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Abstract: The outsourcing of human resources has increased in recent years. As in other fields of
management research, limited knowledge is available on outsourcing in small- and medium-sized
enterprises (SMEs). The aim of this paper is to present a study on the outsourcing of human resources
in Icelandic service SMEs in the period 2009–2018. Surveys were used to gather information on
outsourcing, with the participation of 802 firms. The results show that three out of four firms have
outsourced some activities, while only 21% have formulated a formal strategy for outsourcing. The
main motives for outsourcing are accessing expertise and simplifying operations. Cost reduction
comes in third place. SMEs tend to outsource human resources on a very limited scale, while 50% of
firms outsource information technology and 39% outsource security services. Larger firms outsource
human resources on a larger scale than smaller firms. Managers in companies that outsource human
resources are more satisfied with many aspects of outsourcing compared to those managers who do
not outsource those resources. Firms that outsource human resources also realise more actual cost
reduction. Outsourcing in SMEs has little impact on employment, as 3% of firms lay off staff and 6%
transfer staff to vendors. Larger firms and firms that outsource human resources are more likely to
change their staff’s employment status after outsourcing.

Keywords: human resources; outsourcing; small- and medium-sized enterprises; survey; cost
reduction; core competences

1. Introduction

Human resources, especially employees’ skills and knowledge, are frequently acknowl-
edged to play an important part in establishing the competitive advantage of firms [1–3].
While there is no generally accepted definition of human resource management (HRM),
Beardwell and Clark [4] (p. 4) provide a broad definition: “Human resource management
refers to a collection of policies used to organise work in the employment relationship
and centers on the management of work and the management of people who undertake
this work.” Therefore, human resource management encompasses the administration of
employees in companies, such as the selection and hiring of staff, training, performance
management, payroll, and termination. Given the central role of HRM in companies and
even in their competitive standing, one may ask why companies outsource; that is, buy-in
products or services provided by a third party [5]. The literature indicates that there might
be four reasons. First, there is an attempt to lower costs in general or to reduce indirect costs,
for example by reducing the number of employees, simplifying organisational structure,
or applying stricter cost control [6–9]. Second, in light of rising international competition,
companies aim to focus on core competencies that are scarce, treasured resources and
difficult for other companies to imitate. Companies are advised to concentrate on such
resources and keep them in-house, while other non-core, low value-added resources are
well-suited for outsourcing [1,7,9–11]. Third, there are mimetic forces that managers take
into account when facing high ambiguity. In such circumstances, there is a tendency to
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replicate other organisations that seem to cope with uncertainty. Accordingly, in recent
years, organisations have adopted management practices such as outsourcing, reengineer-
ing, and the balanced scorecard without clear evidence of their effectiveness [12,13]. Fourth,
demand uncertainty contributes to outsourcing of human resources, as labour costs can be
limited in times of low demand, and increased by contracting other firms when demand
rises [9,14].

HRM outsourcing has risen in Western countries in recent decades, especially in
the US [2,15–17]. Similar trends can be found in Vietnam, Taiwan, and other Asian
countries [9,18]. The reasons given for outsourcing human resources are primarily to
reduce cost, lack of HRM expertise, to gain specialised and sophisticated services, and
to increase firm performance [9,15,18]. The HR functions that have been outsourced
are recruitment and selection, skill development and training, payroll and benefits,
performance assessment, workforce redundancies, law and regulations, and retirement
schemes [15,16,19–22].

The needs of small and large businesses differ regarding HRM outsourcing. Small
businesses tend to buy in HRM functions from outside contractors, and they are likely to
look for simple and standardised services. In middle-sized companies, HRM departments
cover most of their common HRM commitments, and they tend to outsource basic HRM
services. However, big firms outsource primarily sophisticated and innovative HRM ser-
vices, while multinational companies are inclined to cover all HRM services in-house [15].
Sheeshan [21] argues, in contrast, that it is mainly big firms that tend to outsource HR
functions, as increased company size brings more human resource challenges. In SMEs,
direct observation of employee behaviour, ongoing communication between the manager
and employees, and a detailed definition of duties are often used instead of the human
resource function [23]. Consequently, SMEs have mainly outsourced services such as
payroll and employee benefits, and insurance [2].

There seems to be a lack of knowledge on outsourcing in SMEs, as few studies have
been conducted on the subject. There are studies on offshoring, HRM, service firms, the
footwear industry, and broadband use [6,15,21,24–26].

In order to add to the knowledge on outsourcing in SMEs, this paper will present a
study on the outsourcing of human resources in Icelandic service SMEs during the period
2009–2018. The paper seeks to answer the following research questions: (1) What is the
extent of the outsourcing of human resources? (2) What are the motives for the outsourcing
of human resources? (3) How does firm size affect the outsourcing of human resources?
(4) How does outsourcing of human resources affect cost in SMEs? (5) How does the
outsourcing of human resources affect employment?

In the next section, research methods, and data analysis are presented, followed by a
review of the study results, discussion, and conclusions.

2. Materials and Methods

The aim of the study was to analyse the general pattern of outsourcing in Icelandic
service firms and thus a descriptive and analytical research design was selected [27]. As
relatively few firms outsource HRM activities, three surveys were merged. The surveys
were conducted in 2009, 2013, and 2018. The first survey was a telephone survey, the second
a mixture of a telephone and online survey, while the last was based on an online survey
only. The managers of firms or their deputies were sent the surveys and asked to answer
questions about outsourcing in their firms. The three surveys provide a useful opportunity
to measure changes over time and to test, for instance, whether the financial crisis in 2008
had an impact on outsourcing patterns, by comparing the 2009 and 2013 surveys.

2.1. The Sample and Selection Criteria

In the surveys conducted in 2009 and 2013, the samples were received from the Internal
Revenue Directorate in Iceland. The firm Creditinfo, which specialises in information on
Icelandic companies, provided the sample in 2018. A stratified random sample was used
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in all three cases. The selection criteria were the size of the firm, industry, and location
within Iceland (50% in the capital area, the remainder throughout Iceland). In addition, for
inclusion in the sample, firms had to be classified as service firms according to an economic
activity classification (the Icelandic version of NACE) and had to have five employees
or more. The final sample of the 2009 study consisted of 484 firms, and 397 responses
were returned (82% response rate). In 2013, the revised final sample consisted of 392 firms,
and 220 responses were returned (55% response rate). In 2018, the sample consisted of
500 companies, of which 185 replied (37.1% response rate). In this paper, the analysis is
based on responses from 802 firms, collected as outlined above.

2.2. The Research Instrument

The research instrument was based mainly on Kadabadse and Kadabadse’s [11] paper
and a questionnaire designed by Edvardsson and Sigurdardottir [28] after interviewing
10 managers and specialists on the subject in Iceland.

Slight changes were made to the questionnaire after it was pilot tested in four companies.
These were primarily related to concept clarity and whether more options were needed.

The questionnaire was made up of 25 questions that dealt with outsourcing; which
activities are outsourced, whether the firm has a strategy on outsourcing, the reason for
outsourcing, cost reduction and other benefits of outsourcing, and the impact of outsourcing
on employment. These questions were mostly nominal scale. Later in the questionnaire, man-
agers were requested to share their opinions on eight propositions regarding their experience
on a five-point Likert scale. The questionnaire also included background variables such as
size, location, corporate profit, managers’ education, gender, and age. Replying to questions
regarding age, number of employees, and turnover, the respondents referred to the actual
number written in the database by the interviewees responsible for data collection.

As regards the analysis in this paper, it has to be pointed out that the questionnaire
was mainly based on the paper by Kadabadse and Kadabadse [11]. Thus, very few HRM
outsourcing aspects were collected, namely, HRM, training, payroll, and consultation. That
offers limited insights, but it can nonetheless give some information on the outsourcing
pattern of Icelandic SMEs.

2.3. Data Analysis

Data were analysed using the Statistical Package for the Social Sciences (SPSS 22.0).
Descriptive statistics, Chi-square test, and Mann–Whitney U test were used in the ana-lyses.

A p-value of 0.05 was considered statistically significant. A p-value less than 0.001
was reported as <0.001.

2.4. Hypotheses

From the theoretical observations in the introduction, we hypothesise the following:

Hypothesis 1 (H1). Smaller firms tend to outsource primarily to increase expertise in their field
of operation.

Hypothesis 2 (H2). Smaller firms tend to outsource primarily to simplify operations.

Hypothesis 3 (H3). Smaller firms tend to outsource mainly standardised HRM functions, such
as payroll.

Hypothesis 4 (H4). Larger firms tend to outsource more HRM functions than smaller firms.

Hypothesis 5 (H5). Managers in firms that outsource HRM functions are more satisfied with the
benefits of outsourcing than other managers.

Hypothesis 6 (H6). Firms that outsource HRM functions realise more cost reduction.
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Hypothesis 7 (H7). Given the central role of employees in small businesses, they tend not to lay
off staff as a consequence of outsourcing.

Hypothesis 8 (H8). Large companies will lay off staff or transfer staff to clients as a consequence
of outsourcing.

Hypothesis 9 (H9). SMEs that outsource HRM tend to lay off staff or transfer staff to clients as a
consequence of outsourcing.

2.5. SMEs Definition

In this study, we use the European Union’s (2005) definition of small- and medium-
sized enterprises. Accordingly, micro firms have fewer than 10 staff members and a
maximum revenue of €2 million, small businesses are those with 10–49 staff members and
a revenue of less than €10 million, and medium-sized firms have 50–250 staff members and
a maximum revenue of €50 million.

3. Results

The findings of the research will be presented in this section of the paper. Here, we
will look into the extent of outsourcing, whether the firms have formulated a strategy for
outsourcing, and what activities are outsourced. Additionally, the motives for outsourc-
ing are presented as well as the benefits. The section ends by looking at the impact of
outsourcing on employment.

3.1. The Firms in the Surveys

Table 1 presents the classification of firms in the surveys according to the NACE clas-
sification and the average number of employees. The table reveals that firms in wholesale
and related activities were most numerous in the surveys, followed by real estate and
business activities and hotels and restaurants. The average number of employees in the
firms was 52 when all the firms in the surveys were counted, but 40.7 if four companies
with more than 1000 employees were excluded. The median number of employees was 10.

Table 1. Firms; classification in accordance with Icelandic classification of NACE.

Number Percent
Median

Number of
Employees

Average
Number of

Employees *

Wholesale, retail trade, repairs 217 28.6% 10 66.8/60.12
Hotels, restaurants 101 13.3% 14 73.9/22.4
Transport, communications 58 7.6% 15 37.3
Financial intermediation 57 7.5% 11 34.7
Real estate & business activities 103 13.6% 7 19.9
Public administration 8 1.1% 69 115
Education 11 1.4% 8 30
Health services, social work 39 5.1% 11 143.4/15.6
Hi-tech- and
knowledge-intensive 80 10.5% 9 51.8

Other services 85 11.2% 9 39.6
Missing values 43
Total 802 10 52.0/40.7

* The higher numbers of employees are the averages of all the firms in the survey, while the second numbers are
based on the exclusion of firms larger than 1000 employees.

3.2. The Extent of Outsourcing and Outsourcing Strategy

The study’s findings show that 74.8% of the firms (600) had outsourced some service
activities in the past three years before the survey was conducted. They outsourced mostly
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in the local market. Table 2 shows that larger firms tend to outsource more than other firms
(p ≤ 0.001). Similar patterns were found in all three surveys (2009, 2013, and 2018).

Table 2. Firm size and outsourcing (n = 802, missing values 55).

No Outsourcing Do Outsource p-Value a

1–9 31.5% 68.5% <0.001
10–49 19.1% 80.9%
More than 50 9.5% 90.5%

a Chi-square test.

A minority of the outsourcing firms in the survey, or 21%, had formulated a strategy
on outsourcing, and there was no difference based on the size of firms (p = 0.309).

3.3. Motives for Outsourcing and Outsourced Activities

In total, 45.7% of the firms in the study used outsourcing to increase expertise in their
field of operation and 43.0% in order to simplify operations. Cost reduction was in third
place (see Table 3). Firms with 10–49 employees were more inclined to outsource to reduce
costs, simplify operations, look into operational security, minimise investments, and focus
on core businesses. The firms that outsourced HRM did so primarily to increase expertise,
simplify operations, reduce cost, and focus on core competencies (see Table 4). Hypotheses
1 and 2 are confirmed.

Table 3. Motives for outsourcing and firm size.

Total
n = 600

1–9
n = 239

10–49
n = 237

More than 50
n = 95 p-Value a

Cost reduction 37.5% 31.2% 46.6% 22.2% <0.001
Less staff turnover 11.7% 44.9% 37.7% 17.4% 0.787
Increased expertise 45.7% 41.4% 39.9% 18.7% 0.457
Simpler operation 43.0% 34.5% 44.7% 20.8% 0.003
Operational security 16.0% 27.5% 51.6% 20.9% 0.010
The goal of
minimising
investment

12.3% 25.0% 44.4% 30.6% <0.001

Increased emphasis
on core business 17.7% 30.5% 41.0% 28.6% 0.001

Increased service 8.2% 34.7% 36.7% 28.6% 0.063
Other 18.0% 45.3% 39.6% 15.1% 0.718

a Chi-square test.

Table 4. Motives for outsourcing and firm outsourcing HRM (n = 600, missing values 0).

No HRM
Outsourcing HRM Outsourcing p-Value a

Cost reduction 32.2% 47.6% <0.001
Less staff turnover 7.9% 18.8% <0.001
Increased expertise 40.6% 55.3% 0.001
Simpler operation 34.4% 59.1% <0.001
Operational security 12.8% 22.1% 0.003
Minimising
investment 8.2% 20.2% <0.001

Increased emphasis
on core
business

10.5% 31.2% <0.001

Increased service 7.4% 9.5% 0.345
Other 21.2% 12.0% 0.005

a Chi-square test.
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The dataset allows us to look into the effect of the financial crisis in 2008 on the
motives for outsourcing. The 2009 survey was conducted in the first months of the year
when the impact of the financial crisis was only beginning to be felt, while the 2013 survey
was conducted five years after the financial crisis. A pre- and post-effect could thus be
measured. In the 2009 survey, the most common reason for outsourcing was to simplify
the operation of the firm (42.6%), to increase expert knowledge (36.9%), and to reduce
cost (34.7%). In 2013, the motives for outsourcing changed. The respondents mentioned
increasing expert knowledge in 51.7% of cases, cost reduction in 41.5%, and simplifying
the operation in 35.2%. The financial crisis seems to have motivated managers to use
outsourcing to achieve cost reduction on a larger scale than before. In 2018, the results
were similar to those of 2009. The motives for outsourcing were simplifying the operation
(60.5%), increasing expertise (54.0%), and reducing cost (39.5%).

Table 5 shows, interestingly, that service firms in Iceland outsource human resource-
related activities on a very limited scale. Only 5.5% of firms outsource HRM and training,
and 17.8% outsource payroll. Hypothesis 3 is partly confirmed. In comparison, 50.2% of
firms outsource information technology, and 39% outsource security.

Table 5. Outsourced tasks in the survey. Multiple choices allowed (n = 600, missing values 0).

Total
n = 600

1–9
n = 239

10–49
n = 237

More than 50
n = 95 p-Value a

Cleaning 36.7% 28.0% 35.9% 68.4% <0.001
Security 39.0% 28.5% 40.9% 68.4% <0.001
Canteen 7.5% 3.3% 6.3% 23.2% <0.001
Information
technology 50.2% 40.2% 54.9% 73.7% <0.001

Payroll 17.8% 18.8% 19.0% 14.7% 0.629
Finances 7.5% 6.3% 9.7% 6.3% 0.320
Human resource
management 0.8% 0.4% 1.3% 1.1% (0.599)

Training 4.8% 3.8% 4.6% 8.4% (0.200)
Telecommunications 12.3% 10.0% 12.7% 17.9% 0.145
Consulting 18.5% 12.1% 19.4% 35.8% <0.001
Accounting 37.5% 48.5% 35.9% 21.1% <0.001
Back office processes 2.7% 2.1% 3.0% 4.2% (0.561)
Transport 17.7% 12.1% 18.6% 30.5% <0.001
Other 30.5% 36.0% 27.8% 30.5% 0.156

a Chi-square test.

In the remainder of the paper, we will look into those 208 firms that outsource human
resource-related tasks (payroll, HRM, training, and consultation) and note whether they
have different patterns than those firms that do not outsource HRM. Firms with more than
50 employees were more inclined to outsource HRM activities (see Table 6), as 46.3% of
them outsource, compared to 28.9% of firms with fewer than 10 employees. Hypothesis 4
is confirmed.

Table 6. HRM outsourcing and firm size (n = 600, missing values 29).

No HRM
Outsourcing HRM Outsourcing p-Value a

1–9 71.1% 28.9% 0.007
10–49 62.4% 37.6%
More than 50 53.7% 46.3%

a Chi-square test.

Outsourcing of HRM activities increased from 30.0% in 2009 to 36.5% in 2013. In 2018,
44.4% of firms outsourced HRM activities, a significant increase from 2009.
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3.4. Benefits of Outsourcing

The managers were asked to respond to different statements regarding their experience
of outsourcing on a five-fold Likert scale. The study results (see Table 7) indicate that
managers in firms that outsource HRM activities are more satisfied with cost reduction in
general than those who do not outsource HRM (p = 0.006). The former managed to increase
expertise more than the others (p = 0.012), focus more on core competencies (p = 0.002), have
more cost discipline/control (0.024), and add more value to their companies (p = 0.042).
Hypothesis 5 is confirmed. If we look at the real cost reduction achieved (Table 8), then the
firms that outsource HRM activities realised more cost savings in accounting (p < 0.001),
purchase of equipment (p = 0.038), and financial costs (p < 0.001). As it is primarily larger
firms that outsource HRM activities, it is no surprise that larger firms achieve more cost
reduction in many respects (see Table 9). Hypothesis 6 is confirmed.

Table 7. Mean scores for managers on different statements regarding their experience of outsourcing
and HRM outsourcing. (n = 600).

Not HRM
Outsourcing

M (sd/n)

HRM
Outsourcing

M (sd/n)

Missing
Values p-Value a

Improved service quality 3.54(0.87/356) 3.66(0.81/199) 45 0.112
Reduced cost 2.96(1.16/354) 3.23(1.08/193) 53 0.006
Increased expertise 3.49(0.98/357) 3.66(0.93/194) 49 0.012
Reduced risk 3.54(0.97/349) 3.72(0.76/193) 58 0.059
Improved service to
customers 3.59(0.92/350) 3.61(0.77/191) 59 0.792

Focus on core
competencies 3.63(0.85/352) 3.85(0.81/193) 55 0.002

Cost discipline/control 3.24(0.98/345) 3.45(0.91/193) 62 0.024
Value added has
increased 3.31(0.85/353) 3.46(0.84/193) 54 0.042

a Mann–Whitney U test.

Table 8. HRM outsourcing and cost reduction (n = 600, missing values 0).

Not HRM
Outsourcing

HRM
Outsourcing p-Value a

Housing 3.3% 6.7% 0.055
Cost of purchasing
equipment 10.5% 16.3% 0.038

Cleaning cost 10.2% 15.4% 0.063
Security cost 5.9% 10.1% 0.590
Cafeteria 2.0% 3.8% 0.191
Finance cost 2.3% 10.6% <0.001
Human resource
management 1.0% 4.3% (0.008)

Training cost 0.5% 4.3% (0.001)
Telecommunication cost 1.3% 3.8% (0.040)
Consulting cost 1.3% 6.2% 0.001
Accounting cost 6.9% 27.4% <0.001
Transport cost 4.3% 7.7% 0.086

a Chi-square test.

In the 2013 survey, managers were more satisfied with most aspects of outsourcing
compared to 2009, such as improved service quality, reduced cost, increased expertise,
reduced risk, increased service to customers, and focusing more on core competencies. No
such difference was noticed between 2013 and 2018.
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Table 9. Cost reduction and firm size. (n = 600, missing values 29).

1–9 10–49 More than 50 p-Value a

Housing 3.3% 3.8% 10.5% 0.014
Cost of purchasing
equipment 8.4% 14.3% 22.1% 0.003

Cleaning costs 7.9% 10.5% 29.5% <0.001
Security costs 4.2% 5.9% 21.1% <0.001
Canteen 0.8% 2.1% 9.5% <0.001
Finance costs 4.6% 5.9% 5.3% 0.816
Human resource
management 1.3% 2.5% 4.2% 0.248

Training cost 1.7% 1.3% 4.2% 0.197
Telecommunication cost 1.7% 1.7% 5.3% 0.102
Consulting cost 2.5% 3.4% 4.2% 0.701
Accounting cost 18.0% 11.8% 13.7% 0.156
Transport cost 4.6% 4.6% 11.6% 0.030

a Chi-square test.

3.5. Human Resources

In many cases, outsourcing can have a major impact on employment and human
resources, such as when whole departments or company sectors are outsourced. Conse-
quently, staff are laid off, moved to the vendor firms, or hired on a new contract. Table 10
shows that 90.2% of managers in the survey say that outsourcing has had an insignificant
effect on employment, while 2.7% have laid off staff. Hypothesis 7 is confirmed. We can see
from Table 11 that it is primarily in firms with more than 50 employees that outsourcing
has a significant effect on human resources, or in 20.5% of cases (p = 0.001). In those firms
that outsource HRM, the effect on employment is more significant than in firms that do not
outsource HRM (p = 0.003) (see Table 12). Hypothesis 8 and 9 are confirmed.

Table 10. The employment impact of outsourcing (n = 600, missing values 47).

Insignificant effect on employment 90.2%
Staff are laid off 2.7%
Staff moved to the vendor firms 6.3%
Staff hired on a new contract 0.5%
Other 0.2%

Table 11. Firm size and employment impact of outsourcing (n = 600, missing values 53).

Insignificant Effect Significant Effect p-Value a

1–9 93.9% 6.1% 0.001
10–49 90.8% 9.2%
more than 50 79.5% 20.5%

a Chi-square test.

Table 12. HRM outsourcing and effect on employment (n = 600, missing values 47).

Insignificant Effect Significant Effect p-Value a

No HRM outsourcing 93.0% 7.0% 0.003
HRM outsourcing 85.2% 14.8%

a Chi-square test.

When the three surveys are compared it seems that outsourcing had a trivial effect
on employment: 89.2% of managers in 2009 and 90.1% in 2013 reported that outsourcing
had an insignificant impact on employment. In 2009, 10.1% of firms in the survey had laid
off staff or transferred staff to suppliers, compared to 9.9% in 2013. In 2018, 93.4% of firms
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reported that outsourcing had had very little impact on employment, and 0.9% had laid
off staff. It should be mentioned in this context that several of the participating firms had
outsourced from the beginning and employment had remained stable for the most part.

4. Discussion

This paper aimed to present a study on outsourcing human resources in Icelandic ser-
vice SMEs in 2009–2018. The paper attempted to answer the following research questions:
(1) What is the extent of outsourcing human resources? (2) What are the motives for the
outsourcing of human resources? (3) How does firm size affect the outsourcing of human
resources? (4) How does outsourcing of human resources affect cost in SMEs? (5) How
does the outsourcing of human resources affect employment?

The firms in the study outsourced HRM on a limited scale. Only 5.5% of firms
outsourced HRM and training, and 17.8% outsourced payroll. The outsourcing of HRM
activities increased after the financial crisis in 2008 and has remained at a high level. This is
in line with former research, such as by Sheeshan [21], which argues that it is mainly larger
firms that outsource HRM functions, while, Klass [2] points out that SMEs mainly outsource
payroll and employee benefits. The firms in the study had fewer than 50 employees on
average. In such organisations, it is highly uncommon to have human resource managers
or HRM departments. Payroll administration and benefits are, then, the responsibility of
middle managers and general managers, who feel tempted to outsource such activities.

As the number of employees grows in the firms studied, they tend to outsource more
and more HRM functions. About 68.5% of firms with fewer than 10 employees outsource
activities in general, while 90.5% of firms with more than 50 employees do so. The same
applies to HRM outsourcing; larger firms outsource more than smaller ones. This is because
human resource challenges arise with a growing number of employees (Sheeshan (25). At
this stage, a human resource manager is more often than not hired to take care of strategic
aspects of HRM and tends to outsource basic HRM services [15].

The firms in the study outsourced on a large scale; three out of four outsource some
activities. Given that the majority of the firms had fewer than 50 employees, this can be
explained in different ways. First, they outsourced by concentrating on core competencies,
as the main reasons for outsourcing were to enhance expertise in their field of operation
and simplify operations. Similar results were found among the firms that outsourced
HRM activities. They wanted to increase expertise, simplify operations, reduce costs,
and focus on core competencies. Core competencies theory gets some support in these
findings [1,7,10,11]. Second, they used outsourcing to lower costs [6,7]. In the 2013 survey,
more emphasis was placed on cost reduction than in 2009, whereas this was not the case
in 2018. Third, given SMEs’ resource constraints, they used outsourcing to potentially
provide all aspects of production and service processes. Finally, as outsourcing has become
a very common practice, mimetic forces can be at play, with managers copying common
procedures [12,13].

The firms that outsource HRM activities have realised more cost savings in HRM
services, accounting, purchase of equipment, and financial costs. The reasons might be that
such companies concentrate more on cost reduction [6,7] and are more strategic in their
outsourcing than firms that do not outsource HRM activities.

The findings show that outsourcing has a very limited impact on employment relations.
About 90% of managers in the survey said that outsourcing has had an insignificant effect on
hiring policies, while 2.7% laid off staff. Larger firms and firms that outsource HRM tend to
lay off staff or transfer to vendors on a larger scale than smaller firms. Similar findings were
revealed in all three surveys. These results diverge from Kakabadse and Kakabadse’s [11]
findings in European and US firms, where 39% of European firms transferred staff to
vendors and 24% laid off staff. The explanation may be found in the different sizes of the
firms in the samples. Employees in smaller firms tend to be very important and cannot
so easily be laid off, and small firms seldom have the possibility of selling departments or
transferring them to vendors.
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5. Conclusions

The characteristics of SMEs and how they perform in comparison to larger organisa-
tions continue to receive attention from both researchers and practitioners. In this paper, we
presented studies on the outsourcing pattern of human resource management in SMEs. The
paper is based on three cross-sectional surveys over the period 2009–2018. Although the
study provides robust data, a mixed method would be preferred as well as a cross-national
study design. Interviews could provide in-depth knowledge on motives for outsourcing,
and a cross-cultural perspective has the potential to inform on how culture and legislation
may affect outsourcing patterns.

This research is based on data collected prior to the COVID-19 pandemic. It would
be of theoretical interest to conduct research after the pandemic to investigate whether
and how it has affected the outsourcing of human resource management in SMEs. Future
research should also consider the specificity of services, such as the service-dominant
logic, and consider outsourcing to be a part of value co-creation and resource sharing [29].
In addition, future research could investigate the different needs of micro, small-, and
medium-sized organisations.

The findings of the study have some theoretical and practical implications. First, the
study contributes to the outsourcing theory regarding human resource management in
SMEs. Second, the study also has practical implications for managers of small businesses
who are encouraged to outsource standardised HR functions, such as payments. This can
lift a tedious task off their shoulders, and they can concentrate on the core competencies
of the firms. Managers in medium-sized firms benefit from outsourcing more than those
in smaller ones and, consequently, they can achieve lower HRM costs, as well as higher
quality, by contracting vendors with specialist knowledge and expertise.
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