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ABSTRACT: 
In recent years, outsourcing by businesses has received more attention. The strategic use of  external resources to carry out tasks 

typically handled by internal people and resources is known as outsourcing. A well-managed outsourcing arrangement enables 

businesses to succeed in markets where they would not otherwise be profitable. This study's goal is to investigate how 

outsourcing human resources has an impact on organisational performance and what are the various challenges faced by the 

organizations during HRO. The influence of  outsourcing human resources on an organization's overall effectiveness across all 

industries is covered in this research. Consequently, this paper investigates the connections between organisational 

performance and human resource outsourcing. The literature on outsourcing and organisational performance in various 

industries in India and overseas is included in this study. The study's findings support the idea that outsourcing improves 

organisational performance.

Introduction 

Outsourcing is defined as work done for 

a company by the people other than the 

company’s full-time employees. It 

entails asking the outside vendor to 

perform contractually or for a specific 

length of  time for the organisation. In 

the past, businesses outsourced to 

reduce costs.  However, today's strategic 

outsourcing offers benefits beyond cost 

savings, such as increased efficiency, 

reduced overhead, flexible staffing, and 

access to skilled specialists, all of  which 

cut down on response times and 

ultimately increases profit. While 

discussing outsourcing decisions, it is 

important to keep in mind that the 

ma jor i ty  of  research  has  been 

conducted from the perspective of  

transactional costs theory, which has 

received strong empirical support, 

(Monteverde & Teece, 1982; Walker & 

Weber, 1984, 1987; Murray, Kotabe, & 

Wildt, 1995; Lyons, 1995), albeit mostly 

in the context of  non service industries. 

Western nations, particularly the US, 

have seen a recent increase in HRM 

outsourcing [Galanaki E.;Papale 

xandris(2007), Szierbowski-Seibel K.; 

Kabst R (2018), Klaas B.S.(2008)]. 

Similar trends can be found in Vietnam, 

Taiwan, and other Asian countries  

[Lacity, M.C.; Khan, S.A.; Yan(2016), 

Lacity, M.C.; Khan, S.A.; Yan (2019)]. 

The principal explanations offered for 

outsourcing human resources include 

lower costs, meet the demand for HRM 

knowledge, obtain specialised and high-

end services, and improve business 

performance [Nguyen, T.T.T, Chang, M 

(2017), Galanaki E, apalexandris N 

(2007), Ko, C (2019)]. Workforce 

redundancy, performance evaluation, 

payroll and benefits, skill development 

and training, law and regulations, and 

retirement plans are among the HR 

tasks that have been outsourced 

[Galanaki, E.; Papalexandris, N(2007), 

Gottardello, D.; Valverde,(2018), 

Quinn, J.B (1999), Schlosser, F.; 

Templer, A.; Ghanam, D (2006), 

Sheehan, C.(2009), Shen, J (2005)]. The 

process of  outsourcing human resour 

ces management to a service provider 

outside of  a business is known as 

human resource outsourcing (HRO). 

Because they cannot afford to hire 

qual i f ied par t-t ime or ful l - t ime 

personnel across all areas of  the 

organization's operations, many 

businesses outsource all or parts of  their 

HR-related tasks.  Other human 

resources tasks that are frequently 

outsourced include hiring and vetting, 

compensation, labour relations (IR), 

and workplace health and safety. The 

choice of  whether to outsource HR 

operations or keep them in-house, 

however, depends on the costs and 

benefits of  doing so and is driven more 

by HR requirements than by building 

internal strengths. Core Functions of  

human resources management which 

are outsourced by the organizations. 
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these factors rather than just cost 

reduction. In order to support the 

growth of  the industry, this research 

sought to identify  which roles in human 

resources (HR) are most frequently 

outsourced. The top five HR tasks that 

are outsourced are, according to a 

national survey, recruiting  and 

selection, instruction, health and safety 

at work, payroll, and benefits for 

employees. These tasks were frequently 

outsourced for three reasons: to gain 

specialised HR talents, to increase 

quality and efficiency, and to free up 

resources so that HR could focus on its 

strategic role. Resources, learning, cost-

saving, and political factors were 

identified as the four key outsourcing 

reasons that explain why HR tasks are 

outsourced so frequently. These align 

with the rationale of  outsourcing in 

non-HR fields, except from the learning 

component, Kim-Soon N, Ying CP, 

Ahmad AR(2016) .  I t  has  been 

discovered that job outsourcing is a 

natural tendency in today's increasingly 

interdependent global economy. HRO 

methods have developed into second-

generation outsourcing, which has 

s igni f icant  potent ia l  to  expand 

subsequently in the future. Sector and 

firm size had little to no impact on the 

level of  HRO. The majority of  the 

enterprises reported that they had 

successfully and equitably attained both 

the cost benefits and the resource based 

benefits of  HRO. Sim SC, Avvari VM, 

Kaliannan M. Malaysian trends in HR 

outsourcing: the undetected tiger. 2016 

Theorists, such as Becker (1964) and 

G o l d s t e i n  ( 1 9 8 6 ) ,  h a ve  m a d e 

compe l l i ng  a r gumen t s  fo r  t he 

performance effects of  training. Several 

studies conducted in recent years have 

supported the notion by showing that 

training has a favorable impact on 

•  Compensation Management 
•  Employee relocation process 
•  Union and labor relations process 
•  Employee grievances 
•  Expatriate administration 
•  Health care benefits administration 
•  Human resources information system 
•  Retirement planning 
•  Pension and benefits administration.

a supplier. A broad definition - Studying 

the literature on vertical integration, 

vertical disintegration, and "make or 

purchase" is necessary to source 

operations that an organisation has the 

internal capacity to carry out.

OBJECTIVES OF THE STUDY
The current study intends to conduct a 

thorough analysis of  earlier studies on 

organisational performance and human 

resource outsourcing. It gives insight 

into the organisational effectiveness and 

performance because of  the outsou 

rcing decision.

Literature Review
concept of  Outsourcing

There is much debate in management 

literature defining outsourcing (Gilley 

and Rasheed, 2000). Some definitions 

refer to sourcing operations that were 

once carried out internally. Lei and Hitt 

(1995) define outsourcing as “reliance 

on external sources for manufacturing 

components and other value-adding 

activities”. Some concentrate on 

locating parts, systems, and finished 

goods abroad (Bettis et al., 1992; 

Feenstra and Hanson, 1996). Perry 

(1997) focused on employment, 

defining outsourcing as: “another firm’s 

employees carrying out tasks previously 

performed by one’s own employees”. 

Sharpe (1997) described outsourcing as 

handing off  tasks outside of  an organiz 

ation's designated core competencies to 

HUMAN RESOURCE
OUTSOURCING ·

HRO is the process of  an organization 

or person contracting another company 

or person to do a particular task for it, to 

gain some benefits out of  it. (Hadfield, 

2014). In his academic work, Barney 

described human resource outsourcing 

as applying a variety of  models and 

methodologies to new or nonexistent 

forms of  activities and significantly 

reshaping and redesigning them with 

the goal of  producing output meant for 

end users titled "Human resource 

management: A contemporary appro 

ach." Barney (1995) Human Resource 

Management :  A Contemporar y 

Approach. 5th Edition, Prentice 

Hall/Financial Times, New York Kim-

Soon et al., explored the theories, the 

current issues and challenges of  HR 

management, factors influencing HRO 

a n d  t h e  b e n e f i t s  o f  H RO  i n 

manufactur ing industr ies.  They 

discovered that the most often 

outsourced functions were security 

m a n a g e m e n t  a n d  w o r k f o r c e 

management based on qualitative data 

from six manufacturing industries. High 

staff  turnover rates and problems faced 

by employees are regular problems and 

challenges for industries. As a result, 

manpower and management effective 

ness are the primary driving forces 

behind outsourcing. It was discovered 

that in manufacturing industries, human 

resource officers are able to increase 

their  effect iveness in managing 

manpower, with the focus being on 

Methodology

The article uses information gathered 

from previously published literature on 

outsourcing and organisational perfor 

mance.  Infor mat ion from both 

published and unpublished sources, 

such as journals, the internet, etc., is 

included in the secondary sources of  

data.
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productivity and cost-saving indicators 

of  organizational performance. On the 

basis of  the direction given by the 

models of  Speaker typology (Greer, 

2001), Lepak and Snell (1998), and 

Baron and Kreps (1999), Payroll 

activities are of  low strategic impor 

tance, are transactional in nature, are 

non-unique, and do not offer a source 

of  competitive advantage, hence 

enterprises should outsource them  to 

enhance business performance. This 

study used a sample of  manufacturing 

organisations to examine HR outsour 

cing methods and their impact on 

financial, innovation, and stakeholder 

performance indicators in an effort to 

throw more light on the connection 

between corporate performance and 

outsourcing. Our findings imply that 

some HR outsourcing operations do in 

fact have a considerable, advantageous 

i m p a c t  o n  f i r m  p e r f o r m a n c e . 

Particularly, our results show that 

outsourced training improves both the 

c rea t iv i t y  and  per for mance  of  

stakeholders. Additionally, it was 

discovered that payroll outsourcing had 

a favourable impact on company 

innovation. Abdul A. Rasheed, Charles 

R. Greer, and K. Matthew Gilley 

Organizational performance and HRO 

in manufacturing enterprises, 2002. In 

this study, we discussed studies on the 

practise of  outsourcing human resource 

management in SMEs. Three cross-

sectional surveys conducted between 

2009 and 2018 are the foundation of  

this article. Managers of  medium-sized 

businesses gain more from outsourcing 

than do those of  smaller businesses, and 

as a result, they can reduce HRM 

expenses while improving quality by 

working with suppliers who have 

specialised knowledge and experience. 

Gumundur Kristján Skarsson and Ingi 

Runar Edvardsson, 2021. Organiz 

ations nowadays are researching the 

world to build strategies for manufac 

turing and supply chain sourcing outside 

their own nation due to the expenses of  

travel, local labour contract restrictions, 

and available low-cost sources (Harries 

2012) Companies have been driven by 

rising global competition to develop and 

implement international purchasing 

strategies that centre on lowering prices 

and improving quality, fulfilment, 

manufacturing cycle times, responsi 

veness, and financial conditions, as 

extensively reported in academic 

literature (Gianluca, 2013). According 

to estimates from 2008, the global 

market share for outsourcing training 

was between 5 and 6 percent, with India 

leading the pack with Ksh. 1,417 billion 

from training outsourcing and Ksh. 

3900 billion from IT outsourcing 

training (Kemibaro, 2010). To reduce 

costs, boost quality, and encourage 

innovation, manufacturers have found it 

essential to build an effective supply 

chain and utilise global resources. The 

world's most prosperous demand-

driven global value chain companies are 

those that have outsourced payroll 

along with the surge in globalisation 

(Rizza, 2012). Payroll processes need to 

be evaluated by businesses in order to 

choose the best approach and maintain 

control over this crucial function 

because they can be expensive and 

complex. Possibly the most transa 

ctional, regular HR activity is payroll 

processing, which is also the most 

outsourced HRM task (Norman, 2016). 

The results demonstrated that there was 

consensus that training should be 

outsourced. It was advised that doing so 

would introduce fresh perspectives 

from outside trainers and also provide 

staff  with the top skills necessary for 

even more competitive employment. 

Additionally, this lessened issues with 

duplication and errors. Because it helps 

to provide staff  with the crucial skills 

for new systems, it also aids in lowering 

resistance to change. Training and 

development, bettering staff  perform 

ance, boosting staff  retention, and 

helping you hold onto qualified people 

are all  components that lead  to 

employee engagement. Employees 

concurred that hiring should be done by 

experts and companies who specialise in 

recruitment as one of  their primary 

activities because recruitment is not a 

constant activity in an organisation and 

doing it in-house could result in a 42 

higher cost. James Kibe Mwangi(2017). 

According to Peteraf  (1993) ,  a 

company's resources and capabilities are 

essentially heterogeneous. Conseq 

uently, it must focus on its essential skills 

and the effective use of  its resources, 

and only outsource tasks that do not 

require strategic resources. The 

company's competitive advantage can 

be preserved in this way. Gilley and 

Rasheed (2000) identified three factors 

t h a t  c o n t r i b u t e  t o  i m p r o v e d 

organisational performance. First, The 

organizations can concentrate on the 

things it can do well by outsourcing non-

strategic tasks. By encouraging the 

business to be more creative and skilled 

in particular tasks, this concentration 

can enhance results. Second, increased 

outsourcing of  tasks requiring non-

strategic resources can lead to better 

service quality (Dess, Rasheed, Mclau 

ghlin, & Priem, 1995). This is because a 

specialist supplier focuses their efforts 

on a narrow range of  tasks, producing 

superior results than internal execution. 

Finally, but just as importantly, 

outsourcing organizational activities 

with little strategic value can save 

14
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expenses and boost organisational 

pe r fo r mance.  Ak inbo l a  ( 2012 ) 

conducted research on how outsourcing 

techniques affect the organisational 

performance of  the fast food sector in 

Lagos. This study's limitations stem 

from how quickly Nigeria's fast food 

industry was evolving and expanding at 

an explosive rate. To obtain primary 

data for the proper study questions to be 

asked and proper testing of  the three 

hypotheses, 300 questionnaires were 

g iven to  10 se lec ted fas t  food 

organisations in Lagos. According to 

the  s tudy ' s  empi r i ca l  f ind ings, 

outsourcing has so far had a favourable 

impact on the fast food industry's 

performance and has helped the sector 

lower operating costs. Power, Desouza, 

and Boni faz i  (2006)  s ta te  tha t 

corporations outsource because of  cost 

savings, a focus on core business 

functions, access to resources and 

knowledge,  and a rise in the level of  

information technology sophistication. 

Considering the decrease in telecomm 

unications costs, the increased level of  

digitalization and informational tools, 

and other collaborative tools.

potential direction for future research. 

Since the 1990s, organisations and 

businesses have adopted the concept 

frequently for a variety of  reasons. In 

order to survive the intense competition 

for clients in the banking sector, several 

institutions have resorted to outsou 

rcing. Among other arguments put up 

for outsourcing human resources, the 

following is one: A lot of  companies 

decide to outsource their requirement 

for experts to carry out their duties 

because hiring them internally would be 

expensive. Miao Miao, 5 Teng Qian, 

Kouyate Boh Aisaata, 2019) The 

majority of  the enterprises reported 

that they had successfully and equitably 

attained both the cost benefits and the 

resource-based benefits of  HRO. 

Cons ide r i ng  t h e  po t en t i a l  f o r 

developing knowledge and how it will 

be used, the expense of  gaining internal 

facilities in comparison to using an 

external service, and other factors, One 

must choose between expanding the 

workforce and outsourcing some or all 

of  the work. Additionally, businesses 

should decide if  outsourcing is 

acceptable for a one-time job or a long-

term contract. Any reservations should 

be discussed with management, and any 

issues should be brought up with them. 

In the same way, seek input from 

employee reps and banish worries about 

job redundancy. Consider the emotions 

of  employees whose jobs will be greatly 

impacted by the choice to outsource. 

Give them enough time to get used to 

the new policies and suppliers. 2018's 

Uma Bhushan, Jasmeet Kaur, Rajashree 

Gujarathi, and Seetharaman The results 

imply that Human resource outsourcing 

signif icantly affects people's or 

employees' job satisfaction in many 

businesses.

CONCLUSION
The findings imply that some forms of  

HR outsourcing operations do, in fact, 

have a considerable, favourable impact 

on corporate performance. Particularly, 

our results show that outsourced 

training improves stakeholder returns 

both in terms of  inventiveness and 

performance. Additionally, it was 

discovered that outsourcing payroll had 

a favourable impact on company 

innovation. Although, the discovery 

revealed that business size does not have 

any moderating impact on correlations 

between performance and outsourcing, 

further analyses of  organisational and 

environmental circumstances offer a 

I n g i  R u n a r  E d v a r d s s o n  a n d 

Guðmundur Kristján Óskarsson. 

(2021) .  Outsourcing of  Human 

Resources: The Case of  Small- and 

Medium-Sized Enterprises. MDIP. 1, 5-

15.
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