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Abstract

The objective of this study is to identify and understand the process and factors that influence the ‘second-order’
outsourcing decision in context of manufacturing firms in low cost developing countries. Usually, big
manufacturing suppliers receive more foreign manufacturing orders than they can handle with their existing
infrastructure, and then, transfer part of their manufacturing process to other smaller firms due to the lack of
internal capabilities and production factors. This study aims to identify factors that influence large manufacturing
suppliers to go for second-order sub-contracting. A simple questionnaire was developed to collect data and a total
of 126 responses were collected from mid-level managers of manufacturing outsourcing suppliers. The findings
revealed that access to inter-firm resources, company focus, and internal shortages of certain resources and
capabilities have significant effects on second-order outsourcing decisions. Both internal and external factors
influence managerial decisions and the managers need to evaluate both internal and external environment for
maximizing the benefits before adopting the outsourcing as a business strategy.

Keywords: competitive advantage, critical success factors, developing countries, manufacturing firm,
outsourcing

1. Introduction

In today’s world of ever increasing competition, organizations are forced to look for new ways to generate value
to survive in the global market. The world has embraced the phenomenon of outsourcing and firms have adopted
its principles to help them expand into new markets (Bertrand, 2010; Quinn, 2000). This perspective holds that
all activities unrelated to strategic core competencies should be transferred to third parties since economy of
scale allow specialized vendors to provide services at lower costs. Although the traditional outsourcing emphasis
on tactical benefits like cost reduction have recently been replaced by productivity and innovation (Mohiuddin &
Su, 2013a; Greer et al., 1999). However, Cost remains the most important challenge for manufacturing firms in
the way to enhance efficiency and productivity (Rashid et al., 2014). Manufacturing firms must produce with
lowest possible cost in order to be competitive in the market place and increase the market share and create
added value for the shareholder. Sudden downturn in demand of products of these firms may affect firms’
resources and investment as large suppliers are required to invest in their plants adequately for getting supply
orders from the lead buyers from the global market. Moreover, other human and fixed capital investment in
manufacturing plant may become idle that would increase the production related fixed costs and variable costs.
As a consequence, these factors might lead these firms towards lower return on investment (ROI).

In order to improve the use of production capacity and proper utilization of their capacity, many firms consider
outsourcing strategy as one of important strategic decisions when they are overwhelmed by the large scale
supply orders from the lead buyers. Second order outsourcing allows them to reduce cost and improve profit
margin, and lead them, at the same time, towards competitive position in international market (Mohiuddin & Su,
2013b; Kotabe et al., 2004). Outsourcing non-core activities to other relatively smaller manufacturing firms at a
lower operating cost is considered a cost effective way of using outside suppliers in order to satisfy suddenly
increased demand from the foreign buyers. The second order outsourcing take place when the 1% level
outsourcing suppliers receive more work order than they have the managerial, infrastructural or financial
resources to fulfill the contracts they signed with their clients from the large multinational lead firms in mutually
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accepted time frame. Thus second order outsourcing or sub-contracting is defined as informal sub-contracting
activities that take place between large suppliers and local smaller manufacturers in a given country. This is a
very interesting and important issue to analyze as the long term viability of offshore outsourcing that depends on
this informal sub-contracting and root of many quality and working environment related accidents come from
these para-legal factories.

Outsourcing is not a new idea, however, its current understanding started during middle of the 20™ century when
some companies welcome the idea of outsourcing to less developed countries. For decades, jobs have been
migrated from the developed countries to offshoring countries such as India, China, Philippines, and Bangladesh
in order to minimize the production and operating cost. Cynthia A. Kroll (2004) stated that the recent wave of
outsourcing includes different types of activities with different wage levels. These days, outsourcing is not only
limited to a certain types of industries but also followed by all types of industries, and continually moving
towards new geographic area in search of continuous advantageous locations. Aron & Singh (2005) found that
lack of internal resources and capabilities would make outsourcing strategy as an attractive and cost-effective
option that let them to concentrate on core business functions (Mohiuddin, 2011). Advantages of Outsourcing are
multiple (Mohiuddin & Su, 2013a; Rashid & Al-Azad, 2013). Some of them are lower operating cost, improved
competitiveness, lower capital investment and shifting resources towards core competencies based on firm
activities, generate economy of scale, explore new market, access to third parties capability, reducing risks and
make idle capital available for further specialization of core competencies (Rashid & Al-Azad, 2013).

Since the large manufacturing firms in developing countries take second-order outsourcing decision to other
supplier firms, this study considers Bangladeshi manufacturing firms for exploring the research question, as
Bangladesh is considered as one of top manufacturing outsourcing destinations in the world. Bangladesh
manufacturing industries have grown since late 80s and expanding ever since. The country is now fast moving
towards manufacturing hub as the low-tech relocation is being taken place from the fast moving manufacturing
countries such China and India, South-East Asia. The leading garments sectors where demand is dependent on
the international market and very often volatile. In some seasons there are excess of demand and hence needs
more investment in capacity building in the sector, and some other times decreasing demands in international
market let the factory idle or underutilized production capacity. This cyclical reason leads firms towards the
option of second order outsourcing to other smaller manufacturing firms. The results of this study could help the
managers of larger manufacturing firms in developing country for making second-order outsourcing decision of
their less/non-core activities to other supplier firms. The findings also could be very important for small and
medium manufacturing supplier firms since they have no enough infrastructures to get order from develop
country firms in a competitive market. Therefore, this study was an attempt to assess determinants influencing
the second order outsourcing decision.

The main objective of this study is to analyze the factors that influence manufacturing subcontracting decision
called second order outsourcing to other suppliers. Therefore, this study explores the following two research
questions:

1) What are the variables that make up the firms’ outsourcing decision of less/ non-core activities to others?

2) How do these variables influence large manufacturing firms second-order outsourcing decision to others
suppliers in developing country?

2. ‘Second-order’ Qutsourcing in Fast Developing Manufacturing Countries

With the expansion of business activities and complexity, the outsourcing strategy is used as a frequent or
common practice among the manufacturing industries. Numerous reasons, why manufacturing firms take
outsourcing decision, have been recognized by the researchers. However, previous literature mostly focused on
the outsourcing decision factors from the developed country firms’ perspective but given no attention on supplier
side outsourcing decisions. This supplier side decision factors had not been evident in literature, where some
large companies in developing countries take outsourcing decision to other suppliers. The factors which may
impact on second order outsourcing decision are discussed from the broad range of perspective of developing
country manufacturing firms.

No firm has all the resources that are required for manufacturing its products and services. Here, firm resources
include all assets, human resources, capabilities, organizational process, firm attribute, information, knowledge,
etc. controlled by a firm that enable the firm to conceive of implement strategies that improves its efficiencies
and effectiveness (Daft, 1983). According to resource based vies (RBV), outsourcing can be a strategy to utilize
others resources by making strategic relationship (Quinn, 2000). Besides, Cheon et al. (1995) and Al-Azad and
Ahn (2014) argued that outsourcing can be described from the resource-based perspective as a strategic decision
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aiming at filling the gap between desired capabilities and actual capabilities. It could also be seen as a desire for
the organization to focus on its core competence.

In high-time, the RMG firms receive more foreign contractual manufacturing orders than they can handle with
their existing infrastructure. On the other hand, thousands of smaller sized firms could not get contract
manufacturing directly due to their either not fulfilling the criteria of receiving manufacturing contract from
foreign buyers or do not have adequate knowledge and contacts of foreign buyers. As a consequence, usually, the
big manufacturing firms make ‘first-order’ contractual agreement with the foreign buyer, and, then they transfer
their portion of manufacturing process to others small manufacturing firms to fulfill the contact in time. This
kind of second order agreement may be happen due to first-order manufacturing firm’s unavailability of adequate
resources like human resource, IT infrastructure, insufficient production capacity, inadequate technical expert
and support infrastructure and so on.

In the age of rapid technological advancement, manufacturing firms focus on reducing production costs and
maintain high quality manufacturing services. For doing so, firms would need to specialize on core business
activities in what they do best, and deemphasize the less/non-core activities that don’t have much effect on firm’s
core businesses and can be procured from the best performers available in the market. Outsourcing enables the
focal firms to establish outsourcing partnership like relationship with the suppliers for executing their existing
business processes- better, faster, and at a lower operating cost as well as economy of scale (Mohiuddin & Su,
2013; Cook & Gildner 2008). Therefore, we can define outsourcing as transferring all or part of the internal
manufacturing activities to external suppliers for certain transformation and taking it back in a new form in order
to re-integrate into the focal firm’s production system. Davison (2006) did a survey on outsourcing firms and
found that outsourcing is growing between 20 to 25 percent per annum and become an alternative way of
remaining competitive in the market place. Outsourcing helps firm to increase efficiency, utilizing the own and
third party capability, improve product and service quality, reduce costs, better customer supports and share risks
(Mohiuddin & Su, 2013a, 2013b; Bertrand, 2010; FAITC, 2010). In second-order outsourcing framework,
manufacturing firms in developing country can handle a large volume of outsourcing order from foreign clients
with the help of other suppliers by utilizing their manpower and capabilities. This may also allow them to
increase their efficiency by concentrating on core activities and transferring less/non-core activities to others
suppliers. Collaborating between large suppliers (first tier) and smaller suppliers (second tier/order) can enable
these firms to accelerate product and process innovations, fasten finding solutions to challenging issues and gain
overall competitiveness from the associative values.

According to Bhagwati, Panagariya and Srinivasan (2004), outsourcing is basically a trade phenomenon that
respect trade theories and create values from trade. Rashid et al. (2014) shows that trade in intermediate inputs
have grown faster than trade in finished products. While the globalization of production may yield important
productivity benefits, there is a widespread view that it has also adversely affected low skilled workers. There
are frequent media reports on how low-skilled labors in the developed countries are hurt when manufacturing
jobs are relocated to the low cost countries (LCC). During the financial crises, general opinion on job losses goes
against outsourcing to developing countries without examining the real value that this strategy creates for the
focal firm (Hsiech & Woo, 2005; Hummels et al., 2001; Islam et al., 2014). In reality, outsourcing debates has
shifted from Make vs. Buy towards Make vs. allay and from cost related issue to having access to
complementary resources that render focal firm more competitive, efficient and flexible and allow to create
economy of scale with second order outsourcing (Mohiuddin, 2011).

In second order outsourcing the cost factor is relatively less important than having access to manufacturing
infrastructure so that the delay and quality of the product can be kept as promised with the lead buyers from
large markets such as USA, Canada and European Union. The locations for off-shoring were growing especially
in the Asian region such as India, China, Malaysia and Bangladesh. Although cost savings was still a very
important consideration factor (Mohiuddin, 2011; Abidi et al., 2011), companies were outsourcing for other
reasons as well. Literature review shows that the top ten reasons why companies would outsource are as follows:
Reduce and control operating cost, Improve company focus, Gain access to world class capability, Free
resources for other purposes, Resources are not available internally, Accelerate re-engineering benefits, Non-core
function that is too complex to manage, Make capital funds available, Share risks, and Cash Infusion. There were
also reasons companies outsource due to lack of technology capability, strategic advantage to the companies,
better service quality vendor and sound contract, lack of internal capacity in meeting production ramp demand
and also possible limited space for expansion.
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3. Research Design & Hypothesis Development
3.1 Theoretical Framework

For constructing the conceptual model, we extensively review the previous literature and identified various
outsourcing decision factors that influence the develop country manufacturing firms for outsourcing their
activities to developing country manufacturing firms. These factors are, to a large extent, can be applied to
Bangladeshi manufacturing firms to analyze their second-order outsourcing decision to other suppliers. In this
study, we take into consideration four main outsourcing factors (ten sub factors) as independent variables that are
mostly cited in the literature and related to our study objectives. These four factors which influence the decision
of second-order outsourcing decisions are operating cost reduction, improve company focus, access to missing
capability and internal resources constrains. The only one dependent variable of our study is second-order
outsourcing decision. The research framework is shown as Figure 1 below.

Independent Variables Dependent Variable

Operating Cost Reduction
. Investment in Capital Machineries
*  Fixed and Variable Cost
*  Floor Space Utilization

Improve Company Focus
=  New Product Development
= Explore New Market Segment
Second-Order

QOutsourcing Decision

Access to Missing Capabilities

o Availability of Specialist

e Superior Technology

*  Established Tools and Support
Infrastructure

Internal Resources Constraints

+  Limited Production and Space Capacity
+  Inadequate Technical Experts

Figure 1. Proposed research framework

3.2 Hypothesis Development
3.2.1 Operating Cost Reduction

Reducing operating cost is one of the most cited factors in the literature that influences manufacturing firms to
outsource part of activities to suppliers. The main motivation behind outsourcing is to reduce primary capital
investment, space expenditure, and fixed and variable costs (Rashid & Al-Azad, 2013). Through outsourcing
manufacturing firms can reduce operational cost and investment in plant and investment (Bettis et al., 1992),
therefore, this variable proposes three components (such as investment in capital machineries, fixed and variable
cost and floor space utilization) of hypotheses that allow firms to reduce operating cost related to manufacturing
process.

1) Investment in Capital Machineries

Capital investment refers to the degree to which a firm invests in a manufacturing plant to purchase land,
machinery, and buildings to produce goods and services. By outsourcing non-core activities, certainly, firms
could save some portion of capital investment and at the same time they are allowed to invest this amount to core
business activities, thus improving specialization (Claver et al., 20002). Moreover, the savings could be
re-invested in R&D for New product development (NPD) and innovation. Consequently, we can propose the
following hypothesis.

Hypothesis H1.1: Reduced Investment in capital machineries has influence in second-order outsourcing
decision.

2) Fixed and Variable Cost

A fixed cost refers to an expenditure that does not vary as a function of production size. One the other hand,
variable cost varies with production size. Like capital investment, reduction in fixed and variable costs are also
important considerations when a firm decides whether to engage in an outsourcing strategy. Lau and Zhang
(2006) found that outsourcing turns fixed costs into variable costs, for example, instead of hiring full-time
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employees do activities by outside part-time employees. Outsourcing allows firms to reduce number of
employees in manufacturing plant and shift employees to focus on core activities. Sen and Zhu (1996) argued
that outsourcing allows a firm to save in terms of both fixed and variable cost. Consequently, we can propose the
following hypothesis.

Hypothesis H1.2: Reduced fixed and variable cost has influence in second-order outsourcing decision.
3) Floor Space Utilization

Space refers to the degree to which a firm uses its factory floor to produce goods and services in manufacturing
process. Outsourcing allows a firm to reduce space consumption by transferring its non-core activities to second
tier factories. On the other hand, doing activities internally requires office space expenses and other costs
associated with providing a work space or manufacturing setup. Consequently, we can propose the following
hypothesis.

Hypothesis H1.3: Floor space utilization has influence in second-order outsourcing decision.
3.2.2 Improve Company Focus

By outsourcing non-core activities to third parties, companies can concentrate on their main/core activities that
result in new product development and innovation in product and process. It also helps firms to explore new
market segment and new customer in order to boost the revenues. Strategic focus of outsourcing serves as a
measure of the extent to which a firm engages to improve company focus on core competencies to develop new
product and explore new market. Thus this variable proposes two components of hypotheses related to company
focus on core activities.

1) New product Development

New product development refers to the degree to which a firm is able to produce new product by utilizing its
core resources while appropriating its non-core activities through outsourcing. Outsourcing leads to a firm to
concentrate on R&D by transferring less important activities to others that ultimately result in new product
development (Boehe, 2010). Besides, in some cases, where there is risk involved with the development of the
new product, firms may outsource to a specialized service provider that has up to date knowledge and a strong
focus which result in quality product with lower cost (Welch & Nayak ,1992). Consequently, we can propose the
following hypothesis.

Hypothesis H2.1: Opportunity of New product development has influence in second-order outsourcing
decision.

2) Explore new market segment

Explore new market refers to the degree to which a firm is able to exploring the market opportunities and access
those opportunities for its new product and service. If there is a gap in a market for any particular product or
service, and if there are buyers, a company can just go ahead and fill that gap by bringing that product or service
into that market segment. By outsourcing to another country, a company can access suppliers as new destination
for export market as well as outsourcing firm’s developed market (Bertrand, 2010). Consequently, we can
propose the following hypothesis.

Hypothesis H2.2: Opportunity of New market segment has influence in second-order outsourcing decision.
3.2.3 Access to Missing Capability

Not all firms have all of the resources and capabilities that are essential to produce its product and service.
However, resources and capabilities can be accessible from other firms by making strategic alliances i.e.
outsourcing. Outsourcing allows firm to make partnership relationship with others that result in filling the
resource gap. This variable proposes three components (such as availability of specialist, superior technology,
and established tools and support infrastructure) of hypotheses that allow large manufacturing firms access to the
missing capability. This variable is measured by investigating the factors on how outsourcing allows firms to
access to the suppliers’ capabilities, superior technologies, and established tools and techniques that could
produce higher productivity and profit earnings as well. Outsourcing to certain second order SMEs can allow
access to particular expertise developed by these SMEs suppliers.

1) Availability of Specialist

Firms may lack of specialists and able to fulfill this gap by sourcing from others firms. If the outsourcing firms
have no enough IT experts, then they can seek for third parties IT expert to fulfill this gap. For example, some
large manufacturing firms are not good in all areas of outsourcing activities, however, some other small and
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medium supplier are specialized in some areas of their core functions. Therefore, second-order outsourcing
allows large manufacturing firms to access those best specialists of other suppliers who have hands-on
experiences in non-core activities of focal firms (Rashid & Azad, 2013). Consequently, we can propose the
following hypothesis.

Hypothesis H3.1: Access to availability of specialist of other suppliers has influence in second-order
outsourcing decision.

2) Superior Technology

Technology is always changing, and usually at a rapid pace. However, firms may not have up-to-date technology
or capacity to do their business functions. Suppliers would have superior technology considering that the
suppliers are specific in the core activities (Alderete, 2013). These up-to-date technologies give other small and
medium suppliers competitive advantages to compete with rivals that add value to their product or services.
Therefore, second-order outsourcing allows large manufacturing firms to access those superior technology and
high efficiency of supplier firms that produce better quality product and service. Consequently, we can propose
the following hypothesis.

Hypothesis H3.2: Access to superior technology of other suppliers has influence in second-order outsourcing
decision.

3) Established tools and support infrastructure

Like latest and high efficiency technology, suppliers would have equipped technology, established tools, and
supporting infrastructure to execute their business. Some suppliers possess established tools and support
infrastructure (like well-established training and development plan) that allowsthem to provide better business
transactions and customer supports. By sub-contracting to the second order suppliers, a firm may access to those
kind of missing capability from partner firms. Consequently, we can propose the following hypothesis.

Hypothesis H3.3: Access to established tools and support infrastructure of other suppliers has influence in
second-order outsourcing decision.

3.2.4 Internal Resources constraints

In manufacturing industry, majority of the companies outsource to other manufacturing firms due to inadequate
internal resources that impede smooth operation of their production activities. Here, outsourcing may allow large
manufacturing firms to fill this gap by utilizing supplier production capacity and technical experts to meet the
customer requirements. This variable proposes two components of hypotheses.

1) Limited Production and Space Capacity

Manufacturing firms may not have all required production capacities to fulfill the agreement in proper time. In
high time, usually firms receive more orders that they can handle with their existing infrastructure. In such case,
manufacturing process could be hampered if the manufacturing firms have no adequate production capacity. As a
consequence, they transfer part of the production process to other manufacturing firms or access their production
and space capacity. On the other hand, firms may create production and space flexibility by outsourcing non-core
activities to other supplier. This may also allow firms to shift these idle capacities to core-business areas or
support upstream customer demands. Consequently, we can propose the following hypothesis.

Hypothesis H4.1: Limited production and space capacity of large companies has influence in second-order
outsourcing decision.

2) Inadequate Technical Expert and Support Infrastructure

Like production and space capacity, outsourcing also allows manufacturing firm to access other firms’ technical
expert and infrastructure facilities if they lack these kinds of resources. Thus, the unavailability of support
infrastructure could also be solved by seeking external providers’ solution. Consequently, we can propose the
following hypothesis.

Hypothesis H4.2: Inadequate technical expert and support infrastructure of large companies has influence in
second-order outsourcing decision.

3.3 Second-order Outsourcing Decision

The dependent variable of this study would be measured in terms of the consideration of outsourcing decision.
Outsourcing decision could be the first step to increase profitability or improve the competitive position of the
company. In this study, we measure ‘second-order’ outsourcing decision based on manufacturing firms’
economic factors, strategic factors, and resource factors. Economic factors refers to the manufacturing firms
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financial benefits that derives from outsourcing process, strategic factor is related to strategic company focus that
allow them to develop their existing business, and finally resource factor denotes the firms internal resources,
organizational boundary and complementarities of internal and external resources for improving the
organizational performance. We measure this variable based on the items developed by Greaver (1999), where
outsourcing decision derives from the economic sense and inadequacy of business capabilities. Others factor
may also important for outsourcing decision including: entering and managing a long-term relationship with
suppliers and exposing vital organizational assets to the control of external agents. Furthermore, the benefits of
outsourcing derive from the maturity of the companies in planning for strategic advantage and position in
competitive market environment.

4. Research Design and Methodology
4.1 Sample Selection and Operationalization of Constructs

We have used survey method to collect the data from the target respondents and test the proposed research model
and hypotheses. Our respondents are managers of big size manufacturing firms in Bangladesh who take order
from the foreign clients, and further take decision to redistribute the outsourcing activities among the local small
and medium size manufacturing firms. The role of target respondents was to provide key information on an
aggregated unit of analysis from the organizational or group viewpoint rather than personal attitude and
perception. Moreover, we choose the managers who have at least some kinds of responsibility to take strategic
outsourcing decision.

A simple questionnaire was developed where measures of the constructs were adopted from previous studies
(Burkholder, 2005; Sood, 2006; Smith et al., 1998; Bocij et al., 2006; Welch & Nayak, 1992). These studies
explored a numbers of factors that influence focal firms’ outsourcing decision to second order suppliers. We
adopted our measure from previous studies, because these measures are previously tested and validated. The
dependent variable, second-order outsourcing decision, was measured based on the operational, strategic, and
economic benefits arise from manufacturing outsourcing decisions. A 42 items survey questionnaire was
developed to obtain the data from the outsourcing firms. After developing the questionnaire, we undertook
cognitive survey test with researchers and practitioners for adjusting the questionnaire. The questionnaire was
pretested through a pilot study to ensure the validity, reliability and understanding constructs of the instruments.
Based on the pilot test results and recommendations from the researchers, we revised the questionnaire before
being put into the final form. The final questionnaire was consisted of 38 items, where each item was measured
on a five-point Likert scale from ‘strongly disagree’ to ‘strongly agree’.

4.2 Data Collection and Sample Characteristics

The aim of this study was to analyze the factors influencing ‘second order’ outsourcing decision of large
manufacturing firms to other suppliers in Bangladesh. To fulfil our research objective, we set target respondents
as mid-level executives from large manufacturing outsourcing firms in Bangladesh. A total of 280 questionnaires
were distributed among the managers of manufacturing firms who deal with the foreign buyers and subsequently
take some kinds of responsibility to second-orders outsourcing decision. We first contacted official of BEPZA
(Bangladesh Export Processing Zones Authority), and selected the firms who followed in our research objectives.
We then distributed the questionnaire to the selected managers of manufacturing firms through non-sampling
approach because of its inexpensiveness and less time consuming benefits. The questionnaires were distributed
through the social and business network of the researchers through personal contact and referrals. After 15 days
of first distribution of questionnaire, we reminded them for their responses. A total of 131 questionnaires were
collected out of a 280 questionnaires where 5 questionnaires were discarded due to insufficient information.
Therefore, the total numbers of useable responses were 126 which made up of 45% response rate.

Among the 126 responses, 59% of the respondents were male and rest of are female (52). Out of 126 respondents
45 were from the age group of 31-40 years old. Approximately one third of the respondents were from the
management level in charge of production (41%). 82% companies have experience 5 years or more in offshore
outsourcing, where half of the companies have more than 200 employees and only 18 companies have more than
1000 employees. Table 1 shows the detail of profile of survey samples.
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Table 1. Summary of samples

Factors Categories Frequency Percentage (%)
Gender Male 74 58.7%
Female 52 41.3%
21-30 years 28 22.2%
Age (Years) 31-40 years 45 35.7%
41-50 years 30 23.8%
More than 50 years 23 18.3%
Marital status Single 37 45.2%
Married 68 54.8%
Diploma 25 19.8%
Education Bachelor 34 27.0%
Masters 46 36.6%
Other 21 16.7%
Non-management 20 15.9%
Occupation Executive 37 29.4%
Management 51 40.5%
Other 18 14.3%
Less than 5 years 22 17.5%
Years of work experience >-10 years 48 38.1%
11-15 years 34 27.0%
More than 15 years 22 17.5%
Less than 100 28 22.2%
101-200 36 28.6%
No. of employees in the organization 201-500 25 19.8%
501- 1000 19 15.1%
More than 1000 18 14.3%
5. Data Analysis and Results
5.1 Validity and Reliability of Measurement Scale
Table 2. Results of descriptive statistics and measurement validation
Variables Items Mean S.D E}ﬁzg Loadings
Investment in Capital Machineries 3 4.54 .11 2.97 0.867 0.732,0.852,0.634
Fixed and Variable cost 4 4.62 1.09 2.86 0.763  0.735,0.812, 0.812, 0.823
Floor Space Utilization 3 532 1.13 246 0.810 0.682,0.791, 0.845
New Product Development 3 4.42 1.03 323 0.774 0.765,0.784,0.723
Explore New Market Segment 4 5.27 1.25 432 0.872 0.718, 0.834, 0.872, 0.838
Availability of Specialist 3 5.23 1.22 343  0.729 0.766, 0.835,0.923
Superior Technology 3 5.44 1.31 436 0923 0.932,0.832,0.912
%}fabslt‘:i‘ﬁre Tools and ~ Support 5 511 121 311 0842 0.923,0.748,0.743
Eg;::ify Production and  Space 497 110 356  0.847  0.823,0.763, 0.678, 0.877
Inadequate Technical Experts 3 4.89 1.06 4.10 0.755 0.836,0.792,0.838
Second-order Outsourcing Decision 5 5.23 1.22 4.55 0.854  0.893,0.914, 0.823, 0.852, 0.919

To assess the validity and reliability of measurement scale, we examine the content validity; construct validity,
and reliability. Content validity was assessed by examining the process by which scale items were generated,
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including extensive literature review and in-depth interviews conducted with the business executives and
researchers. The purpose of construct validity is to show that items measure what they purport to measure.
Uni-dimensionality was established with explanatory factor analysis; where 0.30 is generally consider being the
lowest significant factor loading to define the construct (Hair et al., 1998). To analyze the internal consistency
among the items of a construct Cronbach’s alpha () is used as suggested by the researchers (Nunally, 1978). A
point of 0.7 or more is an acceptable threshold for internal consistency, though there is no cut-off value for
acceptance range. Our analysis shows all the values are larger than 0.7, indicating all the variables have internal
consistency. Table 2 demonstrates that all variables have an acceptable level of internal consistency, and Eigen
value greater than 1, indicating all factors have correlation and high reliability in data consistency.

5.2 Correlation Analysis

We measure the degree of relationship between the variables of the constructs and the dependent variable by
Pearson-correlation-matrix. From table 3, the result of correlation matrix shows that all dimensions have positive
linear relationship with offshore outsourcing decision, representing significant correlation with p- value less than
0.05. In addition, results also show that there are five dimensions which have strong relationship with
second-order outsourcing decision. They are new product development, explore new market segment, superior
technology, availability of specialist, and inadequate technical experts, since their values of ‘7’ are higher than
0.7. The other dimensions have moderate relationship with offshore outsourcing decision since their values of ‘r’
are between 0.3 and 0.7.

Table 3. Correlations between independent variables and dependent variable

Factors Pearson Factors Pearson
Correlation Correlation

Investment —in  Capital ) ;7. Availability of Specialist 0.742%*
Machineries

Fixed and Variable cost 0.526** Superior Technology 0.749%*
Floor Space Utilization 0.354%** Established —Tools and  Support 0.523%*

Infrastructure

New Product Development 0.765%* Limited Production and Space Capacity = 0.678**
Explore New Market Segment ~ 0.834** Inadequate Technical Experts 0.821%*

5.3 Findings from the Study

Table 4. Regression analysis for second-order outsourcing decision

Variable B B t p
Constant (Bo) 1.012 0.892 0.374
Investment in Capital Machineries (B1) -0.042 -0.045 -0.553 0.571
Fixed and Variable cost (B2) 0.028 0.031 0.366 0.715
Floor Space Utilization (B3) 0.053 0.045 0.549 0.584
New Product Development (B4) 0.359 0.352 4.266 0.000
Explore New Market Segment (BS) 0.071 0.064 0.176 0.592
Auvailability of Specialist (B6) 0.225 0.232 2.592 0.026
Superior Technology (B7) 0.093 0.053 0.568 0.612
Established Tools and Support Infrastructure (B8) 0.142 0.185 2.068 0.032
Limited Production and Space Capacity (B9) 0.463 0.472 5.531 0.000
Inadequate Technical Experts (B10) 0.158 0.175 2.189 0.031
R Square 0.592

R 0.655

Durbin Watson 1.621

F 39.632 0.000**

This study uses Linear Regression Analysis (LRA) to analysis the relationship between 10 predictors
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(independent) variables and outcome (dependent) variable. The dependent variable (second-order outsourcing
decision) was projected by 10 independent variables of firms internal and external factors such as investment in
capital machineries, fixed and variable cost, floor space utilization, new product development, explore new
market segment, availability of specialist, superior technology, established tools and support infrastructure,
limited production and space capacity and inadequate technical content expert. The analysis of regression
indicates that regression model incorporates the 10 factors as predictors of second-order outsourcing decision:

Y=1.012 - 0.042*LCI + 0.028*LFVC + 0.053*S + 0.359*NPD + 0.201*ENM - 0.025*AS + 0.181*LHET+
0.142*ETSI + 0.463*LPCS + 0.158*LTSSI 8

The above table shows the regression analysis results of dependent and independent variables. The model shows
the R square value of this study is 0.592 which indicates that this model explains approximately 59.2% variance
of second-order outsourcing decision. The results of regression analysis reveal that among the decision variables
5 variables (new product development, availability of specialist, limited production and space capacity,
established tools and support infrastructure, and inadequate technical experts) shown significant effect in
second-order outsourcing decision at 5 % significance level, however, remaining variables are not supported by
the data such as capital investment (p=0.571), overhead and fixed cost (p=0.715) space (p=0.584) variables,
explore new market segment (p=0.592) and superior technology (p=0.612). The largest beta coefficient is shown
by limited- production and space capacity (B9=0.463), which indicates that this variable makes the strongest
unique contribution to explain the independent variable. The ANOVA analysis (F=39.63, p< 0.001) shows the
regression model to be statistically fit to the data. Moreover, this study has no auto-correlation problem in the
data as the Durbin-Watson variable of the model is 1.621.

6. Discussion

Table 5. Summary of the results

Serial  Hypothesis Result

H1 Operating Cost Reduction-> Second Order Outsourcing Decision Not-Supported
HI.1 Investment in Capital machineries-> S. O. Outsourcing Decision Not-Supported

H1.2 Fixed and Variable cost-> S.O. Outsourcing Decision Not-Supported

H1.3 Floor Space Utilization-> S.0O. Outsourcing Decision Not-Supported

H2 Improve Company Focus-> Second Order Outsourcing Decision Partially Supported
H2.1 New Product Development-> S. O. Outsourcing Decision Supported

H2.2 Explore New Market Segment-> S. O. Outsourcing Decision Not-Supported

H3 Access to Missing Capabilities-> Second Order Outsourcing Decision Partially Supported
H3.1 Auvailability of Specialist -> S.O. Outsourcing Decision Supported

H3.2 Superior Technology-> S. O. Outsourcing Decision Not-Supported

H3.3 Established Tools and Support Infrastructure -> S. O. Outsourcing Decision Supported

H4 Internal Resources Constraints-> Second Order Outsourcing Decision Fully Supported
H4.1 Limited Production and Space Capacity-> S.O. Outsourcing Decision Supported

H4.2 Inadequate Technical Experts -> S.O. Outsourcing Decision Supported

The aim of the study was to analyze the factors that influence manufacturing firms’ decision to outsource part of
their activities to second-order outsourcing suppliers. To do so, this study identifies the factors affecting the
manufacturing firm at first, and then uses those factors as background of second-order decision factors to
outsource certain non-core business functions, and show their integrated relationship to determine how outsource
could benefit the manufacturing firms in terms of lower operating cost, improve company focus, flexibility and
efficiency in contributing to company revenues profitably. The regression analysis results of this study found that
among the hypotheses 5 hypotheses are supported. These are new product development (H2.1), availability of
specialist (H3.1), established tools and support infrastructure (H3.3), limited production and space capacity
(H4.1), and inadequate technical experts (H4.2), indicating these hypotheses have shown positive results for
taking second-order outsourcing decision. The remaining 5 hypotheses are not supported such as H1.1, H1.2,
H1.3, H2.2, and H3.2 indicating respondents disagree on investment capital machineries, fixed and variable cost
and floor space utilization, explore new marker segment, and superior technology could be reduced by
outsourcing (Table 5). The possible explanation of not supporting these hypotheses may be, operating cost
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reduction is not the main reason for developing country big manufacturing firms to outsource their activities to
second-order suppliers. Another possible explanation may be, these manufacturing firms also have low operating
cost activities, manufacturing plant, and other infrastructure but other reasons influence them to take outsourcing
decision.

Based on the key findings it is clear that large manufacturing firms in developing country take ‘second order’
outsourcing decision due to lack of internal resources, missing capabilities, and company focus that are
supported by the data. It also reveals that among the four main hypotheses operating cost reduction is not
supported by the data, however, internal resource constraints is very important for manufacturing firms for
second-order outsourcing decision, and other variable such as improve company focus, and access to missing
capabilities have partial effect. Though, reduction of operation cost reduction was one of the most important
factors in first-order outsourcing decision for develop countries firms, however, manufacturing firms in
developing countries take outsourcing decision in-order-to fulfill the gaps they have in manufacturing process.
This is the main difference between two kinds of outsourcing decisions that is led by second order outsourcing.

7. Implications, Limitation and Future Research

The findings of this study have significant implications for research and practice. First, the previous researches
mostly focused on outsourcing decision to first tier suppliers, however, the current study explored the factors
behind the second-order outsourcing decisions of big suppliers (in developing country) to small and medium size
firms had not been evident in the literature. Thus, this study extends the existing literature of offshore
outsourcing by exploring the factors that influence the manufacturing firms’ decision to outsource part of their
received activities to other suppliers. Secondly, this study integrates variables from all of the decision areas of
focal outsourcing firms and constitutes a conceptual model that shows significant impact on second—order
outsourcing decision. Therefore, this study accumulated knowledge from diversified areas such as strategic,
operational, and organizational boundaries, and enhanced the existing knowledge repository of outsourcing
business.

This study also offers useful guidelines for the practitioners for making strategic decision to outsource their less
or non-core activities to other smaller manufacturing firms. First, this is very important situation because small
and medium firms in developing country have no enough infrastructures to receive order from foreign buyer in a
competitive market, rather depend on the local big manufacturing firms for their outsourcing order. In this case,
managers of large manufacturing firms can be benefited from these findings through outsourcing decision to
small and medium firms, and concentrate their core business activities. Second, managers of focal firms may
consider these findings for making their own decision to outsourcing their activities to manufacturing firms. In
most cases, these variables are interchangeable and similar to both of focal and first-order manufacturing firms in
developing country. Therefore, focal firms’ managers can be benefited from the findings of this study.

As most of research this study too is not free from some limitations that have open opportunities for future
research. First, this study has a small size (only 85) but it should be noted that only few big manufacturing firms
take decision to outsource their received activities to other supplier firms. However, examining a large number of
manufacturing firms may produce more accurate result of second-order outsourcing decisions. Therefore, future
research can explore this study with large number of samples.

Second, this study is restricted to the Bangladeshi manufacturing firms, therefore, caution is needed while
generalizing the findings in another developing country. Every country has different culture that regulates their
business activities and decision making approach. So, one country decision factors may not produce same result
in another country. Future research is recommended generalizing the results of this study to other outsourcing
destination in Asia such as India, Vietnam, and Philippines or in other settings.

Third, this study only considers variable from operational, strategic, and organizational boundaries for taking
decision to outsourcing, however, institutional policies and support infrastructure, and governmental regulations
also influence the outsourcing decision of a country. This study skips these important variables that may produce
different result. Next research may concentrate on these variables.

Finally, this study collected data only at a specific time with snapshot nature of outsourcing activities without
considering the fact that these operational, strategic and organizational boundaries factors may changes over time.
Future research is recommended to consider the longitudinal type of study so that the changes these factors could
be tracked.

8. Conclusion

The global offshore outsourcing market is growing exponentially. However, the factor behind firms’ outsourcing
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decision changes with time, situation, strategy and competition in the global market. At once, cost savings was
the only one reason for outsourcing to low cost countries; however, nowadays it confirms better quality products
and services, higher firm performance, new product development, cost-savings and so on. Likewise, some
companies in developing country consider further outsourcing decision since they receive more order beyond
their capacities from the develop country firms, and execute by themselves and/or by others, transfer part of their
manufacturing activities to other supplier firms. Sometimes, they act as an outsourcer or middleman in the global
value chain. In this situation, some of their decision factors may or may not be similar to the focal firms’
decision factors because two firms have different kinds of activities and business objectives.

This study raised the important issue of second-order outsourcing decision of large manufacturing firms in
developing country by exploring the decision factors of outsourcing. Based on the four main factors (such as
operating cost reduction, improve company focus, access to missing capabilities, and internal resource
constraint) from the literature review, this study investigates not only the influential factors for second-order
outsourcing decision but also make difference between develop and developing country firms decision factors
for manufacturing outsourcing. It was not surprising to find that some variables are very important for develop
country firms to take outsourcing decision, however, are not considered by developing country larger
manufacturing firms in second-order outsourcing decision. Thus, this study explores some new insights for
outsourcing researchers, and practitioners in developing country firms regarding second-order outsourcing
decision for seeking way out due to the factors associated to their manufacturing limitations and affecting their
profits.
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