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Abstract 

Microfinance institutions play a critical role in promoting financial inclusion and supporting socio-economic development by 

providing financial services to underserved populations. Despite their importance, many microfinance institutions in Kenya 

continue to face operational inefficiencies, high operating costs, declining profitability, and sustainability challenges. These 

challenges have heightened the need for strategic approaches that can enhance institutional performance in a dynamic financial 

environment. This study examined the effect of outsourcing capability on the performance of microfinance institutions in Kenya. 

The study was anchored on the Resource-Based View theory and the Theory of Learning Organization, which provided the 

theoretical basis for explaining the relationship between outsourcing capability and organizational performance. An explanatory 

research design was adopted, targeting senior employees of registered microfinance institutions in Kenya. Data were collected 

using structured questionnaires based on a five-point Likert scale. The validity and reliability of the research instrument were 

established through expert evaluation and pilot testing. Quantitative data were analyzed using descriptive statistics and multiple 

linear regression analysis. The findings revealed that outsourcing capability had a statistically significant positive effect on 

organizational performance. Specifically, effective outsourcing enhanced operational efficiency, improved service quality, 

increased institutional flexibility, and facilitated more effective allocation of resources to core organizational functions. The study 

recommends that management of microfinance institutions strengthen outsourcing policies and practices by improving vendor 

selection procedures, cost-monitoring mechanisms, and quality-assurance systems. Enhancing outsourcing capability can enable 

microfinance institutions to improve competitiveness, create greater customer value, and achieve sustainable organizational 

performance in Kenya’s dynamic financial sector. 
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1. Introduction 

Organizational performance remains a critical concern 

among firms operating in highly dynamic and competitive 

business environments. It reflects the extent to which an or-

ganization achieves its strategic objectives while meeting 

stakeholder expectations through the effective utilization of 
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available resources [41, 48]. In contemporary business envi-

ronments, firms increasingly pursue strategic mechanisms that 

enhance efficiency, improve service quality, optimize costs, 

and strengthen competitiveness. One such mechanism is out-

sourcing capability, which enables organizations to strategi-

cally delegate selected activities to specialized external ser-

vice providers while concentrating internal resources on core 

competencies and strategic priorities. 

Globally, outsourcing capability has become an increas-

ingly important strategic practice among financial institutions 

seeking greater operational flexibility, cost efficiency, innova-

tion, and service responsiveness. Financial institutions in de-

veloped economies increasingly outsource non-core functions, 

including information technology support, customer care, 

payroll administration, and security services, to specialized 

external providers to enhance efficiency and responsiveness 

[24]. In Europe and North America, outsourcing has contrib-

uted to improved operational effectiveness, accelerated digital 

transformation, and enhanced customer service delivery. 

However, the performance benefits of outsourcing are not au-

tomatic. Organizations with limited outsourcing capability 

may encounter challenges related to vendor selection, coordi-

nation, cost control, service quality, and operational risk, 

which can undermine the expected benefits of outsourcing and 

ultimately constrain organizational performance. 

In Africa, the financial services sector continues to undergo 

significant transformation, driven by technological advance-

ment, financial inclusion initiatives, regulatory developments, 

and changing customer expectations. Within this context, mi-

crofinance institutions have increasingly sought strategies to 

improve operational efficiency, manage costs, and enhance 

service delivery. Despite the important role of microfinance in 

expanding access to financial services, African microfinance 

institutions continue to face challenges related to operational 

efficiency, institutional capacity, and sustainability [47]. At 

the same time, the growing use of digital financial services is 

reshaping the delivery of financial services across the conti-

nent and creating new opportunities for financial institutions 

to extend their reach and improve service delivery [1]. 

In Kenya, microfinance institutions constitute an important 

component of the financial sector by extending financial ser-

vices to low-income earners, small enterprises, and other un-

derserved populations that may have limited access to main-

stream banking services [2]. Despite the continued develop-

ment of the sector, many institutions face performance chal-

lenges, including rising operating costs, declining profitability, 

loan default risks, and limited outreach capacity. At the same 

time, increasingly diverse customer needs, rapid technological 

developments, and intensifying competition have placed addi-

tional pressure on microfinance institutions to adopt strategic 

approaches that enhance efficiency and competitiveness. Out-

sourcing capability has consequently emerged as a potentially 

important strategic mechanism through which microfinance 

institutions can access specialized expertise, optimize re-

source utilization, improve service quality, and strengthen or-

ganizational performance. 

2. Statement of the Problem 

Microfinance institutions in Kenya continue to experience 

significant operational and performance challenges despite 

their critical contribution to financial inclusion and economic 

empowerment. The sector faces persistent concerns relating to 

high operating costs, inadequate technological capabilities, 

limited organizational flexibility, changing customer expecta-

tions, and sustainability pressures. Rising loan defaults, li-

quidity constraints, and intensified competition from commer-

cial banks, SACCOs, and digital financial service providers 

have further increased the pressure on microfinance institu-

tions to improve their performance [37]. Against this backdrop, 

outsourcing capability has emerged as a potentially important 

strategic approach for enhancing organizational efficiency, 

managing operating costs, improving service quality, and en-

abling firms to concentrate resources on their core competen-

cies. Through effective outsourcing, organizations can access 

specialized expertise and advanced technologies, enhance op-

erational flexibility, and optimize resource allocation. How-

ever, the benefits of outsourcing are not automatic, as ineffec-

tive outsourcing practices may expose organizations to risks 

associated with inadequate quality control, vendor depend-

ency, communication breakdowns, and operational inefficien-

cies. 

Empirical studies examining the relationship between out-

sourcing capability and organizational performance have re-

ported varying findings across sectors and geographical con-

texts. Kigwe and Maina [17], for instance, examined outsourc-

ing capability among commercial banks in Mombasa County 

and established a positive effect on organizational perfor-

mance. However, their focus on commercial banks limits the 

applicability of the findings to microfinance institutions, 

which operate under different institutional, regulatory, and op-

erational conditions. Similarly, studies conducted in Ghana, 

India, and Albania have reported positive associations be-

tween outsourcing practices and organizational performance. 

Nevertheless, differences in institutional environments, indus-

try characteristics, and outsourcing practices limit the gener-

alizability of these findings to microfinance institutions in 

Kenya. Moreover, some previous studies employed descrip-

tive or correlational research designs, which provided evi-

dence of association but offered limited capacity to establish 

the predictive or causal effect of outsourcing capability on or-

ganizational performance. Consequently, there remains lim-

ited empirical evidence on the effect of outsourcing capability 

on the performance of microfinance institutions in Kenya, cre-

ating a contextual and methodological gap that this study 

seeks to address. 
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3. Conceptual Framework 

According to Mugenda and Mugenda [31], a conceptual 

framework illustrates the relationships among the variables of 

a study. In the present study, organizational performance con-

stitutes the dependent variable, while outsourcing capability 

constitutes the independent variable. The conceptual frame-

work therefore proposes that outsourcing capability influences 

the performance of microfinance institutions in Kenya. 

 
Source: Author (2025) 

Figure 1. Conceptual Framework. 

As the independent variable, outsourcing capability was op-

erationalized in terms of risk management, cost management, 

and quality management. Organizational performance, the de-

pendent variable, was measured using customer satisfaction, 

market share, and customer retention. The framework there-

fore illustrates the proposed relationship between the dimen-

sions of outsourcing capability and organizational perfor-

mance. 

3.1. Research Objective 

The study sought to determine the effect of outsourcing ca-

pability on the performance of microfinance institutions in 

Kenya. 

3.2. Research Hypotheses 

The study tested the following hypotheses: 

H0: Outsourcing capability has no statistically significant 

effect on the performance of microfinance institutions in 

Kenya. 

H1: Outsourcing capability has a statistically significant ef-

fect on the performance of microfinance institutions in Kenya. 

4. Theoretical Literature Review 

The study is grounded in the Resource-Based View (RBV) 

and the Theory of the Learning Organization, which jointly 

provide the theoretical foundation for explaining the relation-

ship between outsourcing capability and organizational per-

formance among microfinance institutions in Kenya. 

4.1. Resource-Based View 

The Resource-Based View (RBV) was advanced by Birger 

Wernerfelt in his seminal article, “A Resource-Based View of 

the Firm,” and has since become an influential theoretical per-

spective for explaining differences in organizational perfor-

mance based on firm-specific resources and capabilities [46]. 

The theory builds on earlier arguments by Penrose [38], who 

emphasized the role of internal resources and managerial ca-

pabilities in explaining firm growth. Subsequent scholars fur-

ther developed the RBV by establishing stronger links be-

tween organizational resources, capabilities, competitive ad-

vantage, and performance outcomes [4, 39, 45]. The RBV pos-

its that firms can achieve sustained competitive advantage 

when they possess and effectively deploy resources that are 

valuable, rare, difficult to imitate, and non-substitutable [4]. 

Barney [5] subsequently extended this perspective through the 

VRIO framework, emphasizing that resources and capabilities 

must not only possess these characteristics but also be effec-

tively organized and utilized to generate sustained competitive 

advantage. 

The theory views organizations as heterogeneous entities 

with distinct resource endowments and capabilities that are 

not readily transferable or replicable across firms [11, 13]. 

These resources encompass tangible assets as well as intangi-

ble capabilities, including institutional knowledge, managerial 

expertise, organizational culture, technological competence, 

operational routines, and strategic coordination mechanisms. 

Such resources and capabilities develop over time through or-

ganizational experience and learning, thereby creating distinc-

tive strengths that can enhance organizational efficiency and 

long-term competitiveness [26, 36]. Consequently, firms that 

possess and effectively deploy distinctive resources and capa-

bilities are more likely to achieve superior performance by im-

proving resource utilization, strengthening strategic alignment, 

and developing competitive advantages that are difficult for 

competitors to replicate. 

In the context of this study, outsourcing capability is con-

ceptualized as a strategic organizational capability that ena-

bles microfinance institutions to effectively coordinate exter-

nal service providers, optimize operating costs, improve ser-

vice quality, and enhance organizational flexibility. Effective 

outsourcing capability encompasses the institution’s ability to 
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identify suitable non-core functions for outsourcing, establish 

and manage reliable vendor relationships, monitor outsourced 

activities, and leverage external expertise to enhance opera-

tional efficiency and organizational performance [16, 30]. Be-

cause outsourcing capability is embedded in organizational 

routines, managerial competencies, and institutional processes, 

it constitutes an intangible organizational capability that can 

contribute to institutional competitiveness and sustainability. 

Microfinance institutions operate within highly dynamic 

and competitive financial environments characterized by tech-

nological advancements, changing customer expectations, 

regulatory pressures, and increasing operating costs [15, 19, 

27, 32]. In such environments, institutions that effectively de-

velop and deploy outsourcing capability are better positioned 

to access specialized expertise, enhance operational respon-

siveness, and concentrate internal resources on core strategic 

functions. Through the effective deployment of internal re-

sources and management of external partnerships, micro-

finance institutions can improve service delivery, enhance 

customer satisfaction, strengthen operational efficiency, and 

expand their market reach. Therefore, the Resource-Based 

View provides a suitable theoretical foundation for explaining 

how outsourcing capability, as an intangible organizational ca-

pability, can contribute to the performance of microfinance in-

stitutions in Kenya. 

4.2. Balanced Scorecard Framework 

The Balanced Scorecard Framework was developed by 

Kaplan and Norton [14] as a strategic performance manage-

ment approach that expanded organizational performance as-

sessment beyond traditional financial measures to incorporate 

non-financial dimensions. The framework was developed in 

response to the limitations of relying exclusively on financial 

indicators, which primarily reflect historical performance and 

may provide limited insight into the factors that drive future 

organizational success [14]. Over time, the Balanced Score-

card evolved from a performance measurement framework 

into a broader strategic management tool that translates organ-

izational strategy into measurable objectives and outcomes. It 

integrates financial and non-financial measures across four in-

terrelated perspectives: financial performance, customer, in-

ternal business processes, and learning and growth. 

A central proposition of the Balanced Scorecard Frame-

work is that financial indicators alone are insufficient for com-

prehensively evaluating organizational performance because 

they primarily provide a retrospective assessment of past man-

agerial decisions rather than capturing the capabilities and 

conditions that influence future performance. The framework 

emphasizes that long-term organizational success depends on 

balancing financial outcomes with customer satisfaction, op-

erational efficiency, innovation, and organizational learning 

[8]. This multidimensional perspective enables organizations 

to align operational activities with strategic objectives while 

ensuring that improvements in internal processes, customer 

relationships, and organizational capabilities contribute to 

sustainable performance. 

Consequently, organizations that effectively integrate fi-

nancial and non-financial performance measures are better po-

sitioned to achieve superior performance and sustain compet-

itiveness [28]. In the context of microfinance institutions, the 

Balanced Scorecard Framework provides an appropriate basis 

for assessing organizational performance using multiple di-

mensions, including financial stability, customer satisfaction, 

and product outreach. Financial stability reflects the institu-

tion’s ability to generate adequate returns, manage its re-

sources effectively, and maintain operational sustainability. 

Customer satisfaction captures the extent to which clients’ fi-

nancial needs are met through reliable, responsive, and quality 

service delivery, thereby supporting customer retention and 

institutional reputation. Product outreach reflects the breadth 

and accessibility of financial services offered to target cus-

tomer segments and geographic areas, indicating the institu-

tion’s effectiveness in fulfilling its financial inclusion man-

date [20]. Collectively, these dimensions provide a multidi-

mensional assessment of organizational performance that ex-

tends beyond profitability to encompass customer and market-

related outcomes [18, 33]. 

The relevance of the Balanced Scorecard Framework to this 

study lies in its ability to conceptualize organizational perfor-

mance as a multidimensional construct influenced by internal 

capabilities and strategic operational practices. Since out-

sourcing capability can enhance operational efficiency, ser-

vice quality, resource utilization, and organizational flexibility, 

it may contribute to improvements in customer satisfaction, 

financial sustainability, and institutional outreach. Therefore, 

the Balanced Scorecard Framework provides an appropriate 

theoretical foundation for conceptualizing and assessing or-

ganizational performance as the dependent variable in this 

study of the effect of outsourcing capability on the perfor-

mance of microfinance institutions in Kenya. 

5. Empirical Review 

Kyereboah-Coleman and Matlay [23] examined the effect 

of outsourcing competency on the performance of micro-

finance organizations in the United Kingdom. The study 

adopted a cross-sectional research design and used linear re-

gression analysis to examine the relationship between out-

sourcing competency and organizational performance. A sam-

ple of 21 microfinance institutions was selected through strat-

ified random sampling. The findings established that out-

sourcing capability was a significant explanatory factor for or-

ganizational performance, with information technology and 

accounting services identified as key non-core activities that 

benefited from outsourcing. However, differences in the reg-

ulatory, institutional, and operating environments between the 

United Kingdom and Kenya limit the generalizability of the 

findings to Kenyan microfinance institutions. 

http://www.sciencepg.com/journal/sjbm


Science Journal of Business and Management http://www.sciencepg.com/journal/sjbm 

 

127 

Nyameboame and Haddud [35] examined the effect of out-

sourcing capability on the performance of local oil and gas 

companies in Ghana. The study adopted a cross-sectional sur-

vey design and collected data from 80 respondents who were 

selected purposively. The study identified information tech-

nology consultancy, business consultancy, logistics, and sys-

tems infrastructure management as key functional activities 

outsourced to third-party providers. The main motivations for 

outsourcing included cost reduction, avoidance of substantial 

capital investment in technology, enhancement of service 

quality, access to advanced technologies, and acquisition of 

specialized expertise. However, the findings have limited ap-

plicability to the present study because the Ghanaian oil and 

gas sector differs substantially from Kenya’s microfinance 

sector in terms of industry characteristics, regulatory environ-

ment, and operational requirements. Furthermore, the use of 

purposive sampling limits the representativeness of the sam-

ple and, consequently, the generalizability of the findings to 

the wider population. 

Kigwe and Maina [17] examined the role of outsourcing ca-

pability in explaining the performance of commercial banks in 

Mombasa County. The study targeted managers from com-

mercial banks in the county and adopted a descriptive survey 

design. Data were collected through interviews, and the find-

ings indicated that outsourcing had a positive effect on organ-

izational performance. However, the study has methodologi-

cal and contextual limitations that constrain the applicability 

of its findings to the present study. First, the descriptive survey 

design provides limited capacity to establish causal relation-

ships between outsourcing capability and organizational per-

formance. Second, the use of interviews as the primary data 

collection approach may have limited the systematic measure-

ment of the study constructs compared with structured quan-

titative instruments. Third, the study focused on commercial 

banks, whose regulatory, operational, and organizational en-

vironments differ from those of microfinance institutions. 

Consequently, its findings may not be directly generalizable 

to microfinance institutions in Kenya, thereby creating a con-

textual gap that the present study seeks to address. 

6. Research Methodology 

Research design refers to the overall strategy and structure 

adopted to guide a study in addressing its research questions 

through systematic data collection, analysis, interpretation, 

and presentation [9]. This study adopted a descriptive and ex-

planatory research design to describe the characteristics of the 

study respondents and examine the relationship between out-

sourcing capability and organizational performance. Descrip-

tive research focuses on answering questions concerning the 

characteristics and patterns of a phenomenon under investiga-

tion [22], thereby providing a basis for understanding the dis-

tribution and characteristics of the study variables. Explana-

tory research, on the other hand, seeks to establish relation-

ships among variables and explain the factors underlying ob-

served outcomes [42]. The combination of the two designs en-

abled the study to provide a comprehensive description of the 

study variables while statistically examining the effect of out-

sourcing capability on organizational performance among mi-

crofinance institutions in Kenya. 

The study targeted microfinance institutions operating in 

Kenya. The unit of analysis was the microfinance institution, 

while the unit of observation comprised management staff 

drawn from functional areas including operations, finance, 

risk management, human resources, sales and marketing, and 

product development. These managers are directly involved in 

implementing organizational strategies and overseeing opera-

tional activities and were therefore considered well positioned 

to provide reliable information on outsourcing capability and 

organizational performance. 

According to Kothari [21], a sampling technique refers to 

the procedure used to select participants or units from a target 

population for inclusion in a study. This study employed a 

two-stage sampling technique, comprising proportionate strat-

ified sampling and simple random sampling, to ensure ade-

quate representation of management staff across the identified 

functional areas. The sample size was determined using Ya-

mane’s [49] formula at a 95% confidence level. The formula 

provides a straightforward approach for determining an appro-

priate sample size where the size of the target population is 

known. 

n = N/ (1 + N (e2)) 

Whereby n =sample size; N = Targeted Population and e = 

error term. 

n = 202 / (1 + 202 (0.052) = 134 

The sampling factor was calculated as follows; 

Sampling factor (k) = Sample size/Target population 

Hence; 

K= 134/202 

K= 0.663 

Table 1. Sample Size. 

Department Target Participant Sampling factor Sample size 

Operations 45 0.66 30 
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Department Target Participant Sampling factor Sample size 

Finance 28 0.66 18 

Risk Management 24 0.66 16 

Human Resources 22 0.66 15 

Sales & Marketing 48 0.66 32 

Product Development 35 0.66 23 

Total 202  134 

Source: Researcher (2023) 

Table 1 presents the study sample drawn from six depart-

ments using proportionate stratified random sampling to en-

sure adequate representation of employees across the func-

tional areas. Using Yamane’s [49] formula at a 5% margin of 

error, a sample size of 134 respondents was obtained from a 

target population of 202 employees. A sampling factor of ap-

proximately 0.66 was applied proportionately to the popula-

tion of each department to determine the number of respond-

ents to be selected. Accordingly, Operations contributed 30 re-

spondents, Finance 18, Risk Management 16, Human Re-

sources 15, Sales and Marketing 32, and Product Develop-

ment 23 respondents. This sampling approach enhanced the 

representation of the various functional areas and provided an 

appropriate basis for obtaining reliable and generalizable 

study findings. 

Data from the sampled management staff were collected us-

ing a structured questionnaire comprising closed-ended items 

measured on a five-point Likert scale. According to Mugenda 

and Mugenda [31], a structured questionnaire is an appropri-

ate instrument for collecting standardized data in survey re-

search, thereby facilitating systematic analysis of the phenom-

ena under investigation. The questionnaire also included a sec-

tion on specific information designed to capture relevant con-

textual aspects of outsourcing capability and organizational 

performance. 

Validity refers to the extent to which a research instrument 

accurately measures the constructs it is intended to measure 

and, consequently, supports accurate conclusions about the 

phenomenon under investigation [21, 29, 31]. In this study, 

face validity, content validity, and construct validity were con-

sidered in assessing the validity of the structured questionnaire. 

Face validity concerns the extent to which the questionnaire 

items appear appropriate for measuring the intended con-

structs. The researcher sought the supervisor’s expert assess-

ment to establish the face validity of the questionnaire. Con-

tent validity evaluates the extent to which the questionnaire 

items adequately represent all relevant dimensions of the con-

structs under investigation [34]. Construct validity, on the 

other hand, assesses the extent to which the measurement 

items accurately represent the theoretical constructs they are 

intended to measure [25]. To enhance content and construct 

validity, the questionnaire items were developed and system-

atically reviewed against the relevant theoretical and empiri-

cal literature on outsourcing capability and organizational per-

formance. 

Reliability was assessed by examining the internal con-

sistency of the research instrument using Cronbach’s alpha co-

efficient. A Cronbach’s alpha value of 0.70 or higher was con-

sidered acceptable for establishing the reliability of the ques-

tionnaire, consistent with the recommendation of Sekaran and 

Bougie [43]. Data obtained from the pilot study were analyzed 

to assess the internal consistency of the measurement items, 

with the resulting reliability coefficients presented in Table 2. 

Table 2. Reliability Results. 

Constructs  Number of Test Items Alpha Score Deduction 

Outsourcing Capability 6 0.870 Reliable 

Organizational Performance 4 0.761 Reliable 

Source: Pilot Study Observations (2026) 

All study constructs recorded Cronbach’s alpha coefficients above the recommended threshold of 0.70, indicating satisfac-
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tory internal consistency and reliability of the research instru-

ment. Specifically, outsourcing capability recorded a 

Cronbach’s alpha coefficient of 0.870, while organizational 

performance recorded 0.761, demonstrating that the respec-

tive questionnaire items consistently measured their intended 

constructs. These results confirmed that the research instru-

ment had adequate reliability and was suitable for collecting 

data in accordance with the study objectives. 

The research authorization letter from Kenyatta University 

was used to facilitate the processing of the research permit. 

Subsequently, the research permit and introduction letter were 

presented to the relevant Human Resource Division to obtain 

formal approval to conduct the study within the selected mi-

crofinance institutions. The researcher also obtained informed 

consent from the prospective participants, ensuring that their 

participation was voluntary and that the study was conducted 

in accordance with established ethical standards. Question-

naires were distributed to all 134 sampled management staff, 

with a period of two weeks provided for completion. Follow-

up was undertaken during the data collection period to encour-

age timely completion and return of the questionnaires for 

subsequent data processing and analysis. 

However, the data were analyzed using descriptive and in-

ferential statistics with the aid of SPSS software. Descriptive 

statistics were used to summarize the characteristics and dis-

tribution of the study variables. Inferential analysis was con-

ducted using multiple linear regression to examine the effect 

of the strategic responses on organizational performance. The 

regression model used in the analysis is presented as Equation 

(1). 

Y=β0 + β1X + ε             (1) 

Where: Y = Organizational Performance 

X = Outsourcing Capability 

β0, β1= Beta Coefficients 

ε = Error Term 

In conducting the inferential analysis, a 95 percent confi-

dence level was adopted as the basis for making statistical de-

cisions regarding the specific objectives of the study. Accord-

ingly, a 5 percent significance level (α = 0.05) was used as the 

threshold for determining the statistical significance of the es-

timated relationships. 

The study adhered to established research ethics and guide-

lines throughout the research process. Culturally appropriate 

and respectful language was used in developing the question-

naire and during data collection to ensure effective engage-

ment with respondents. A research permit was obtained from 

NACOSTI, and formal consent was sought from the manage-

ment of the participating microfinance institutions before 

commencement of data collection. Prior to administering the 

questionnaires, participants were informed about the purpose 

of the study and assured that their responses would be treated 

with confidentiality and used solely for academic purposes. 

Participation was voluntary, and respondents were informed 

of their right to participate without coercion. The findings 

were presented in aggregate form in accordance with the study 

objectives, while appropriate measures were taken during data 

processing, analysis, and reporting to safeguard the confiden-

tiality and privacy of respondents. 

7. Descriptive Results 

The data obtained from the survey were analysed to assess 

the descriptive characteristics of the study in terms of response 

rate, mean scores, and standard deviations for outsourcing ca-

pability and organizational performance. 

7.1. Response Rate 

A total of 134 questionnaires were administered to the func-

tional-level management staff selected for the study. Ninety-

seven questionnaires were duly completed and returned, yield-

ing a response rate of 72.4 percent, as presented in Figure 2. 

 
Source: Field Observations (2026) 

Figure 2. Response Rate. 

The study achieved a response rate of 84.2 percent, with a 

corresponding non-response rate of 15.8 percent. This re-

sponse level was considered adequate for data analysis and 

supported the generalizability of the findings to the target pop-

ulation. Babbie [3] considers a response rate above 70 percent 

to be very good for social science research, while Fincham [10] 

notes that higher response rates enhance sample representa-

tiveness and reduce the potential for non-response bias. Ac-

cordingly, the response rate achieved in this study provided an 

adequate basis for statistical analysis and drawing valid con-

clusions. 

7.2. Descriptive Findings for Outsourcing 

Capability 

Outsourcing capability, the independent variable, was oper-

ationalized using cost management, risk management, and 

quality management indicators. Data obtained on these dimen-

sions were analyzed using the sample mean and sample stand-

ard deviation, with the results presented in Table 3. 
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Table 3. Outsourcing Capability. 

Statements n Sample Mean Std. Deviation 

Management of cost of outsourcing services while maintaining service quality 97 4.03 0.64 

Leverage the knowledge of other institutions to enhance service delivery 97 4.08 0.61 

Sound management of change resulting in effective adaptation to new circumstances using in-

stitutional resources 
97 4.17 0.69 

Tracking of task execution in relation to outsourced services 97 4.18 0.54 

Seamless flow of information to all institutional stakeholders 97 4.23 0.65 

Management of relationship with different suppliers makes it easier to outsource some func-

tions 
97 4.07 0.62 

Overall Scores  4.13 0.63 

Source: Field Observations (2026) 

The findings indicate a relatively narrow range of sample 

means, from 4.03 for the management of outsourcing service 

costs while maintaining service quality to 4.23 for ensuring 

the seamless flow of information to all institutional stakehold-

ers. These results suggest a generally high level of agreement 

among respondents regarding the implementation of outsourc-

ing capability practices within the sampled microfinance in-

stitutions. The standard deviations of 0.64 and 0.65, respec-

tively, indicate a relatively high degree of consistency in the 

responses. Tracking task execution in relation to outsourced 

services recorded a mean of 4.18 and a standard deviation of 

0.54, further indicating strong agreement and limited variation 

in responses. Similarly, sound management of change to facil-

itate effective adaptation to new circumstances using institu-

tional resources recorded a mean of 4.17 and a standard devi-

ation of 0.69, reflecting a high level of agreement among re-

spondents and relatively consistent perceptions. 

Furthermore, managing the cost of outsourcing services 

while maintaining service quality and leveraging knowledge 

from other institutions to enhance service delivery recorded 

mean scores of 4.03 and 4.08, with corresponding standard 

deviations of 0.64 and 0.61, respectively. The aggregate mean 

of 4.13 on the five-point Likert scale indicates that respond-

ents generally agreed with the statements measuring outsourc-

ing capability, suggesting that the construct is strongly evident 

in the operations of the sampled microfinance institutions. The 

corresponding standard deviation of 0.62 indicates relatively 

low dispersion in the responses, implying that respondents’ 

ratings were closely clustered around the aggregate mean. The 

relatively high mean and low variability therefore suggest a 

consistent perception of outsourcing capability among the re-

spondents. These findings are consistent with Handley [12], 

who observed that outsourcing capability enables organiza-

tions to effectively coordinate external service providers while 

aligning outsourced activities with strategic objectives. Simi-

larly, Shi [44] found that effective outsourcing capability can 

enhance organizational flexibility, resource utilization, and 

long-term strategic development through effective manage-

ment of costs, risks, and service quality. 

7.3. Descriptive Findings for Organizational 

Performance 

As the response variable, organizational performance was 

assessed using indicators of product outreach, financial sus-

tainability, and social impact. Data collected on these dimen-

sions were analyzed using the sample mean and sample stand-

ard deviation, with the results presented in Table 4. 

Table 4. Descriptive Findings on Organizational Performance. 

Statement n Sample Mean Std. Deviation 

The institution has successfully expanded its products and services to reach a wider customer 

base 
97 4.22 0.46 

The organization ensures that its products and services are accessible to underserved groups 97 4.20 0.51 

The organization effectively manages its finances to ensure the long-term feasibility of its 

operations 
97 4.25 0.50 
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Statement n Sample Mean Std. Deviation 

The organization’s operations enhance the general welfare of the society 97 4.23 0.49 

Overall Scores   4.23 0.49 

Source: Field Observations (2026) 

The sample means for the observable items measuring or-

ganizational performance ranged narrowly from 4.20 for en-

suring that products and services are accessible to underserved 

or vulnerable groups to 4.25 for effective management of in-

stitutional finances to ensure the long-term sustainability of 

operations. The corresponding standard deviations of 0.51 and 

0.49, respectively, indicate low variability in the responses, 

suggesting that respondents’ ratings were closely clustered 

around the respective mean scores. These findings indicate 

that the performance outcomes represented by the observed 

attributes were strongly evident in the surveyed microfinance 

institutions. 

The findings further indicate a general agreement that the 

value created by microfinance institutions contributes to soci-

etal well-being, as reflected by a mean score of 4.23 and a 

standard deviation of 0.49. Similarly, the extent to which the 

institutions ensured that their products and services were ac-

cessible to underserved groups recorded a mean of 4.20 and a 

standard deviation of 0.50. Overall, the aggregate mean of 

4.22, with a corresponding standard deviation of 0.49, indi-

cates a high level of agreement among respondents that the 

outcomes represented by the organizational performance indi-

cators were evident in the surveyed microfinance institutions. 

These findings are consistent with the argument by Richard, 

Devinney, Yip and Johnson [41] and Xu, Hu, Zhang and Wang 

[48] that organizational performance reflects the extent to 

which organizations achieve their objectives while meeting 

stakeholder expectations. The results also support Bourgui-

gnon [7], who conceptualized organizational performance as 

an outcome influenced by organizational characteristics and 

the creation of value for stakeholders. Similarly, Porter and 

Kramer [40] emphasized that organizational success increas-

ingly depends on the creation of customer and societal value 

rather than on financial outcomes alone. In the same vein, 

Kaplan and Norton [14] argued that non-financial indicators, 

including customer-related outcomes and organizational capa-

bilities, are important dimensions of performance because 

they contribute to the achievement of sustainable long-term 

financial results. 

8. Inferential Analysis 

Linear regression analysis was conducted to examine the 

effect of outsourcing capability on organizational perfor-

mance. Organizational performance was regressed on out-

sourcing capability, and the resulting findings are presented 

and discussed accordingly. 

Table 5. Linear Regression Analysis. 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .656a .430 .405 .28911 1.947 

ANOVA 

Model Sum of Squares Df Mean Square F Sig. 

Regression 5.795 4 1.449 17.333 .000b 

Residual 7.690 92 .084   

Total 13.485 96    

Coefficients 

 Unstandardized Coefficients Standardized Coefficient t Sig. 

 β Std. Error Beta   

(Constant)  1.017 0.406  2.504 0.000 

Outsourcing Capability 0.076 0.065 0.98 1.174 0.024 
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Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

Dependent Variable: Organizational Performance 

Predictors: (Constant) outsourcing capability 

Source: Field Observations (2026) 

Regression analysis was conducted to determine the effect 

of outsourcing capability on organizational performance 

among the surveyed microfinance institutions. The model 

summary results yielded a correlation coefficient (R) of 0.656, 

indicating a strong positive relationship between outsourcing 

capability and organizational performance. The coefficient of 

determination (R2) was 0.430, while the adjusted R2 was 0.405, 

indicating that outsourcing capability explained approxi-

mately 40.5 percent of the variation in organizational perfor-

mance, while the remaining 59.5 percent was attributable to 

other factors not included in the model. According to Bevans 

[6], the adjusted R2 provides a more reliable estimate of model 

fit, particularly where the number of predictors is considered. 

The ANOVA results indicated that the regression model was 

statistically significant, F (4, 92) = 17.333, p < 0.001, demon-

strating that the model provided a significant explanation of 

variations in organizational performance at the 95 percent 

confidence level. The coefficient results further showed that 

outsourcing capability had a positive and statistically signifi-

cant effect on organizational performance (β = 0.076, p = 

0.024). This finding indicates that an improvement in out-

sourcing capability is associated with an increase in organiza-

tional performance among the surveyed microfinance institu-

tions. The results therefore suggest that effective outsourcing 

capability can contribute to improved customer satisfaction, 

customer retention, and market share within microfinance in-

stitutions. 

Furthermore, the contribution of the independent variable 

was examined to provide a clearer understanding of its effect 

on organizational performance and its contribution to the 

overall model fit. The resulting regression equation is pre-

sented as Equation (2). 

Organizational Performance = 1.017 + 0.076 Outsourcing

 Capability                  (2) 

The regression model indicates that, when outsourcing ca-

pability is held constant, the predicted level of organizational 

performance among the surveyed microfinance institutions is 

1.017 units. This constant represents the baseline level of or-

ganizational performance attributable to factors not captured 

by the model. The regression coefficient for outsourcing capa-

bility (β = 0.076, p = 0.024) further indicates that outsourcing 

capability has a positive and statistically significant effect on 

organizational performance. Specifically, a one-unit increase 

in outsourcing capability is associated with a 0.076-unit in-

crease in organizational performance, underscoring the im-

portance of effective outsourcing practices in enhancing cus-

tomer satisfaction, customer retention, and market share 

among microfinance institutions. 

Regarding outsourcing capability, the regression analysis 

yielded a beta coefficient of 0.076 and a p-value of 0.024, in-

dicating that outsourcing capability had a positive and statis-

tically significant effect on the performance of microfinance 

institutions at the 5 percent significance level. Specifically, a 

one-unit increase in outsourcing capability was associated 

with a 0.076-unit increase in organizational performance, 

holding other factors constant. The findings therefore demon-

strate that outsourcing capability positively contributes to or-

ganizational performance. These findings are consistent with 

Kyereboah-Coleman and Matlay [23], who established that 

outsourcing capability was an important explanatory factor for 

the performance of microfinance institutions in the United 

Kingdom. Similarly, the findings are supported by Nya-

meboame and Haddud [35] in the Ghanaian oil and gas sector 

and Kigwe and Maina [17] among commercial banks in Mom-

basa County, Kenya, who reported positive relationships be-

tween outsourcing practices and organizational performance. 

The findings further support the Resource-Based View, which 

posits that intangible resources and organizational capabilities 

can provide a basis for achieving superior firm performance 

when they are effectively developed and deployed [4]. 

9. Conclusion 

The objective of the study was to determine the effect of 

outsourcing capability on organizational performance among 

microfinance institutions in Kenya. The findings established 

that outsourcing capability has a positive and statistically sig-

nificant influence on organizational performance. The study 

therefore concludes that effective outsourcing practices play 

an important role in enhancing customer satisfaction, cus-

tomer retention, and market share, making outsourcing capa-

bility a key predictor of organizational performance in micro-

finance institutions. 

10. Recommendation 

The management of microfinance institutions should 
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strengthen outsourcing capability by developing clear out-

sourcing policies that emphasize effective risk management, 

cost management, and quality management practices. Institu-

tions should also establish robust monitoring and evaluation 

mechanisms to ensure that outsourced services meet estab-

lished standards and contribute to customer satisfaction and 

operational efficiency. In addition, management should invest 

in staff training on outsourcing coordination and contract 

management to strengthen accountability and service quality. 

The adoption of appropriate technologies and the develop-

ment of strategic partnerships with competent service provid-

ers should also be encouraged, thereby improving operational 

efficiency, customer retention, and market competitiveness. 

Collectively, these initiatives can support sustainable institu-

tional growth and improved organizational performance 

among microfinance institutions. 

11. Study Limitations and Areas for 

Future Research 

This study examined the effect of outsourcing capability on 

organizational performance among microfinance institutions 

in Kenya, focusing on risk management, cost management, 

and quality management. However, the study was limited to 

selected institutions and relied primarily on self-reported 

questionnaire data, which may have introduced response bias 

and limited the generalizability of the findings. Furthermore, 

organizational performance may be influenced by other fac-

tors not examined in the study, including technology adoption, 

organizational culture, innovation, leadership style, and em-

ployee competence. Future studies should therefore incorpo-

rate these additional variables and extend the investigation to 

other sectors, including manufacturing, insurance, hospitality, 

education, and public institutions, to facilitate cross-sectoral 

comparisons and broaden the applicability of the findings 

across diverse organizational contexts. 
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