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Abstract 

The outsourcing revolution has transformed the way business is done in recent years.  

This is the best possible process by which external sources in the form of agencies/firms offer 

the expertise and professional support to the companies who do not possess the internal 

capabilities. The paper explores the case of a Saudi contracting organization through detailed 

interview method. The paper examines outsourcing in the Saudi perspective highlighting the 

processes, the variables affecting outsourcing, the challenges faced too. The paper concludes 

with a brief discussion of future directions. 
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Introduction 

Saudi Arabia has seen tremendous development over the recent years. The 

government has effectively used its income to improve the citizen's life style; by building 

universities, hospitals, airports, electricity and telephone networks to meet the rapid urban 

development. These facilities need to be maintained effectively to ensure that they optimally 

serve the main purpose (Al-Sultan, 1996). The main objective of this paper is to analyse 

through a case of a Saudi contracting company the process and policy related dimensions 

encompassing outsourcing in the Saudi Arabian context. 

Espino-Rodriguez and Padron-Robaina (2006, pp52) aptly defined Outsourcing as: 

"Outsourcing is a strategic decision that entails the external contracting of determined non-

strategic activities or business processes necessary for the manufacture of goods or the 

provision of services by means of agreements or contracts with higher capability firms to 

undertake those activities or business processes, with the aim of improving the competitive 

advantage." 

The current business environment is described as hyper-competitive (Corbett, 2004). 

It is emphasized that in order to survive in such an environment companies should focus on a 

narrow set of core competencies (Miozzo & Grimshaw 2005). The question is no longer 

whether to outsource an activity or a process, but rather how to outsource every single 

activity in the value chain (Gottfredson et al., 2005) 

Review of literature 

Outsourcing is a process of transferring some activities to outside contractors in order 

to gain various benefits such as better services and lower costs (Graham, 1996). It is defined 

as the process by which a client employs a separate company, under a contract, to execute a 
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function previously done in-house (Barrett & Baldry, 2003). Outsourcing has become an 

important organization approach, and many advantages are gained, such as performing a 

service more effectively and efficiently. Outsourcing is related to the process called 

"contracting-out" and these two terms are sometimes used interchangeably (Martin, 1997). 

However, contracting-out is usually arranged before the organization does that specific task. 

The organization determines a service and gets a contractor to perform it. Therefore, the 

responsibility is left to the service provider. This is what differentiates outsourcing from 

“contracting-out” (Klammat, 2001). 

Outsourcing can provide specialized expertise which organizations cannot justify 

developing in-house. Outsourcing is not only for cost-saving, but is also an integral part of 

the overall strategy to concentrate on core functions. Organizations which outsource some 

activities have many reasons for doing so (Beitz, 1998). By outsourcing, a higher level of 

expertise can be obtained at a lower cost. Outside experts can not only help in re-engineering 

processes to make them more efficient, but they can also apply the most useful new 

technology and ultimately raise flexibility and productivity to reduce the overall costs. 

Outsourcing allows organizations to redirect their resources from non-core to primary 

activities, thus maximizing performance (Quinn, 1999). In today's markets, the competition 

amongst organizations is extremely high. This competition enables the customers to insist on 

reliable services, and high quality products. To achieve this result, the organizations are 

driven to outsource their noncore functions so as to focus on their core functions. However, 

the distinction between core and non-core functions needs more attention. If an organization 

succeeds in disaggregating these activities, the non-core functions should be outsourced 

(Barrett & Baldry, 2003). Outsourcing is made up of two words – „out‟ and „sourcing‟. 

Sourcing refers to the act of transferring work, responsibilities and decision rights to someone 

else. Outsourcing is the act of transferring the work to an external party. Whether or not to 
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outsource is the decision of make or buy. Organizations are continuously faced with the 

decision of to expend resources to create an asset, resource, product or service internally or to 

buy it from an external party. If the organization chooses to buy, it is engaging in outsourcing 

(Amemba, Nyaboke & Osoro, 2013). In today’s scenario, outsourcing cannot be approached 

as a simple “make or buy” decision, but, instead, it should be considered as a corporate 

strategy, put in place by top management to improve the performance of firms (Marchegiani 

et al., 2010).  

Irrespective of a vast body of research in the different aspects of outsourcing, there 

are still untapped areas of research (Miozzo & Grimshaw 2005; Parkhe, 2007; Ramamurti, 

2004).  According (Hatonen, 2008) to there is more research still needed in the context-

specific dimensions of outsourcing. Outsourcing can also involve the transfer of both people 

and physical assets to the supplier (Chase, Shanker and Aquilano, 2010). 

 

The Saudi Contracting Company 

Background 

The company, Al- Saad General Contracting Company, was incorporated in Jeddah 

around 1983. It has been classified by the Ministry of Public Works and Housing in the 

Kingdom of Saudi Arabia as Grade one general contractor in the field of Buildings 

construction. It delivers turnkey jobs which include all kinds of civil works, roads, water and 

sewage, electro -mechanical finishing and operation and maintenance works. It also has 

another division which is a set-up that specializes in Interior design works for residential and 

commercial projects.  
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Procedure 

A detailed interview was carried out with the Vice President-Finance and Corporate 

affairs to understand the intricate process of outsourcing, the strategic policy imperatives and 

implications. The structured interview method was carried out where 18 in-depth questions 

were asked. 

Question 1: Explain the complete process of outsourcing along with the roles and 

responsibilities associated. 

As a general contracting company, our firm has different activities to conduct prior to 

the mobilization and at the execution of the projects. Based on the approved schedules and 

the targeted completion periods, we usually assess our internal capabilities to complete the 

project on time.  Some of the areas are; availability of enough skilled manpower within the 

company to execute the work; enough equipment/facilities owned by the company for the 

work; availability of Technology/Knowhow within the company.  

In addition, we use outsourcing to efficiently manage periods of peak demand (to 

keep the associated costs as variable costs).  Historically, most of our outsourced works have 

been related to technical tasks. For example, re-designing of structures, preparation of 

construction drawings, design analysis etc. Till date, we have not relied much on outsourcing 

for corporate support functions.  

Steps: Identification of potential outsourcing providers is through market research. Once 

different providers have been identified and their qualifications have been obtained, a 

detailed evaluation is conducted. Retained firms are subsequently contacted by us to provide 

them our requirement and invite them to quote their initial price and time frame to complete 

the services. The firm with the best combination of qualification, price and schedule will be 
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called for negotiation and subsequently selected as the outsourcing business partner. In some 

cases, we may decide on splitting the works among two outsourcing partners if we believe 

that it can yield a better output.  

Some of the key responsibilities of the team involved in selecting and managing 

outsourcing providers are: ensuring proper diligence of the outsourcing provider prior to 

awarding  the outsourcing contract, ensuring  suitable phasing of the contract, monitoring  the 

actual cost of the outsourced works and making sure it does not exceed budget, managing 

outsourcing provider's adherence to schedule, quality and  safety. Additionally, the role lies 

with intervening to implement corrective action and above all maintaining a good 

coordination between in-house teams and outsourcing provider for a successful outcome. 

2. How was the decision on outsourcing being made? 

The project execution team informed the management about the execution issues 

necessitating an increase in capacity to meet contractual obligations to clients. Based on the 

assessment of management, a decision was made to outsource the works.  

3. How was the cost of calculation done?  

The cost of in-house resources and the period to complete the task is calculated and 

treated as the baseline for cost calculation. 

4.  How is the outsourced activity measured? 

Based on the similar (key Performance Indicators) KPIs to the ones we apply to our 

in-house teams, e.g. in the case of outsourced engineering services, we track the average cost 

per drawing, submission cycle, time etc. 

5.  Is there a formal, ongoing measurement process?  
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Yes, similar to the follow-up frequency on the works executed by our in-house teams. 

In addition, we usually organize periodic (monthly or more frequent) comprehensive progress 

reviews with outsourcing providers. 

6. How are the targets set? 

As we are the main contractor of the projects, we need to have a detailed schedule to 

complete the whole set of activities. The outsourcing activity should also have a similar 

schedule directly or indirectly linked with the main schedule. Outsourcing activity target 

should be based on the interconnection of these two plans. In addition, there are specific 

targets related to the nature of outsourced works, namely, quality of works delivered, 

accuracy rate etc. 

7. Why did you decide to outsource the functions? 

Due to lack of sufficient in-house capabilities 

8. Discuss your future plans regarding outsourcing. 

Our next aim is to limit major outsourcing works and use our own resources. 

However, we are considering off-shoring selected functions to more flexible/lower cost job 

markets.  

Discussion and Suggestions 

It was observed that the majority of the employees were expatriates which were again 

explained by the management as the reason behind the lack of skilled Saudis in the field. In 

fact the company needs experienced engineers with a bachelor degrees as well as designers 

and architects. Hence there should be elaborate training programs for Saudi employees, 

whereby the outsourced work can be reduced to a great extent. 
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The process of selection of vendor should be more in-depth. The company should 

after the initial selection of the vendor should ask for a work sample for a nominal amount of 

money. This will ensure a strong trustworthy future relationship and reduce chances of wrong 

selection. 

One of the major bottlenecks was to maintain a regular, continuous contact with the 

outsourced company.  An initial agreement between the company and the vendor should be 

meticulously made directing the latter to send daily detailed reports of the work-in-progress. 

As discussed in the interview, the VP clearly admitted the significant challenge was with the 

time factor. Most of the outsourced companies have not met the prescribed deadline. The 

policy was then changed by the contracting company and the deadline was set usually one 

month earlier of the required additional time period. In this context, I would like to 

recommend that the respective company should also make it mandatory for the outsourced 

company to pay a good sum of money as fine if they go beyond the deadline. Usually 

professional vendor organizations deliver within assigned time limits to safeguard their 

reputation. 

Overall, the current research had given some insights on the process of outsourcing 

and the crucial factors governing it, especially in the distinctive context of Saudi Arabia. The 

study has some limitations; firstly, it is a study of a single contracting company. Future 

studies should include more such contracting companies. Secondly, the research was 

interview-based; this could have been complemented by empirical studies of both the vendor 

and main contracting firms. Lastly, future research directions include the identification of the 

areas of competency gaps among the Saudi employees working in such organizations so that 

a feasible model to overcome the weaknesses can be developed. 
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