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ABSTRACT
Human resource outsourcing (HRO) is now widespread in the United States. The primary reasons executives and HR professionals give for outsourcing human resource management (HRM) processes is to lower costs and permit the remaining HR staff to become more strategic. However, this may be a Faustian bargain for organizations engaging in multi-process HRO.  Subtracting the cost of employees formerly paid to provide HRM services from the cost of the HRO contract is relatively straightforward; however, outsourcing may add other costs to the organization. For example, the quality of the HRM services provided by an external party may differ; thereby affecting employee attitudes and behavior, which in turn may have negative effects on employee retention, productivity and customer satisfaction. This study analyzes primary data collected from more than 300 organizations regarding their use of HRO and employee retention (voluntary turnover). The results may be of interest to executives and management scholars.
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A common belief in the current human resource (HR) community is that the HR function of an organization should work to become a strategic partner with a seat at the executive table because the human capital embedded in an organization’s human resources are a source of sustainable competitive advantage that is unique and inimitable [1].  As Delery and Shaw [2, p. 166] write within the field of strategic HRM, “There is general agreement that: (1) human capital can be a source of competitive advantage, (2) that HRM practices are the most direct influence on the human capital of a firm, and (3) that the complex nature of a coherent HRM system of practices can enhance the inimitability of the system.”  At the same time organizations seem increasing willing to outsource ever larger bundles of HRM activities. 

Understanding which HRM activities are best suited to outsourcing should start with a comprehensive model of the attributes of HRM activities likely to be associated with effective outsourcing.  This study develops such a theoretical framework and then proceeds to test the predictions of this model.  The primary research question is: Does the provider of an HRM activity affect organizational outcomes? If so, several other questions emerge.   First, how do employees respond to HRM services provided by suppliers outside the organization?  Second, can the employee response be measured using employee satisfaction items or archival turnover data?  This study uses cross-sectional data to explore the first two questions and sets the stage for a longer-term research project collecting the longitudinal data needed to explore changes over time.  Figure 1 shows the relationship to be explored.
FIGURE 1: CONCEPTUAL MODEL
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Most of the information relating to HRO available today comes from consultant reports [3] and articles in the popular press [4].  The results of this study contribute to the literature on HRM and business process outsourcing and HRO in the following ways. First, the findings provide evidence on the level of HRO by type of HRM practices outsourced by firms.  Second, this study takes a more comprehensive view of the impact of HRO on firm performance than simply considering the reduction in labor costs by linking the outsourcing of different types of HRM activities to employee satisfaction and turnover.  Third, the study examines any differential effects by type of HRM activities outsourced and the relationship to employee satisfaction and turnover.  

Possible mechanisms for a difference resulting from changing the HRM provider to an external firm include changes in employee commitment, a negative impact on employer branding and a reduction in the uniqueness of the corporate culture [1].  Industry differences are expected to affect the relationship.  For example, outsourcing core HRM practices in industries with larger percentages of employees who directly affect the customer experience (e.g. retailers, financial services, airlines) is expected to have a greater potential for changes in employee engagement and thereby customer satisfaction and loyalty.

This paper extends the current understanding of the consequences and antecedents of successfully outsourcing an HRM activity in a systemic sense.  In other words, what factors influence the total costs and benefits experienced by an organization outsourcing a given HRM activity or bundle of activities?  Specifically, the study collects data from a number of organizations on the extent to which they outsource various HRM activities, the perceived effectiveness of HRO and organizational outcomes that may be affected by the level of HRO.
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