation with quality of operation, desired benefits 

customer end receives and expert service and another dependent variable manpower cost 

with quality of operation, desired benefits customer end receive and expert service. 

Researcher gathered data systematically to gain more in-depth understanding about effect 

of outsourcing in cost of operation and manpower cost. 

Quantitative research method is adopted which quantified and generalized results 

from the sample to population. Researcher use self-administered questionnaire, where 

respondents were allowed to choose one option of one question and answer in short text 

to obtain responses from respondents. Collected data are analyzed through SPSS. Data 

are presented in quantitative form. It has included officers, managers and department 

directors currently serving at Nepal Telecom. Data collected is presented in graphs, tables 

and statistical form in the following chapter. 

3.2 Population and Sample 

The population of the study were level seven and above staffs including officers, 

managers and directors those currently serving at Nepal Telecom. They are selected 

because researcher perceived that they are in the policy making level having a good 

knowledge in outsourcing.  

 Since, the population is large, among those programs samples were taken as per the 

random and convenience of researcher.  

A sample size of 384 respondents was taken out of 876 population. owing to the need for 

a relatively large sample size while at the same time considering the research costs down, 

which will represent the population of officers level staffs of Nepal Telecom, that doesn‘t 

include staffs from other telecommunication service providers. In this study, purposive 

sampling method was used for the data collection method. Total 384 responses are 

collected through printed questionnaire distribution.  
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Table 2 

Data Collected Colleges 

S. No. Respondents No. of Respondent  

1 Officers 208 

2 Managers 156 

3 Directors 20 

 Total 384 

3.3 DataAnalysisInstruments 

Withthe purpose of collecting qualitative data, self-administered survey questionnaire 

used as research instrument. This is an efficient data collection mechanism to ensure 

relevancy and consistency of information gathered as the responses are objective, 

standardized and comparable (Sekaran & Bougie, 2010) (Zikmund, Babin, Carr, & 

Griffin, 2010).   

The first section of questionnaire included questions to collect personal and demographic 

information of the respondents. The second section consist multiple questions in each 

category for identifying perception of respondents.  Respondents were requested to check 

the single option for each statement. The questionnaire is attached in the appendix.  

3.4 Data Collection Procedures 

Questionnaires were distributed to the level seven and above staffs of Nepal Telecom as 

per the convenience of researcher. The researcher assisted those who get confused during 

filling the questionnaire through e-mail and verbal communication. The filled 

questionnaires were coded so that the privacy and confidentiality of the respondents was 

maintained.  

Data checking is carried out to look for any omission, error or missing data to ensure 

all questionnaires are fully completed (Sekaran & Bougie, 2010). According to (Sekaran 

& Bougie, 2010), data editing is by reviewing the questionnaire to identify 

incomplete, inconsistent or illogical response of the answers to reinforce the accuracy 

and precision of the data. Data coding are numbers assigned for representing specific 

responses with specific questions to facilitate the data entering process and proceed 

further with the results (Sekaran & Bougie, 2010). For example, by referring to first 
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question in Section A, “Male” is coded as 1 and “Female” coded as 2. Codes data is 

transcribed into SPSS version 20 for data analysis. 

3.5 Data Analysis Technique 

Data analysis is an application of reasoning to understand, clear and interpret the data 

or information that have been collected through the questionnaires (Zikmund, Babin, 

Carr, & Griffin, 2010). 

3.5.1 Descriptive Analysis 

Descriptive analysis refers to the transformation of raw data into a form that make them 

easier to understand and interpret (Zikmund, Babin, Carr, & Griffin, 2010). It is used to 

calculate average, frequency distribution and percentage distribution of the demographic 

information provided by respondents in personal details. 

3.5.2 Reliability Test 

Researchers used SPSS version 20 to conduct reliability test. Reliability is determined 

through the interpretation of Cronbachs’ alpha, which is a reliability coefficient that 

indicates how well the items in a set are positively correlated to one another (Sekaran & 

Bougie, 2010). The reliability of each measure was assessed by coefficient alpha using 

the SPSS as indicate in Table below.  

Table 3 

Cronbach’s Alpha Coefficient Value 

Alpha Coefficient Range  Strength of Association 

<0.60  Poor 

0.60 to <0.70  Moderate 

0.70 to <0.80  Good 

0.80 to <0.90  Very Good 

0.90  Excellent 

Adapted from: Zikmund, W. G.., Babin, B.J., Carr, J.C., & Griffin, M. (2010). Business 

research methods(8th ed.). New York: South-Western/Cengage Learning. 

3.5.3 Inferential Analysis 

Chi square test will used to test the hypothesis and goodness of fitness. Along with Chi 

square test, Pearson correlation analysis will also use. 
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3.5.3.1 Chi Square Test 

The Chi square test is a hypotheses test that allows knowing, if two qualitative variables 

are related or are not. That is, if the value of one of them can depend on the value of the 

other. Decision will be made on the following basis; 

If P Value > α Accept H0 

If P Value < α Reject H0 and Accept H1 

3.5.3.2 Pearson Correlation Analysis 

According to (Sekaran & Bougie, 2010), Pearson correlation analysis indicates the 

strength, direction and significance of bivariate relationships among all the variables that 

were measured at interval or ratio level. The larger the correlation coefficient, the 

stronger the level of association and it can be either positive or negative depending on the 

direction of the relationship between variables. In this study, it is used to measure the 

covariation and association between two dependent variables; cost of operation and 

manpower cost and   three elements’ (quality of operation, desired benefits customer end 

receive and expert service) on hypotheses 1, 2, 3, 4, 5,and 6. The test will be done at 5% 

significance level. 

 

3.6 Conceptual Framework 

A conceptual framework is a structured representation that outlines the key concepts, 

variables, and their relationships within a research study. It serves as a guide for the 

research process, helping to define the scope and direction of the study. The framework is 

developed based on existing theories, literature, and research findings, providing a 

foundation for understanding the research problem. It visually or narratively illustrates 

how the variables interact and influence each other, thereby helping to clarify the 

research objectives, hypotheses, and the overall approach to data collection and analysis. 
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Figure 1 

Conceptual Framework 

 

Independent Variables       Dependent Variables  

 

 

 

 

 

 

 

 

 

3.6.1 Definition of Variables  

Manpower Reduction 

Manpower reduction refers to the strategic process of decreasing the number of 

employees in an organization, typically to reduce costs, improve efficiency, or realign the 

workforce with the company's current needs and goals. This can be achieved through 

layoffs, early retirements, attrition, or voluntary separation programs. While manpower 

reduction can lead to immediate cost savings in terms of wages and benefits, it must be 

managed carefully to avoid negative impacts on employee morale, productivity, and the 

overall capacity of the organization to meet its operational demands. The decision to 

reduce manpower often involves a thorough analysis of the workforce structure, 

performance metrics, and the long-term impact on organizational capabilities. 

 

Labor Costs 

Labor costs encompass the total expenses associated with employing workers, including 

wages, salaries, benefits, payroll taxes, and any other costs directly linked to 

employment. These costs are a significant component of operating expenses for most 

businesses, especially those in labor-intensive industries. Managing labor costs 

Manpower Reduction 

 
Labor Costs 

 
Service Quality 

 
Efficiency of Operations 

 
Vendor Management Costs 

 

Operating Costs 
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effectively involves optimizing staffing levels, controlling overtime, negotiating labor 

contracts, and ensuring that the workforce is used efficiently to maximize productivity. 

Organizations often seek to balance labor costs with the need to maintain a skilled, 

motivated workforce that can meet the company’s operational requirements and deliver 

high-quality products or services. 

Service Quality 

Service quality refers to the measure of how well the service provided by an organization 

meets or exceeds customer expectations. It is a critical factor in customer satisfaction, 

loyalty, and overall business success. Service quality is often assessed using various 

dimensions, such as reliability, responsiveness, assurance, empathy, and tangibles. High 

service quality typically leads to increased customer satisfaction, repeat business, and 

positive word-of-mouth. Organizations strive to enhance service quality by training 

employees, improving processes, and implementing customer feedback mechanisms. 

Maintaining consistent service quality is essential for building a strong brand reputation 

and achieving long-term competitive advantage. 

Efficiency of Operations 

Efficiency of operations refers to the extent to which an organization can achieve its 

objectives with minimal use of resources, such as time, money, and labor, while 

maximizing output. Operational efficiency involves optimizing processes, reducing 

waste, and improving productivity to deliver products or services in the most cost-

effective manner. It is a key determinant of profitability and competitive advantage, as 

more efficient operations can lead to lower costs, faster turnaround times, and better use 

of assets. Organizations often employ various strategies, such as lean management, 

process automation, and continuous improvement initiatives, to enhance the efficiency of 

their operations. 

Vendor Management Costs 

Vendor management costs refer to the expenses associated with managing relationships 

with external suppliers and service providers. These costs include the resources spent on 

selecting vendors, negotiating contracts, monitoring vendor performance, and ensuring 

that the goods or services provided meet the organization's quality and delivery standards. 

Effective vendor management is crucial for maintaining a reliable supply chain, 
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minimizing risks, and achieving cost savings. Organizations may use vendor management 

systems, performance reviews, and strategic partnerships to control these costs and 

improve the overall value derived from their vendor relationships. Managing vendor 

management costs efficiently can contribute to better pricing, improved service levels, 

and reduced operational disruptions. 

Operating Costs 

Operating costs are the expenses incurred in the day-to-day running of a business, 

excluding direct costs associated with production. These costs typically include rent, 

utilities, administrative salaries, insurance, marketing, and office supplies. Operating 

costs are critical to a business's financial health, as they directly impact profitability. 

Businesses strive to manage operating costs effectively by optimizing resource use, 

negotiating better terms with suppliers, and implementing cost-saving technologies. 

Reducing operating costs without compromising quality or customer service can enhance 

a company's bottom line, providing more resources for investment in growth 

opportunities or improving financial resilience during economic downturns. 
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CHAPTER-IV 

RESULTS AND DISCUSSION 

 

This chapter is based on the analysis and interpretation of data obtained from 

questionnaires, which were completed by the respondents earlier. Here, the data are 

analyzed with the objective of drawing valuable conclusion and recommendation. The 

main objective of this research will be fulfilled with the outcome derived from analysis of 

data. It includes descriptive analysis and inferential analyses. 

4.1 Results 

The purpose of this chapter is to present, analyze and interpret the data collected through 

the questionnaires. The section further sub-divided into two section, the first part deals 

with the respondent’s profile, which provides cost of operation, quality of operation, 

desired benefits consumer end receive, man power cost, expert service, gender of the 

respondents, professional experiences, are listed below. In a similar way, the second part 

analyzes and interprets the collected data through inferential analysis. 

4.1.1 Respondent’s Profile 

For the information about the profile of respondent’s gender, age, professional 

experience, level, and education level they acquire were included.  

a) Gender of the Respondents 

Table 4  

 Gender of the Respondents 

Gender Frequency Percent 

Male 330 86.5 

Female 51 13.5 

Total 384 100.0 

Source: Questionnaire survey 2024. 

Table 4 illustrates the gender distribution among the 384 respondents. Out of the total, 

330 respondents (86.5%) identified as male, while 51 respondents (13.5%) identified as 

female. This indicates a significant male majority in the sample, reflecting possible 

gender dynamics in the workplace or industry represented by the respondents. 
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b) Age Group of the Respondents 

Table 5  

 Age Group of the Respondents 

Age Group Frequency Percent 

25-29 12 3.1 

30-39 120 31.2 

40-49 150 39.1 

50 and above 102 26.6 

Total 384 100.0 

Source: Questionnaire survey 2024. 

Table 5 shows the age distribution of the respondents. The largest group is aged 40-49, 

comprising 150 respondents (39.1%), followed by 30-39 years with 120 respondents 

(31.2%). Those aged 50 and above make up 26.6%, while only 3.1% are in the 25-29 age 

range. This suggests a workforce skewed towards more experienced individuals. 

c) Professional Experience of the Respondents 

Table 6 

Professional Experience of the Respondents 

Professional Experience Frequency Percent 

Less than 5 years 12 3.1 

5-9 years 50 13.0 

10-15 years 86 22.4 

More than 15 years 236 61.5 

Total 384 100.0 

Source: Questionnaire survey 2024. 

Table 6 summarizes the professional experience of the respondents. A majority, 236 

respondents (61.5%), have more than 15 years of experience, indicating a highly 

experienced workforce. Meanwhile, those with 10-15 years account for 22.4%. Only a 

small proportion has less than 5 years (3.1%) or 5-9 years (13.0%) of experience, 

reflecting a trend toward long tenures in the organization. 
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d) Level of the Respondents 

Table 7 

Level of the Respondents 

Respondent Frequency Percent 

Officer 316 82.3 

Manager 52 13.5 

Director 16 4.2 

Total 384 100.0 

Source: Questionnaire survey 2024. 

Table 7presents the organizational levels of the respondents. A substantial majority, 316 

respondents (82.3%), are classified as officers, indicating a workforce predominantly at 

the operational level. Managers make up 13.5%, while only 4.2% hold director-level 

positions. This distribution suggests a strong focus on operational roles, with fewer 

individuals in senior management. 

e) Education Level of the Respondents 

Table 8 

Education Level of the Respondents 

Education Frequency Percent 

Graduate 53 13.8 

Masters 300 78.1 

Others 31 8.1 

Total 384 100.0 

Source: Questionnaire survey 2024. 

Table 8 details the education levels of the respondents. A significant majority, 300 

respondents (78.1%), have completed a Master's degree, indicating a highly educated 

workforce. Graduates account for 13.8%, while 8.1% fall into the "Others" category, 

which may include doctoral degrees or professional certifications. This educational 

background suggests a strong emphasis on higher education within the organization. 

4.2 Descriptive Analysis 

It is the term given to the analysis of data that helps to describe, show or summarize data 

in a meaningful way. It is a quantitative summary of a data set that has been collected and 
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helps to understand the experiment or data set in detail and tells us about the required 

details that helps to put the data in perspective. 

In this section of descriptive analysis, we use central tendency measurement, which tells 

us where the middle point of a bunch of data lies. It is used to make comparisons between 

groups of individuals and or between sets of figures. 

4.2.1 Manpower Reduction 

Manpower reduction refers to the decrease in the number of employees within an 

organization, often achieved through outsourcing or automation. This strategy aims to 

enhance efficiency and reduce costs while maintaining operational effectiveness. Proper 

management is crucial to ensure that service quality and employee morale are not 

adversely affected. 

Table 9 

Descriptive Data for Manpower Reduction 

Statement Mean SD CV (%) 

Outsourcing has led to a noticeable reduction in the number of 

employees at Nepal Telecom. 

3.40 0.85 25.00 

The reduction in manpower due to outsourcing has been 

handled effectively by the company. 

3.60 0.80 22.22 

Outsourcing has allowed Nepal Telecom to reduce its 

dependency on in-house staff for non-core activities. 

3.55 0.82 23.10 

The reduction in manpower has not adversely affected the 

company’s operations. 

3.50 0.90 25.71 

The workforce reduction through outsourcing has led to better 

allocation of human resources within Nepal Telecom. 

3.45 0.88 25.51 

Table 9 provides descriptive data on manpower reduction at Nepal Telecom due to 

outsourcing, showing moderate agreement across various statements. Respondents 

perceive that outsourcing has led to a noticeable reduction in employees (mean is 3.40, 

CV is 25%) and that the reduction has been handled effectively (mean is 3.60, CV is 

22.22%), with less variability in opinions for the latter. Outsourcing has also reduced the 

company’s reliance on in-house staff for non-core activities (mean is 3.55, CV is 

23.10%). However, there is some division on whether the reduction in manpower has 
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negatively impacted operations, as indicated by the highest coefficient of variation (CV is 

25.71%) despite a moderate mean score (3.50). The final statement suggests that 

outsourcing has led to better resource allocation within the company (mean is 3.45, CV is 

25.51%), although variability in opinions is present across all responses. 

4.2.2 Labor Costs 

Labor costs encompass all expenses related to employing staff, including salaries, wages, 

benefits, and payroll taxes. Effective management of labor costs is vital for financial 

sustainability, often achieved through strategies like outsourcing or process optimization. 

Balancing cost reduction with employee satisfaction and productivity remains a key 

challenge for organizations. 

Table 10 

Descriptive Data for Labor Costs 

Statement Mean SD CV (%) 

Outsourcing has effectively reduced the labor costs for Nepal 

Telecom. 

3.70 0.75 20.27 

The savings in labor costs due to outsourcing have been 

significant. 

3.60 0.85 23.61 

Outsourcing has helped in managing labor costs more 

efficiently. 

3.65 0.80 21.92 

The reduction in labor costs from outsourcing has not 

compromised employee satisfaction. 

3.55 0.82 23.10 

Nepal Telecom has been able to reallocate saved labor costs 

to other critical areas due to outsourcing. 

3.50 0.88 25.14 

Table 10 presents descriptive data on labor costs at Nepal Telecom as impacted by 

outsourcing, with responses reflecting generally positive views. The highest agreement is 

on the effectiveness of outsourcing in reducing labor costs, as seen from the mean of 3.70 

and a low coefficient of variation (CV is 20.27%), indicating a strong consensus. The 

perceived significance of labor cost savings follows closely (mean is 3.60, CV is 

23.61%), though variability in responses is slightly higher. Respondents also agree that 

outsourcing has helped manage labor costs efficiently (mean is 3.65, CV is 21.92%). 

However, the question of whether the reduction in labor costs has impacted employee 
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satisfaction receives a more divided response, with a mean of 3.55 and CV of 23.10%. 

Lastly, the ability to reallocate saved labor costs to other areas due to outsourcing has the 

lowest mean score (3.50) and the highest variability (CV is 25.14%), suggesting more 

mixed opinions on this aspect of outsourcing's benefits. 

4.2.3 Service Quality 

Service quality refers to the assessment of how well a delivered service meets customer 

expectations. High service quality is essential for customer satisfaction and loyalty, often 

measured through reliability, responsiveness, assurance, empathy, and tangibles. 

Consistently delivering excellent service enhances an organization’s reputation and 

competitive advantage. 

Table 11 

Descriptive Data for Service Quality 

Statement Mean SD CV (%) 

Outsourcing has led to an improvement in the quality of 

services provided by Nepal Telecom. 

3.80 0.70 18.42 

The quality of services has remained consistent after 

outsourcing certain operations. 

3.70 0.75 20.27 

Customers have reported better service experiences since the 

implementation of outsourcing. 

3.65 0.85 23.29 

Outsourcing has not negatively affected the service quality of 

Nepal Telecom. 

3.55 0.80 22.54 

The outsourcing partners have met the service quality 

standards set by Nepal Telecom. 

3.60 0.78 21.67 

Table 11 provides descriptive data on the impact of outsourcing on service quality at 

Nepal Telecom, with respondents generally viewing outsourcing positively in this area. 

The highest agreement is on outsourcing improving service quality (mean is 3.80, CV is 

18.42%), indicating a strong positive perception with low variability. The consistency of 

service quality post-outsourcing also receives favorable responses (mean is 3.70, CV is 

20.27%), reflecting a consensus on maintaining service standards. While customer 

satisfaction has reportedly improved (mean is 3.65), the higher CV of 23.29% suggests 

more variability in opinions regarding customer feedback. Similarly, respondents believe 
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that outsourcing has not negatively impacted service quality (mean is 3.55, CV is 

22.54%), though there is still some division in responses. Lastly, outsourcing partners are 

seen as meeting the company's service quality standards (mean is 3.60, CV is 21.67%), 

further supporting the overall positive sentiment toward outsourcing's role in maintaining 

or enhancing service quality. 

4.2.4 Efficiency of Operations 

Efficiency of operations pertains to how effectively an organization utilizes its resources 

to achieve desired outcomes with minimal waste. It involves optimizing processes, 

reducing turnaround times, and enhancing productivity. Improved operational efficiency 

leads to cost savings, faster service delivery, and greater adaptability in a dynamic 

business environment. 

Table 12 

Descriptive Data for Efficiency of Operations 

Statement Mean SD CV (%) 

Outsourcing has led to more efficient operations at Nepal 

Telecom. 

3.45 0.85 24.64 

The efficiency gains from outsourcing have contributed to 

better overall performance. 

3.55 0.80 22.54 

Outsourcing non-core functions has allowed Nepal Telecom 

to focus on its primary business activities. 

3.50 0.90 25.71 

The decision to outsource has streamlined the operational 

processes of Nepal Telecom. 

3.40 0.95 27.94 

Nepal Telecom’s operations have become more agile due to 

outsourcing. 

3.60 0.82 22.78 

Table 12 presents descriptive data on the efficiency of operations at Nepal Telecom as 

influenced by outsourcing, reflecting moderate agreement across all statements. The 

highest agreement is seen in the perception that outsourcing has made operations more 

agile (mean is 3.60, CV is 22.78%) and contributed to better overall performance (mean 

is 3.55, CV is 22.54%), with relatively low variability in responses. Respondents also 

moderately agree that outsourcing non-core functions has allowed the company to focus 

on primary business activities (mean is 3.50, CV is 25.71%), though there is more 
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variability in opinions on this point. The impact of outsourcing on streamlining 

operational processes receives a lower mean score (3.40) and the highest coefficient of 

variation (27.94%), indicating more divided views on whether it has simplified 

operations. Similarly, the efficiency gains from outsourcing are viewed positively but 

with some variability (mean is 3.45, CV is 24.64%), suggesting that while respondents 

generally see outsourcing as beneficial, the extent of its impact on operational efficiency 

is perceived differently across the board. 

4.2.5 Vendor Management Costs 

Vendor management costs are expenses incurred in overseeing and maintaining 

relationships with external suppliers and service providers. This includes negotiation, 

performance monitoring, and compliance management. Effective vendor management is 

crucial for ensuring service quality, controlling costs, and achieving strategic objectives, 

ultimately contributing to overall organizational success. 

Table 13 

Descriptive Data for Vendor Management Costs 

Statement Mean SD CV (%) 

The costs associated with managing outsourcing vendors have 

been justified by the benefits. 

3.80 0.70 18.42 

Vendor management costs have not significantly impacted the 

overall savings from outsourcing. 

3.75 0.75 20.00 

The process of managing outsourcing vendors is efficient and 

cost-effective. 

3.70 0.80 21.62 

Nepal Telecom has successfully controlled vendor management 

costs related to outsourcing. 

3.60 0.85 23.61 

Outsourcing has not led to an unexpected increase in vendor 

management costs. 

3.65 0.78 21.37 

Table 13 provides descriptive data on vendor management costs at Nepal Telecom related 

to outsourcing. Overall, respondents agree that the costs of managing outsourcing 

vendors are justified by the benefits (mean is 3.80, CV is 18.42%), indicating a strong 

consensus with low variability. Similarly, respondents believe vendor management costs 

have not significantly impacted the overall savings from outsourcing (mean is 3.75, CV 
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is20.00%). The efficiency and cost-effectiveness of the vendor management process are 

also viewed positively (mean is 3.70, CV is 21.62%). While there is moderate agreement 

that Nepal Telecom has successfully controlled these costs (mean is 3.60), the slightly 

higher variability (CV is 23.61%) suggests some differing opinions. Lastly, the 

perception that outsourcing has not led to unexpected increases in vendor management 

costs (mean is 3.65, CV is 21.37%) reinforces the overall positive outlook on the cost 

management of outsourcing vendors. 

4.2.6 Operating Costs 

Operating costs are the expenses associated with the day-to-day functioning of a 

business, including rent, utilities, salaries, and materials. Managing operating costs 

efficiently is essential for profitability. Organizations often seek to minimize these costs 

while maintaining service quality and operational effectiveness to achieve sustainable 

growth and competitiveness. 

Table 14 

Descriptive Data for Operating Costs 

Statement Mean SD CV (%) 

Outsourcing has significantly reduced the overall operating costs 

of Nepal Telecom. 

3.85 0.70 18.18 

The cost savings from outsourcing have outweighed any 

additional expenses incurred. 

3.70 0.80 21.62 

Outsourcing has resulted in more predictable and manageable 

operating costs. 

3.75 0.75 20.00 

Nepal Telecom's operating costs have decreased since 

outsourcing services. 

3.65 0.85 23.29 

The reduction in operating costs due to outsourcing has 

positively impacted the company's financial performance. 

3.70 0.78 2 

Table 14 presents descriptive data on the impact of outsourcing on operating costs at 

Nepal Telecom, showing a generally positive perception of cost savings. The highest 

agreement is that outsourcing has significantly reduced overall operating costs (mean is 

3.85, CV is 18.18%), with low variability in responses. Respondents also believe that 

outsourcing has resulted in more predictable and manageable operating costs (mean 
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is3.75, CV is 20.00%) and that cost savings have outweighed any additional expenses 

(mean is 3.70, CV is 21.62%). While there is agreement that operating costs have 

decreased since outsourcing (mean is 3.65), the higher coefficient of variation (CV is 

23.29%) suggests more variability in opinions. Finally, the reduction in operating costs is 

seen as positively affecting the company's financial performance (mean is 3.70), though 

the CV is missing for this statement, leaving some uncertainty about response 

consistency. 

4.3 Inferential Analysis 

Inferential analysis involves using statistical methods to make inferences or 

generalizations about a population based on a sample of data. It extends beyond 

descriptive statistics, aiming to draw conclusions about the population from which the 

sample was taken. Inferential analysis typically includes hypothesis testing, confidence 

intervals, and various models like regression analysis. By examining the relationships and 

differences among variables, this analysis helps to determine whether observed patterns 

in the sample data are likely to exist in the broader population or if they occurred by 

chance. It is a crucial part of research that guides decision-making and predictions based 

on data. 

4.3.1 Descriptive Statistics 

Descriptive statistics summarize and describe the main features of a dataset, providing a 

simple overview of the sample and the measures. It includes metrics like mean, median, 

mode, standard deviation, and variance, which help to understand the central tendency, 

dispersion, and overall distribution of the data. These statistics are used to present large 

amounts of data in a manageable form, offering insights into patterns, trends, and 

anomalies within the data. 
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Table 15 

Descriptive Statistics of variables 

 N Minimum Maximum Mean Std. Deviation 

Manpower Reduction 384 1.0 5.2 2.638 .7520 

Labor Costs 384 1.0 3.4 2.163 .5613 

Service Quality 384 1.0 3.6 2.178 .6239 

Efficiency of Operations 384 1.6 5.0 3.058 .8888 

Vendor Management 

Costs 

384 1.0 3.0 2.154 .4566 

Operating Costs 384 1.0 4.0 2.536 .6301 

Valid N (listwise) 384     

The descriptive statistics in Table 15 provide an overview of key variables related to 

outsourcing at Nepal Telecom. The sample size for each variable is 384, with the mean 

values offering insights into the general trends observed. Manpower reduction has a mean 

of 2.638, indicating moderate levels of employee reduction post-outsourcing, with a 

standard deviation of 0.7520, reflecting some variation in responses. Labor costs and 

vendor management costs both have relatively lower means (2.163 and 2.154, 

respectively), suggesting that outsourcing has effectively controlled these expenses, with 

low standard deviations indicating consistent responses. Service quality has a mean of 

2.178, showing that, on average, respondents feel outsourcing has maintained or slightly 

improved service quality, but with some variation. Efficiency of operations has the 

highest mean (3.058), implying that outsourcing has had a positive impact on operational 

efficiency, though with wider variation among respondents. Finally, operating costs have 

a mean of 2.536, reflecting moderate cost control through outsourcing. 

4.3.2 Correlation Analysis 

Correlation analysis measures the strength and direction of the linear relationship 

between two or more variables. It is typically expressed by a correlation coefficient, 

ranging from -1 to 1, where values closer to 1 or -1 indicate a strong positive or negative 

correlation, respectively. This analysis helps to determine whether an increase or 
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decrease in one variable is associated with an increase or decrease in another variable, but 

it does not imply causation. 

Table 16  

Correlation Analysis of Variables 

 Manpower 

Reduction 

Labor 

Costs 

Service 

Quality 

Efficiency 

of 

Operations 

Vendor 

Management 

Costs 

Operating 

Costs 

Manpower 

Reduction 

1      

Labor Costs .582** 1     

Service Quality .532** .455** 1    

Efficiency of 

Operations 

.193** .211** .081 1   

Vendor 

Management 

Costs 

.537** .551** .504** .019 1  

Operating 

Costs 

.229** .392** .287** .461** .222** 1 

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

Table 16 presents the correlation analysis between various variables related to 

outsourcing at Nepal Telecom, highlighting significant relationships at the 0.01 level. 

Manpower reduction shows a strong positive correlation with both labor costs (r = 0.582) 

and service quality (r = 0.532), indicating that as manpower decreases, labor costs and 

service quality tend to improve. Similarly, labor costs have significant positive 

correlations with vendor management costs (r = 0.551) and operating costs (r = 0.392), 

suggesting that managing labor and vendor-related costs effectively contributes to 

lowering overall operating costs. 

Efficiency of operations shows a moderate positive correlation with operating costs (r = 

0.461), implying that increased operational efficiency leads to lower costs. However, its 

correlations with manpower reduction (r = 0.193) and labor costs (r = 0.211) are weaker, 

indicating a smaller but still significant relationship. Vendor management costs correlate 
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strongly with service quality (r = 0.504), signifying that good vendor management can 

sustain or enhance service standards. Overall, the analysis suggests that reducing 

manpower, managing labor, and vendor costs are critical to achieving lower operating 

costs while maintaining efficiency and service quality. 

4.3.3 Regression Analysis 

Regression analysis is a statistical technique used to examine the relationship between a 

dependent variable and one or more independent variables. It estimates the strength and 

direction of the relationships, providing a model that can predict the dependent variable 

based on the values of the independent variables. Regression analysis can be simple (one 

independent variable) or multiple (several independent variables), and it's crucial for 

understanding how different factors influence the outcome of interest. 

ANOVA (Analysis of Variance) 

ANOVA is a statistical method used to compare the means of three or more groups to see 

if there are significant differences among them. It assesses the overall variance within the 

data and partitions it into variance due to the groups and variance due to random error. 

ANOVA is particularly useful in experimental designs and is often followed by post-hoc 

tests to identify which specific groups differ. 

Table 17 

ANOVA of variables 

Model R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 .573a .329 .320 .5196 .329 37.037 5 378 .000 

a. Predictors: (Constant), Vendor Management Costs, Efficiency of Operations, 

Service Quality, Labor Costs, Manpower Reduction 

 

Table 17 presents the ANOVA results for the regression analysis, indicating a moderate 

correlation (R = 0.573) between the predictors and the dependent variable. The R Square 

value of 0.329 shows that about 32.9% of the variance in the dependent variable is 

explained by the predictors: Vendor Management Costs, Efficiency of Operations, 
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Service Quality, Labor Costs, and Manpower Reduction. The Adjusted R Square of 0.320 

confirms this finding while accounting for the number of predictors. The significant F 

Change of 37.037 (p < 0.000) demonstrates that the model significantly improves the 

understanding of operational dynamics at Nepal Telecom. 

Model Summary 

The model summary provides key metrics that summarize the performance of a 

regression model. It typically includes the R-squared value, which indicates the 

proportion of variance in the dependent variable explained by the independent variables, 

and the Adjusted R-squared, which adjusts for the number of predictors in the model. 

This summary helps to assess how well the model fits the data and its predictive 

accuracy. 

Table 18 

Model Summary of Variables 

Model Sum of 

Squares 

df Mean Square F Sig. 

1 Regression 50.001 5 10.000 37.037 .000b 

Residual 102.063 378 .270   

Total 152.064 383    

a. Dependent Variable: Operating Costs 

b. Predictors: (Constant), Vendor Management Costs, Efficiency of Operations, 

Service Quality, Labor Costs, Manpower Reduction 

 

Table 18 provides the model summary for the regression analysis examining the 

predictors of operating costs. The regression model explains a sum of squares of 50.001 

with 5 degrees of freedom, resulting in a mean square of 10.000. The F-statistic of 37.037 

indicates a strong relationship between the predictors (Vendor Management Costs, 

Efficiency of Operations, Service Quality, Labor Costs, and Manpower Reduction) and 

the dependent variable, which is operating costs. The significance value (p < 0.000) 

confirms that the model is statistically significant, indicating that the predictors 

collectively contribute to explaining the variance in operating costs at Nepal Telecom. 

The residual sum of squares is 102.063, with 378 degrees of freedom, suggesting that the 
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model has accounted for a substantial portion of the total variability in operating costs 

(152.064). 

Coefficients 

Co-efficients in regression analysis represent the estimated change in the dependent 

variable for each unit change in the independent variable, holding all other variables 

constant. They indicate the direction (positive or negative) and magnitude of the 

relationship between the predictor and outcome variables. The significance of each 

coefficient is often tested using t-tests, and the results help determine which variables 

have a statistically significant impact on the dependent variable. 

Table 19 

Regression analysis of variables 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 (Constant) .742 .159  4.672 .000 

Manpower 

Reduction 

-.106 .048 -.127 -2.196 .029 

Labor Costs .309 .063 .275 4.870 .000 

Service Quality .176 .053 .175 3.318 .001 

Efficiency of 

Operations 

.293 .031 .413 9.419 .000 

Vendor Management 

Costs 

.059 .077 .043 .767 .444 

a. Dependent Variable: Operating Costs 

 

Table 19 presents the results of a regression analysis examining the impact of various 

factors on operating costs at Nepal Telecom. The model shows a significant constant (B 

is 0.742, p < 0.001), indicating a baseline effect. Among the independent variables, 

manpower reduction has a negative and significant relationship with operating costs (B is 

-0.106, p is 0.029), suggesting that reducing manpower slightly increases operating costs. 

Labor costs (B is 0.309, p < 0.001), service quality (B is 0.176, p is 0.001), and efficiency 
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of operations (B is 0.293, p < 0.001) all have significant positive impacts, meaning 

improvements in these areas lead to reduced operating costs. However, vendor 

management costs (B is 0.059, p is 0.444) are not significantly associated with operating 

costs, indicating they have minimal impact. Overall, the analysis highlights the 

importance of labor costs, service quality, and operational efficiency in controlling 

operating costs at Nepal Telecom. 

4.4 Discussion 

In comparison to the broader literature, the results of Nepal Telecom’s regression 

analysis largely support the established findings on the benefits and challenges of 

outsourcing. The significant reduction in labor costs and improvements in operational 

efficiency are in line with findings from studies by Smith & Roberts (2018), Wilson & 

Hall (2020), and Nguyen & Patel (2024), all of whom highlighted cost and efficiency 

improvements as key advantages of outsourcing. 

The regression analysis shows a negative and significant impact of manpower reduction 

on operating costs (B = -0.106, p = 0.029), suggesting that reducing the workforce 

through outsourcing has minimal savings in the overall operating costs, and might even 

be slightly counterproductive. This aligns with findings from Smith & Jones (2015), 

Brown & Green (2017), and Garcia & Lewis (2024), who noted that outsourcing HR 

functions often leads to internal job losses, reduced morale, and organizational culture 

disruptions. These negative workforce impacts can offset some of the cost-saving benefits 

of outsourcing, as seen in Nepal Telecom’s case, where reducing manpower does not 

translate to proportional reductions in operating costs. Similarly, Smith & Adams (2022) 

also emphasized the importance of managing workforce morale and security post-

outsourcing to maintain productivity, echoing the sentiment that workforce reduction 

alone doesn't guarantee financial improvements. 

Labor costs were found to have a significant positive impact on reducing operating costs 

(B = 0.309, p < 0.001), indicating that outsourcing labor-related functions yields 

substantial cost savings for Nepal Telecom. This is consistent with Johnson & Lee (2016) 

and Davis & Thompson (2019), who found that outsourcing labor-intensive services, 

such as IT or payroll, leads to significant cost reductions due to lower wages and the 

conversion of fixed costs into variable ones. However, Anderson & White (2020) and 
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Martinez & Liu (2021) caution that vendor management and hidden costs, such as those 

associated with negotiating contracts, can sometimes offset these savings. In Nepal 

Telecom's case, while labor costs contribute significantly to savings, effective 

management of these relationships remains critical, as suggested by the literature. 

Service quality has a positive and significant relationship with reducing operating costs 

(B = 0.176, p = 0.001). This finding supports the idea that outsourcing enhances the 

quality of services, leading to cost savings by streamlining processes and improving 

efficiency. Smith & Roberts (2018) and Brown & Walker (2023) observed similar 

outcomes, noting that outsourcing, when done well, can improve both operational 

efficiency and service quality through specialized skills and processes. However, these 

authors also emphasized the need for careful management to avoid potential lapses in 

quality. The results from Nepal Telecom show that managing service quality is a key 

factor in reducing costs, suggesting that the company has effectively managed 

outsourcing partnerships to maintain high standards. 

The most significant variable affecting operating costs in Nepal Telecom’s case is 

operational efficiency (B = 0.293, p < 0.001). This finding is consistent with a wide body 

of literature, including Mitchell & Parker (2019), Taylor & Edwards (2019), and Wilson 

& Hall (2020), who argue that outsourcing non-core functions allows organizations to 

focus on their core competencies, leading to improved efficiency. In line with Nguyen & 

Patel (2024), who found that outsourcing generally enhances performance, the case of 

Nepal Telecom demonstrates that operational efficiency gains are one of the most 

substantial benefits of outsourcing, contributing directly to cost reductions. 

In contrast to the other variables, vendor management costs were found to be 

insignificant in their impact on operating costs (B = 0.059, p = 0.444), suggesting that 

these costs neither significantly increase nor decrease operating costs in Nepal Telecom’s 

case. This finding is somewhat surprising, as authors like Johnson & Lee (2016) and 

Anderson & White (2020) emphasized the hidden costs associated with vendor 

management, which can sometimes offset the savings from outsourcing. However, the 

insignificant impact seen in this regression might indicate that Nepal Telecom has 

successfully managed vendor relationships to the extent that these costs do not materially 

affect their operating budget. Davis & Nguyen (2023) similarly highlighted the 
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importance of effective contract management and oversight to prevent cost overruns, 

which seems to align with Nepal Telecom’s ability to control these expenses. 
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CHAPTER-V 

SUMMARY AND CONCLUSION 

5.1 Summary 

The primary objective of this study is to evaluate the impact of outsourcing services on 

the manpower and operating costs of Nepal Telecom. Outsourcing, a common strategic 

practice in organizations aiming to streamline operations, reduce costs, and improve 

service efficiency, has been widely implemented in telecommunications. This study seeks 

to understand how outsourcing affects two critical components of Nepal Telecom's 

operations: the reduction in manpower and overall operating costs. Specifically, the study 

assesses whether outsourcing non-core functions has led to measurable savings in labor 

and operational expenses, while also considering potential impacts on service quality, 

efficiency, and vendor management costs. 

The literature on outsourcing reveals diverse effects on manpower and operational costs, 

with both benefits and challenges highlighted. According to Smith & Jones (2015), 

outsourcing HR functions often leads to staff reductions but raises concerns about 

employee morale and organizational culture. Johnson & Lee (2016) and Anderson & 

White (2020) suggest that outsourcing can lead to significant cost savings but also warn 

of hidden costs, such as those related to vendor management and integration challenges. 

Studies by Smith & Roberts (2018) and Brown & Walker (2023) demonstrate that 

outsourcing can improve operational efficiency, provided that relationships with 

outsourcing partners are effectively managed. 

In contrast, other researchers, such as Brown & Green (2017), emphasize the potential 

negative effects of outsourcing on internal workforce morale, noting that job 

displacement can create insecurity among remaining employees. Studies by Taylor & 

Edwards (2019) and Wilson & Hall (2020) suggest that while outsourcing often results in 

cost reductions and operational flexibility, it also requires rigorous management to ensure 

service quality and alignment with strategic goals. 

This study uses both qualitative and quantitative methods to examine the impact of 

outsourcing on manpower and operating costs at Nepal Telecom. The research includes a 

regression analysis to explore the relationship between key variables, including 

manpower reduction, labor costs, service quality, operational efficiency, and vendor 
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management costs, in relation to overall operating costs. Data were collected through 

surveys distributed to Nepal Telecom employees, management, and key stakeholders 

involved in the outsourcing process. Descriptive statistics were used to provide an 

overview of responses, while the regression analysis offered a deeper understanding of 

how outsourcing variables influenced the company's financial performance. 

The findings of the study indicate that outsourcing at Nepal Telecom has led to a 

moderate reduction in manpower, but this has not significantly decreased operating costs. 

In fact, there is evidence that simply cutting the workforce has not translated into 

substantial financial savings, suggesting that other factors, such as hidden costs or 

reduced morale, may play a role. On the other hand, outsourcing has been highly 

effective in reducing labor costs, allowing Nepal Telecom to convert fixed labor expenses 

into variable ones and achieve significant savings. Additionally, the quality of services 

provided by the company has either improved or remained consistent, indicating that 

outsourcing has not negatively impacted service standards. Furthermore, outsourcing has 

enhanced the overall efficiency of operations, enabling the company to focus on core 

activities and streamline processes. The study also reveals that vendor management costs 

have been controlled effectively, and these expenses have not undermined the financial 

benefits of outsourcing. Overall, outsourcing has led to improved cost management, 

service quality, and operational efficiency at Nepal Telecom, although manpower 

reduction alone has not yielded the expected cost reductions. Effective management of 

outsourcing relationships remains crucial for maximizing benefits. 

5.2 Conclusion 

The study was conducted with three key objectives: (i) to examine the impact of 

outsourcing on the manpower structure and employment levels at Nepal Telecom, (ii) to 

analyze the relationship between manpower reduction, labor costs, service quality, 

efficiency of operations, vendor management costs, and operating costs, and (iii) to 

assess the overall impact of these factors on Nepal Telecom's operations and financial 

performance. The conclusions drawn from the study address these objectives, providing 

insight into the effects of outsourcing on Nepal Telecom’s workforce and overall 

operational efficiency. 
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Outsourcing at Nepal Telecom has led to a moderate reduction in manpower, but this 

decrease in employment levels has not resulted in substantial cost savings. While some 

functions that were previously handled in-house are now managed by external service 

providers, the expected financial relief from workforce reduction has been limited. This 

indicates that the reduction in manpower does not necessarily correlate with a 

proportional decrease in operational expenses. Other factors, such as potential disruptions 

in organizational workflow and hidden costs related to managing fewer employees, may 

offset the expected benefits. Furthermore, outsourcing has changed the composition of 

the workforce, shifting a significant portion of operational duties to external vendors, thus 

altering the internal employment structure without achieving optimal cost efficiency. 

The study establishes clear relationships between the various factors impacted by 

outsourcing. First, it is evident that labor cost reduction is one of the primary advantages 

of outsourcing. By moving non-core functions to external vendors, Nepal Telecom has 

been able to reduce its internal labor costs significantly, transforming fixed costs into 

variable expenses. This transformation allows the company to manage labor costs more 

flexibly, particularly in periods of fluctuating demand. 

However, manpower reduction alone does not lead to cost efficiency. The analysis shows 

that simply cutting workforce numbers does not reduce overall operating costs, 

suggesting that other elements like employee productivity and potential disruptions in 

workflow are influential. Moreover, service quality has remained consistent or even 

improved, indicating that outsourcing non-core functions has allowed Nepal Telecom to 

maintain high standards in its services without sacrificing customer satisfaction. 

In terms of efficiency of operations, outsourcing has brought notable improvements. 

Delegating secondary tasks to specialized vendors has streamlined internal processes, 

enabling Nepal Telecom to focus more on its primary business activities. This has led to 

enhanced agility and a more streamlined operational structure, key factors in a 

competitive industry. 

One of the less impactful areas identified in the study was vendor management costs. 

Although managing external vendors comes with additional expenses, these costs have 

not significantly undermined the overall financial benefits of outsourcing. Effective 

management of outsourcing contracts and relationships has helped Nepal Telecom 
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control vendor management costs, ensuring that these do not offset the savings gained 

from outsourcing. 

The overall impact of outsourcing on Nepal Telecom has been largely positive, though 

complex. The company has achieved significant reductions in labor costs and has 

enhanced operational efficiency, both of which contribute positively to its financial 

performance. However, the reduction in manpower has not been as impactful as initially 

expected in terms of cost savings, indicating that simply cutting jobs is not a sufficient 

strategy for improving cost efficiency. 

The maintenance of service quality despite outsourcing is one of the most significant 

findings of the study. Access to specialized skills and external expertise through 

outsourcing partners has allowed Nepal Telecom to sustain or even improve its service 

standards, an essential factor in customer retention and satisfaction. 

In conclusion, outsourcing has had a positive but nuanced impact on Nepal Telecom’s 

operations. While labor costs have decreased, the direct link between workforce 

reduction and cost savings is weaker than anticipated. The real value of outsourcing lies 

in the ability to reduce labor costs, improve operational efficiency, and maintain service 

quality. To maximize the benefits of outsourcing, Nepal Telecom must continue to 

manage its vendor relationships effectively and carefully balance workforce reductions 

with operational needs. This strategy will enable the company to sustain long-term 

financial and operational gains from outsourcing. 

5.3 Implications 

The findings from the study on outsourcing at Nepal Telecom have several important 

implications for the company’s strategic decision-making, human resource management, 

and overall operational efficiency. These implications extend to both the immediate 

business context of Nepal Telecom and broader organizational practices in the 

telecommunications industry. 

1. Strategic Decision-Making on Outsourcing 

The study highlights the need for Nepal Telecom to approach outsourcing as part of a 

broader, well-integrated strategy rather than as a standalone cost-saving measure. While 

outsourcing has successfully reduced labor costs and improved efficiency, the expected 

financial savings from manpower reduction have not materialized as strongly as 
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anticipated. This suggests that future outsourcing decisions should consider factors 

beyond workforce reduction, such as the alignment of outsourcing with core business 

objectives and the potential impact on organizational culture. Moreover, careful 

consideration must be given to how outsourcing affects not just costs but also the overall 

flexibility, responsiveness, and competitiveness of the company in a dynamic industry. 

2. Human Resource Management and Workforce Planning 

For human resource managers, the study underscores the importance of balancing 

workforce reduction with employee morale, productivity, and the long-term sustainability 

of the organizational structure. Nepal Telecom’s experience shows that reducing 

manpower alone does not necessarily lead to cost efficiency and may introduce hidden 

costs, such as reduced employee engagement and increased pressure on the remaining 

staff. HR strategies should focus on managing transitions smoothly and maintaining clear 

communication with employees to mitigate the negative effects of outsourcing on morale. 

Additionally, workforce planning must consider the skills gap that could arise from 

outsourcing certain functions, as the need for upskilling or reskilling the remaining 

workforce may become critical. 

3. Vendor Relationship and Contract Management 

The study’s findings that vendor management costs have not significantly undermined 

the benefits of outsourcing imply that effective contract and vendor management is 

crucial. Organizations like Nepal Telecom should continue to invest in developing robust 

systems for managing outsourcing relationships, including detailed service level 

agreements (SLAs), clear communication channels, and strong oversight mechanisms. 

This will ensure that the potential risks, such as rising vendor costs or service quality 

issues, are mitigated, and the organization continues to benefit from outsourcing 

arrangements. 

4. Maintaining Service Quality Amid Outsourcing 

One of the most significant positive findings of the study is that outsourcing has not 

negatively affected service quality. For telecommunications companies, where customer 

satisfaction is directly tied to service delivery, this implies that outsourcing non-core 

activities can be done without sacrificing service standards. However, it also emphasizes 

the need for stringent monitoring of outsourced services to ensure that external providers 
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meet the quality expectations of the organization. This is crucial in maintaining customer 

trust and loyalty, which are vital for competitive advantage in the telecommunications 

industry. 
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Appendix 

Questionnaire 

 

I am a student of ShankerDevCampus, Tribhuvan University carrying out a dissertation 

on “Outsourcing of services in Nepal Telecom for Reducing the Manpower and 

Operating Cost”. This questionnaire has been designed to help gather data on the 

research. You have been selected as one of the respondents in the study. Kindly assist in 

providing data by answering the questions below as accurately as possible. The 

information collected shall be used solely for academic purposes only and strict 

confidentiality is assured. It is highly appreciated if you could take out some 10-15 

minutes of your precious time and fill this questionnaire. Your kind consideration is 

expected. 

Thanking You 

Rabin Tamang 

 

1. Personal details 

a) Respondent Name (optional): ……………………………………………….... 

Please put a tick [√] mark in the space provided or fill according to the specific 

instruction given. 

b) Gender 

Male                                 Female    

c) Age   

 25-29                            30-39                       40-49                    50 and above           

d) Professional Experience (in years) 

Less than 5          5-9                 10-15                    More than 15   

e) Respondent 

f)  

Officer       Manager      Director                          Vendor  

 

g) Education 

 Graduate        Masters       Others 
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. Information Regarding Manpower Reduction, Labor Costs, Service Quality, 

Efficiency of Operations, Vendor Management Costs: 

(Please indicate your agreement with each item by placing the tick mark ( ) in the rating 

value column.) 1is Strongly Agree, 2 is Agree, 3isAgree to Some Extent,  

 4 is Disagree, 5is Strongly Disagree 

S. N. Heading \ Statement Rating value 

2.1 Manpower Reduction 1 2 3 4 5 

a) 
Outsourcing has led to a noticeable reduction in the number of 

employees at Nepal Telecom. 
     

b) 
The reduction in manpower due to outsourcing has been handled 

effectively by the company. 
     

c) 
Outsourcing has allowed Nepal Telecom to reduce its dependency 

on in-house staff for non-core activities. 
     

d) 
The reduction in manpower has not adversely affected the 

company’s operations. 
     

e) 
The workforce reduction through outsourcing has led to better 

allocation of human resources within Nepal Telecom. 
     

2.2 
Labor Costs 

 
1 2 3 4 5 

a) 
Outsourcing has effectively reduced the labor costs for Nepal 

Telecom. 
     

b) 
The savings in labor costs due to outsourcing have been 

significant. 
     

c) Outsourcing has helped in managing labor costs more efficiently.      

d) 
The reduction in labor costs from outsourcing has not 

compromised employee satisfaction. 
     

e) 
Nepal Telecom has been able to reallocate saved labor costs to 

other critical areas due to outsourcing. 
     

2.3  Service Quality      
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a) 
Outsourcing has led to an improvement in the quality of services 

provided by Nepal Telecom. 
     

b) 
The quality of services has remained consistent after outsourcing 

certain operations. 
     

c) 
Customers have reported better service experiences since the 

implementation of outsourcing. 
     

d) 
Outsourcing has not negatively affected the service quality of 

Nepal Telecom. 
     

e) 
The outsourcing partners have met the service quality standards 

set by Nepal  
     

2.4 Efficiency of Operations 1 2 3 4 5 

a) 
Outsourcing has led to more efficient operations at Nepal 

Telecom. 
     

b) 
The efficiency gains from outsourcing have contributed to better 

overall performance. 
     

c) 
Outsourcing non-core functions has allowed Nepal Telecom to 

focus on its primary business activities. 
     

d) 
The decision to outsource has streamlined the operational 

processes of Nepal Telecom. 
     

e) 
Nepal Telecom’s operations have become more agile due to 

outsourcing. 
     

2.5 
Vendor Management Costs 

 
1 2 3 4 5 

a) 
The costs associated with managing outsourcing vendors have 

been justified by the benefits. 
     

b) 
Vendor management costs have not significantly impacted the 

overall savings from outsourcing. 
     

c) 
The process of managing outsourcing vendors is efficient and 

cost-effective. 
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d) 
Nepal Telecom has successfully controlled vendor management 

costs related to outsourcing. 
     

e) 
Outsourcing has not led to an unexpected increase in vendor 

management  
     

 

3. Information Regarding Decision- Operating Costs 

(Please indicate your agreement with each item by placing the tick mark ( ) in the rating 

value column.) 1is Strongly Agree, 2 is Agree, 3isAgree to Some Extent, 

  4 is Disagree, 5is Strongly Disagree 

S. N. Heading \ Statement Rating value 

3.1 Operating Costs 1 2 3 4 5 

a) 
1. Outsourcing has significantly reduced the overall operating 

costs of Nepal Telecom. 
     

b) 
2. The cost savings from outsourcing have outweighed any 

additional expenses incurred. 
     

c) 
3. Outsourcing has resulted in more predictable and 

manageable operating costs. 
     

d) 
4. Nepal Telecom's operating costs have decreased since 

outsourcing services. 
     

e) 
5. The reduction in operating costs due to outsourcing has 

positively impacted the company's financial performance. 
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