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ABSTRACT 

During the past decade organizations have experienced dramatic changes like 

innovations and high competition in business environments. Thereby organizations need 

to understand their source of competitive advantage for survival in this dynamic market 

environment. Then organizations have to focus on the improvement of their key 

functions or processes which can give them additional competitive advantages in their 

competitive marketplace. Outsourcing is one of the strategies that could be undertaken 

improve key functions. Then outsourcing leads to greater competitiveness and greater 

contribution to organizational performance. This study selected the apparel industry in 

Sri Lanka to test the relationship between outsourcing and performance of these 

organizations. 

The Sri Lankan apparel industry has gone through turbulent times and is now facing 

new challenges due to the high competition in the global market. This has had a great 

impact on the Sri Lankan economy, because the apparel sector is the largest foreign 

exchange earner and a key generator of employment in Si Lanka. Most organizations in 

the apparel sector have already undertaken outsourcing strategies as a solution to 

overcome the existing challenges. 

This study was designed to explore types of activities apparel organizations normally 

outsourced, the reasons for outsourcing and to identify problems that may be 

encountered during the period of outsourcing. In addition, this study examines the 

relationships between outsourcing of production related activities and organizational 

performance. Further it seeks the impact of production related activities on performance 

of organizations in the Sri Lanka apparel industry. This study selected the western 
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province as the population and 37 apparel organizations have been taken as a sample. It 

attempts to carry out, based on the perceived results rather than financial measures and 

quantifies the subjective evidences of organizational performance and outsourcing. 

There were five research hypotheses which were tested by using the deductive 

approach. They examined the relationship between outsourced production related 

activities and productivity, cost efficiency, quality, lead time and profitability. All these 

hypotheses were accepted with success in this study. Correlation analysis and multiple 

regression analyses were used in testing hypothesis and attaining the objectives of this 

study. The major findings show that, that is, there is a positive relationship between 

outsourcing of production related activities and productivity, cost efficiency, quality, 

lead time and profitability of organizations. Accordingly there is a positive relationship 

between outsourcing of production related activities and performance of organizations. 

Therefore it can be recommended that the outsourcing of production related activities be 

undertaken to improve the performance of organizations in the apparel industry. 

The most significant limitation of this study is considering only the relationship between 

outsourcing of production related activities and organizational performance. As well as, 

this study did not test the variance of performance due to outsourcing. A future study 

can empirically examine the relationship between outsourcing non production related 

activities and organizational performance and test the variance in performances of 

organizations due to outsourcing in the apparel industry. 
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Chapter One 

Introduction 

1.1 	Background of the study 

Industrialization and competitive market environments have contributed to the 

development of strategic management accounting as a branch of accounting. Strategic 

management accounting involves the process of analysis of management accounting 

data about a business and its competitors for use in developing business strategy. 

Therefore Strategic management accounting developed for the collection of competitor 

information to attempts to match management accounting systems with an 

organization's strategic position. Within this networked global economy, companies 

need to understand their source of competitive advantage (Horngren, Datar, Foster, 

Rajan, and Ittner, 2008). 

During the past decade organizations both manufacturing and service organizations 

have faced dramatic changes in their business environments. This business changes are 

mainly driven by innovation and competition. In order to be successful in a highly 

competitive environment, companies are focusing to improve their key functions or 

processes which can give them additional competitive advantage in their competitive 

marketplace. Therefore organizations have been developing various kinds of strategies 

in order to gain this competitive advantage. These strategies specify how organizations 

match their own capabilities with the opportunities in the marketplace to achieve their 
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objectives. In other words, strategy describes how an organization will compete and use 

the opportunities. Thereby strategic management accounting provides the information to 

formulate strategies to win the competition. 

As a result there are a number of strategies, which can be used to improve the 

competitiveness and responsiveness of market demands. Outsourcing is a one of these 

strategies to respond to demands for more efficient ways and to address organizational 

competitiveness. Outsourcing means transfer or delegation of the operations to an 

external service provider. When a firm is going to outsource the functions, it should 

consider the cost minimization and the value maximization of organizations. 

Accordingly, only the functions which generate added value and represent the firm's 

competitive advantage must be performed internally; the rest of the functions are 

outsourced. 

Then outsourcing is a strategic management tool which can significantly assist 

organizations to control their skills and resources to achieve greater competitiveness and 

by which making a great contribution to organizational performance. Therefore 

organizations trend to outsource some of their activities to get benefits but there are a 

number of potential problems associated with outsourcing. Any way it is a popular 

strategy as increasing the competitiveness of an organization. 

In the Sri Lankan context, garment manufacturers are facing a number of challenges due 

to the reasons of expiry of the Multi Fiber Arrangements, withdrawals of GSP plus, high 

production cost of garments, lower demands of customers and strong competitors etc. 
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