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Abstract  

Banking sector performs a pivotal role in capital formation, which is essential 

for the economic development of a country. However, the sector in Nigeria 

have been experiencing cut-throat competition from both local and 

multinational banks. This has necessitated the adoption of various strategies 

such as outsourcing to increase their efficiency and remain competitive. This 

study therefore investigates the effect of strategic outsourcing on the 

performance of Nigerian banks with specific reference to the selected banks 

in Osogbo metropolis. Specifically, the study determines the extent of strategic 

outsourcing by Nigerian banks, examines the effect of strategic outsourcing 

on deposit mobilization of Nigerian banks, examines the effect of strategic 

outsourcing on bank’s profitability in Nigerian banks and identifies the 

challenges of outsourcing strategy faced by Nigerian banks. Survey research 

design was adopted in the study among 100 staff members of selected banks 

in Osogbo metropolis, Osun State. Data analysis was performed with the aid 

of simple percentage, mean and Ordinary Least Square (OLS). Result reveals 

that security services, catering services, advertising and marketing, 

recruitment services and training of employee services are fully sourced by 

Nigerian banks.  Result further reveals that strategic outsourcing has 

significant effect on deposit mobilization (F = 139.254; β = 0.766; t = 11.801; 

P < 0.005) and banks’ profit level (F = 49.776; β = 0.580; t = 7.055; P < 0.005) 

respectively. Result also indicates that risk of exposing confidential data, fear 

of losing management control, security risks, inability to develop clear 

objectives, share financial burdens, reduce quality control, company's 
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attachment to its brand and processes and lack of top management support 

are the major challenges confronting the implementation of strategic 

outsourcing in Nigerian banks. Subsequently, the study recommends that 

management should use outsourcing as a strategic tool to free up the 

company’s resources so as to focus on its core competencies and banks that 

outsource should continue to monitor the contractor’s activities and establish 

constant communication. 

 

Keywords: Strategic, Outsourcing, Bank, Profitability, Deposit Mobilization, 

NDIC, CBN 

 

Introduction 

Banking sector performs a pivotal role in capital formation, which is essential 

for the economic development of a country. They are acting not only as the 

custodian of the wealth of the country but also as resources of the country, 

which are necessary for the economic development of a nation. The general 

role of commercial banks is to provide financial services to general public and 

business, ensuring economic and social stability and sustainable growth of the 

economy. Globally, there is no nation can experience sustainable development 

without sound financial system. In Nigeria, the sector has witnessed several 

cases of collapses due to inadequate supervisory structures, as they were 

cases of official recklessness amongst managers, and the industry was 

notorious for financial abuse due to unethical practices, insider abuses, poor 

quality services and employment of unqualified staff and unhealthily 

competitions.   

In order to checkmate this menace aforementioned scenario, federal 

government via regulatory authorities such as Nigeria Deposit Insurance 

Corporation (NDIC) and Central Bank of Nigeria (CBN) launched a modern 

corporate governance, which is in line with International standard setting 

agencies such as the International Organisation of Securities Commission 

(IOSCO), the World Bank, the OECO and the United Nations to emphasize the 

need to harmonize and upgrade accounting standards, enhance the 

accountability of boards/management of corporate, timely and accurate 

disclosure of performances. In spite of this promising and commendable 

policy, most of the banks are still facing distressed syndrome, while some are 

still thinking of mergers and acquisitions. This is evidenced by revocation of 
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the operating licence of Skye bank by Central bank of Nigeria (CBN) coupled 

with the current merger and acquisition proposal between Access bank and 

Diamond bank.  In addition, recently, report reveals that the nine banks suffer 

decline in interest income ranging from 7.8 percent to 29.6 percent of their 

interest income in the 2018 operating year. This connotes that banks in 

Nigeria have been experiencing cut-throat competition from both local and 

multinational banks. This has necessitated the adoption of various strategies 

such as outsourcing to increase their efficiency and remain competitive. 

Strategic outsourcing is evidently documented in the management literature 

and acknowledged by strategists, scholars and professionals in developed 

nations as an alternative paradigm to organizational performance. According 

to Lilly, Gray and Virick (2005), strategic outsourcing improves different 

dimensions of organizational performance and is attractive to upper 

management. Strategic outsourcing helps organizations to increase focus on 

their core competencies. The strategic outsourcing of support activities allows 

the organizations to increase management attention and resource allotment 

to those tasks in which the firm has edge. This attention can improve 

performance and allows the organizations to be more efficient and innovative 

moreover, outsourcing helps to increase the “quality of work life”. Jobs 

become more meaningful for the staff when firms ensure focus on their core 

competencies (Bolat & Yilmaz, 2009).   

In this global financial competitive environment, Nigerian banks must focus 

on lean management strategies in order to focus on the core issues of their 

businesses for the sake of staying ahead of the competitors through the 

process of outsourcing. This involves reviewing the various activities of the 

business to determine what is core and what is none core in order to arrive at 

make or buy decisions. In this way the organization is able to decide on what 

to handle in-house, what to accomplish through strategic partnerships and 

what to outsource to third party professionals or experts (Kareem, 

Unachukwu and Okegbemi, 2018).  There are a number of studies that have 

focused on strategic outsourcing such as Ohikhena (2017), Musau (2016), 

Kamanga and Ismail (2016), Kenyon, Meixell and Westfall (2016), Vivian  and 

Christopher (2015), Machua (2014), Suraju and  Hamed (2013), Waweru and 

Kalani (2009),  Barako and Gatere (2008). All these studies are foreign and 

their findings may not applicable to Nigeria due to social and environmental 

factors. Only few available studies in Nigeria such as Kareem, Unachukwu and 
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Okegbemi, (2019) and Akinbola, Ogunnaike and Ojo (2013) focused on 

Nigeria insurance companies and fast food industry respectively, while  

Ohikhena (2017) focused on human resource outsourcing which is one of the 

strategic outsourcing dimensions. By implication, the construct is yet to be 

explored in Nigerian banking industry. This current study intends to fill the 

gap in literature by examining the effect of strategic outsourcing on the 

performance of Nigerian banks. 

 

Research Questions 

i. What is the extent of strategic outsourcing in Nigerian banks?  

ii. To what extent does strategic outsourcing improve deposit 

mobilization in Nigerian banks?  

iii. To what extent does strategic outsourcing improve bank’s 

profitability in Nigerian banks?  

iv. What are the challenges of strategic outsourcing faced by Nigerian 

banks? 

 

Research Objectives 

The main objectives of this study are to; 

i. Determine the extent of strategic outsourcing in Nigerian banks. 

ii. Examine the effect of strategic outsourcing on deposit mobilization 

of Nigerian banks. 

iii. Examine the effect of strategic outsourcing on bank’s profitability 

in Nigerian banks. 

iv.  Identify the challenges of outsourcing strategy faced by insurance 

companies in. 

 

Justification of the study 

This study is justified on the premise that strategic contracting has become a 

trending phenomenon in financial institutions in Nigeria. It is currently used 

by various financial institutions to deliver a wide array of products and 

services to reduce the costs and boost organizational performance. There 

plethora studies on the effect of outsourcing on organizational performance 

in both developed and developing countries, but in Nigeria concept, the 

construct is yet to be explored in baking sector. Thus, this study will serve as 

eye opener to Nigerian banks on how strategic outsourcing could be applied 
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in the area of cash management services, security services, recruitment 

services, account opening services, ATM and Point of sales services. Also, the 

findings would be useful to business and industry leaders, government 

agencies, religion organizations, and non-governmental organisation (NGO’s) 

when considering the option of outsourcing. 

 

The Concept of Strategic Outsourcing 

Outsourcing can be defined as the use by one company of another business to 

do particular tasks because it can do them more cheaply or effectively. 

Outsourcing was traditionally used mainly for downsizing and cost reduction 

at large corporations (Abraham & Taylor, 2006). Scholars advocate that 

outsourcing should be used as a strategic tool to deliver a forceful impact on 

corporate growth and financial stability (Holcomb & Hitt, 2007).  According 

to Lacey and Blumberg (2005), outsourcing is a reliance on external sources 

for manufacturing components and other value adding activities. According to 

Sako (2006), outsourcing can be defined as the act of one company 

contracting with another company to provide services that might otherwise 

be performed by in-house employees. It was further described as a contract 

service agreement in which an organization hires out all or part of its 

operations to an external company.  The major characteristics of outsourcing 

are; the activities initially performed in-house are transferred to an external 

party, the assets, knowledge and in some cases, people; there will be an 

external relationship between the parties involved over a long period of time, 

that in transferring the activity to the external party the buyer is exposed to a 

cost and a risk profile, both of which are new to the companies involved (Maku 

& Iravo, 2013).  

Quinn (1999) also describes strategic outsourcing as a process of engaging 

the services of a provider to manage essential tasks that would otherwise be 

managed by in-house personnel. This, when properly done, allows a business 

to plan the optimal utilization of its resources and capabilities to achieve the 

best advantage. It also improves the achievability of an organization’s 

strategic goals. This kind of outsourcing strategy can be utilized by any 

organization regardless of its size and has the effect of not only reducing the 

cost of operation but also providing an opportunity for optimal allocation of 

resources to the very necessary functions (Welch & Nayak, 1992) 
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The Concept of Organizational Performance 

The concept of organizational performance emanates from the concepts of 

efficiency and effectiveness.  According to Rosenzweig (2007), organisational 

performance is the actual output or results of an organisation as measured 

against its intended outputs (or goals and objectives). Pierre, Timothy, 

George, and Gerry (2009), however define organisational performance as the 

ability of an organisation to fulfil its mission through sound management, 

strong governance and a persistent rededication to achieving results. Effective 

nonprofits are mission-driven, adaptable, customer-focused, entrepreneurial, 

outcomes oriented and sustainable. Buchanan (2014) asserts that 

organizational performance can be measured by analyzing a company's 

performance as compared to its corporate goals and objectives based on three 

primary outcomes - financial performance, market performance and 

shareholder value performance. Businesses simply endeavor to perform well 

in a number of areas of organization. Most importantly, they strive to do well 

financially in terms of achieving superior profitability and realizing good 

returns on investment. In order to acquire as much market share as possible, 

it is imperative that companies produce a product that is in demand and offer 

it at a price that allows them to compete in the market. Finally, they need to 

perform well in terms of creating value for their shareholders by ensuring a 

sustainable level of growth and shareholder return.  In the context of this 

study, organizational performance will be measured by two components – 

deposit mobilization and profitability. 

 

Empirical Review 

There are divergent views on the relationship between strategic outsourcing 

and organisational performance. For instance, Kareem, Unachukwu and 

Okegbemi, (2019) examine the relationship between strategic outsourcing 

and the performance of insurance companies in Nigeria with specific 

reference to the selected insurance companies. Purposive sampling technique 

was used to select top 10 best ranking insurance companies in Nigeria and 

five (5) staff members were select from each 10 insurance company, totaling 

50 respondents as a sample size for the study.  A structured closed ended 

questionnaire designed for the study was used to collect the data from the 

respondents. Data analysis was performed with the aid of frequencies, 

percentages and correlation analysis.   
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Result reveals that strategic outsourcing has significant relationship with the 

performance of insurance companies in Nigeria.  Okechukwu and Okoronkwo 

(2018) assess the effect of outsourcing on the performance of selected quoted 

deposit money banks in Enugu State with regards to influence of loyalty of 

outsourced staff affect organizational productivity and the effect of job 

insecurity on organizational growth. Descriptive survey design was adopted 

in the study among 271 staff of selected money deposit banks in Enugu. The 

study hypotheses were tested using linear regression. The result of the study 

revealed that dual loyalty of outsourced staff negatively affects organizational 

productivity of selected deposit money banks in Enugu state, Nigeria and job 

insecurity significantly affects organizational growth. Ohikhena (2017) 

investigates the effect of Human Resource Outsourcing on the Customers in 

the Post-Consolidation Banks in Nigeria. Eleven banks out of the 21 Deposit 

Money Banks in Nigeria post consolidation were selected for the study. 

Spearman's Rank Correlation Coefficient was employed to analyze the data. 

The results indicate that there is a statistically significant rank correlation 

between lack of job satisfaction of outsourced staff in post-consolidation 

Nigerian banks and the quality of service delivery to customers and there is a 

statistically significant rank correlation between lack of commitment of 

outsourced staff to the goals of the post- onsolidation banks to which they are 

deployed and customer satisfaction.  

Musau (2016) examines the effect of outsourcing strategy on organisational 

performance with specific reference to fast moving consumer goods (FMCG) 

manufacturing industry in Kenya. The study was conducted in the period 

between September 2015 and April 2016. Result reveals that outsourcing has 

significant effect on organisational performance. In similar study, Kamanga, 

and Ismail (2016) study the effects of outsourcing on organisation 

performance in manufacturing sector in Kenyan firms. The study establishes 

that positive relationship exist between outsourcing and organisation 

performance. Vivian and Christopher (2015) examine the effect of 

Information Technology Outsourcing (ITO) practices  on the performance of 

banking sector in  Kenyan. The study further revealed that ITO has a positive 

and significant effect on financial performance, learning and growth, 

customer satisfaction and internal processes.  

Fan (2000) also conducted a study on strategic outsourcing among British 

companies. It was established that peripheral activities are the most 
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commonly outsourced with cost reduction being the main driver. A study 

carried out by on Commercial Banking Crises in Kenya established 

commercial banks in Kenya have since outsourced a number of non-core 

functions to third party providers to enable them focus on core activities of 

the organization. It was further clear that outsourcing is largely motivated by 

the need to overcome challenges and crises.  However, findings of Insinga and 

Werle (2000) and Yeboah (2013) are contrary to the previous studies. Their 

studies did not support the claim that strategic outsourcing has significant 

effect on organisation performance.  

 
Methodology 
Research Design: The survey research design and snowball technique were 
used because survey is relatively easy to administer and can be developed in 
less time.  
Sampling Technique and Sample Size: Five banks (Zenith Bank, First Bank Plc, 
UBA, Access Bank and Guaranty Trust Bank) were selected through purposive 
method. Judgmental sampling technique was also used to select Head of 
Operation, Accountant, Auditor, and Branch Manager from 5 branches each of 
the selected bank in Osogbo, Osun State, Nigeria, totaling 100 respondents as 
a sample size for the study. The choice of these banks is based on the fact that 
they are five banks ranked by Central Bank to hold over 60% of their total 
assets and also there are first set of banks to meet the required minimum 
shareholders fund of N25billion.  
Data collection Instrument: The data collection instruments for the study 
were structured questionnaires that comprised of strategic outsourcing 
Questionnaire (SOQ), Deposit Mobilization Questionnaire (DMQ) and Bank’s 
Profitability Questionnaire (BPQ). The scales were developed and validated 
by the researcher for the study.  
Validity of the Instrument: Face and content validity of the questionnaire was 

assumed through comments from experts in measurement and evaluation, 

while their constructive criticisms, advice and suggestions were seriously 

considered to ensure the validity of the instrument. The scales were subjected 

to further item analysis as to determine their psychometric soundness as 

indicated in Table 1 below: 

 

Table 1: Summary of Results of the Measurement Instruments Validation 

Scale  No of 

Items 

Meaning 

Bartlett 

KMO  Eigenvalue of 

the principal 

Component 

% of the 

Variance 

α  of 

Cronbach 
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Strategic 

Outsourcing 

Questionnaire 

(SOQ) 

7 p = .000 

(significant) 

0.79  3.012 71.21% 0.79 

Deposit  Mobilization 

Questionnaire 

(DMQ) 

5 p = .000 

(significant) 

0.75  2129 78.16% 0.77 

Bank’s Profitability 

Questionnaire (BPQ) 

6 p = .000 

(significant) 

0.74  1.970 69.89% 0.68 

 

From Table 1 above, factor loads of all the indicators are higher than 0.5 which 

shows that the questions highly explain the variance of their variables. This 

implies that the measurement model has high factor validity. 

Method of Data Analysis: Simple percentage, mean and Ordinary Least Square 

(OLS) were adopted for data analysis. 

 

Data Analysis, Results and Discussion 

Table 1: Strategic Outsourcing by Nigerian Banks 

Statement  Fully  Partially  Not 

outsourced 

Automated Teller Machine Services 30(30%) 60(60%) 10(10%) 

Account Opening Services 20(20%) 30(30%) 50(50%) 

Point of Sales Services 25(25%) 55(55%) 20 (20%) 

Cash management  services 20(20%) 30(30%) 50(50%) 

Recruitment services 70(10%) 20(20%) 10(70%) 

Training of employees 65(65%) 23(23%) 12(12%) 

Catering services 80(80%) 15(15%) 5(5%) 

Security services 85(85%) 12(12%) 3(3%) 

Advertising and Marketing 72(72%) 20(20%) 8(8%) 

Information technology  

applications 

25(25%)  

30(30%) 

45(45%) 

 

Table 1 indicates that majority of respondents agreed that about the five 

functions were fully outsourced by banks in Nigeria. The first is security 

services (85% of the respondents agreed), the second is catering services 

(80% of the respondents agreed), the third is advertising and marketing (72% 

of the respondent confirm), the fourth is the recruitment services (70% of the 
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respondents agreed), the fifty is the training of employee services (65% of the 

respondents agreed). The findings from the study further reveal that 

automated teller machine services (60% of the respondents agreed) and point 

of sales services (55% of the respondents agreed) were partially outsourced, 

while account opening services (50% of the respondents agreed), cash 

management services (50% of the respondents agreed) and information 

technology application (45% of the respondents agreed) were internally 

managed by most of Nigerian banks.  

 

Table 2: Effect of strategic outsourcing on deposit mobilization in Nigerian 

banks 

Model R R Square Adjusted R 

Square 

Std. Error of the 

Estimate 

Durbin-Watson 

1 .766a .587 .583 .38321 2.956 

Model Sum of 

Squares 

Df Mean Square F Sig. 

1 Regression 20.449 1 20.449 139.254 .000b 

Residual 14.391 98 .147   

Total 34.840 99    

Model Unstandardized Coefficients Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 (Constant) 1.314 .269  4.879 .000 

Strategic 

outsourcing 

.715 .061 .766 11.801 .000 

a. Dependent Variable: Deposit Mobilization 

 

Table 2 shows that strategic outsourcing (F = 139.254; β = 0.766; t = 11.801; 

P < 0.005) has positive and significant effect on deposit mobilization. Result 

also indicated that strategic outsourcing has 58.73% decisive effect on deposit 

mobilization. This implies that strategic outsourcing is strong predictor of 

deposit mobilization.  The implication of this result is that implementation of 

strategic outsourcing in Nigerian banks may enhance deposit mobilization. 
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Table 3: Effect of strategic outsourcing on bank’s profitability in Nigerian 

banks  

Model R R 

Square 

Adjusted 

R Square 

Std. Error of 

the Estimate 

Durbin-

Watson 

1 .580a .337 .330 .52441 .962 

Model Sum of 

Squares 

Df Mean Square F Sig. 

1 Regression 13.689 1 13.689 49.776 .000b 

Residual 26.951 98 .275   

Total 40.640 99    

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. 

Error 

Beta 

1 (Constant) 1.866 .369  5.063 .000 

Strategic 

outsourcing 

.585 .083 .580 7.055 .000 

a. Dependent Variable: Bank Profitability 

 

Table 3 reveals that strategic outsourcing (F = 49.776; β = 0.580; t = 7.055; 

P < 0.005) has positive and significant effect on bank profitability. Result also 

indicates that strategic outsourcing has 33.7% decisive effect on bank 

profitability. This implies that implementation of strategic outsourcing is a 

veritable tool to bank profitability.  The study corroborates Akeem et al 

(2109) findings that implementation of strategic outsourcing in financial 

institution is an alternative paradigm to financial institution performance. 

 

Table 4. Perceived challenges of strategic outsourcing in Nigerian banks 

Statement  Obs  Mean  Remark  Ranked  

Fear of Hidden Costs 100 3.58 Accepted  13th  

Risk of exposing confidential data 100 4.67 Accepted  1st 

Company's attachment to its brand and 

processes 

100 3.98 Accepted 7th  

Synchronizing the deliverables 100 3.87 Accepted 9th  

Security Risks 100 4.59 Accepted 3rd   
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Failure to recognize  outsourcing as a 

strategy 

100 3.75 Accepted 11th  

Risk Public Backlash 100 3.62 Accepted 12th  

Fear of Losing management control 100 4.52 Accepted 2nd  

Share Financial Burdens 100 4.14 Accepted 5th  

Resource deficiency 100 3.29 Accepted 14th  

Reduce Quality Control 100 4.08 Accepted 6th  

Lack of top management  support 100 3.92 Accepted 8th  

Resistance to change 100 3.80 Accepted 10th  

Inability to develop clear  Objectives 100 4.29 Accepted 4th  

Grand Mean 3.92  

 

From Table 4, the grand mean of 3.92 (larger than the criterion mean of 3.0) 

shows that respondents agreed that the above listed items are the challenges 

that confront strategic outsourcing in most of banks in Nigeria. Furthermore, 

results show that risk of exposing confidential data, fear of losing 

management control, security risks, inability to develop clear objectives, 

share financial burdens, reduce quality control, company's attachment to its 

brand and processes and lack of top management support are the major 

challenges confronting the implementation of strategic outsourcing in most of 

Nigerian banks.  

 

Conclusion and Recommendations 

The study investigates the effect of strategic outsourcing on the performance 

of Nigerian banks with specific selected banks. Specifically, the study 

determine the extent of strategic outsourcing by Nigerian banks, examines the 

effect of strategic outsourcing on deposit mobilization of Nigerian banks, 

examine the effect of strategic outsourcing on bank’s profitability in Nigerian 

banks and identify the challenges of outsourcing strategy faced by  Nigerian 

banks. Survey research design was adopted in the study among 100 staff 

members of selected banks in Osogbo Osun State. Data analysis was 

performed with the aid of Simple percentage, mean and Ordinary Least 

Square (OLS). Study establishes that security services, catering services, 

advertising and marketing, recruitment services and training of employee 

services are fully sourced by Nigerian banks.  Study further reveals that 

strategic outsourcing is major predictor of banks’ performance measured by 
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deposit mobilization and profitability. Study also confirms that risk of 

exposing confidential data, fear of losing management control, security risks, 

inability to develop clear objectives, share financial burdens, reduce quality 

control, company's attachment to its brand and processes and lack of top 

management support are the major challenges confronting the 

implementation of strategic outsourcing in most of Nigerian banks.  

Subsequently, the study recommends that management should use 

outsourcing as a strategic tool to free up the company’s resources so as to 

focus on its core competencies and that that banks that outsource should 

continue to monitor the contractor’s activities and establish constant 

communication. 
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