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Abstract

In the quest for improved efficiency and cost savings, many businesses 
turn to outsourcing human resources (HR) functions to third-party 
providers. While outsourcing can provide significant benefits, such as 
efficiency and lower costs, it raises important ethical considerations 
that companies cannot afford to ignore. Specifically, companies must 
consider the impact on employees, ensure social responsibility, and 
balance cost savings with quality outcomes.

THE ETHICS OF HR OUTSOURCING: 
BALANCING COST SAVINGS WITH 
SOCIAL RESPONSIBILITY
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What is HR outsourcing?

Human resources (HR) is a vital function 

within organisations, responsible for 

managing the organisation’s most valuable 

asset - its employees. The goal of HR is to 

ensure that the organisation has the right 

people, with the right skills, in the right 

positions to achieve its strategic objectives.

HR plays a critical role in any organisation, 

regardless of size or industry. Its functions 

help to attract and retain top talent, 

manage performance and productivity, 

ensure compliance with employment 

laws and regulations, and foster a positive 

workplace culture. In essence, HR helps 

to create an environment that supports 

employee well-being, engagement, and 

growth, while also contributing to the 

organisation’s overall success.

While some organisations choose to 

manage their HR functions in-house, others 

opt for HR outsourcing (HRO). HRO involves 

contracting with third-party providers to 

manage some or all of the organisation’s 

HR functions. The primary goal of HRO is 

to reduce costs, improve efficiency, and 

access specialised expertise.

Given the increasing competition in today’s 

global economy, outsourcing HR functions 

can be a vital tool for businesses of all sizes. 

However, companies must take a socially 

responsible approach to outsourcing. 

This requires considering the impact of 

outsourcing on employees and other 

stakeholders, such as the communities 

to whom these functions are outsourced. 

It also involves ensuring the quality and 

reliability of services while striking a 

balance between cost savings and social 

responsibility.
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Potential functions for HR outsourcing

When considering HRO, it is important to 

understand which HR functions can be 

outsourced. Here are some common HR 

functions that can be outsourced:

•  Talent acquisition and screening: HRO 

providers can help companies with the 

recruitment, screening, and onboarding 

of new employees. This includes posting 

job advertisements, reviewing resumes, 

conducting interviews, and running 

background checks.

•  Payroll processing: HRO providers 

can take care of payroll management, 

including issuing paychecks, estimating 

taxes, and determining employee benefits. 

This can help reduce errors and ensure 

compliance with tax laws and regulations

•  Employee benefits and rewards: HRO 

providers can assist with managing 

employee benefits and rewards, including 

health insurance, retirement plans, 

and bonuses. This can help ensure that 

employees receive competitive benefits 

and rewards packages.

•  Employment law and regulations 

compliance: HRO providers can 

help organisations keep abreast of 

employment laws and regulations, 

including anti-discrimination and health 

and safety regulations. This can help 

ensure compliance and minimise legal 

risks.

•  Employee relations and performance 

management: HRO providers can assist 

with managing employee relations issues, 

such as disputes and grievances. They can 

also help organisations with performance 

management, including goal-setting and 

performance reviews.

•  Risk management and anti-

discrimination: HRO providers can 

assist businesses in creating policies and 

protocols aimed at tackling workplace 

hazards, discriminatory practices, and 

bullying. This can help create a safe 

and inclusive work environment for all 

employees.

Comparison of HRO and in-house HR

One of the key differences between HR and 

HRO is the level of control the organisation 

has over HR functions. With in-house HR, 

a company has complete control over HR 

policies, procedures, and practices. This can 

provide greater flexibility and the ability 

to tailor HR functions to the unique needs 

of the organisation. In contrast, with HRO, 

the organisation cedes some control over 

HR functions to the HRO provider. While 

the organisation retains oversight and sets 

the overall HR strategy, the HRO provider 

manages the day-to-day operations of HR 

functions.

Another difference between HR and HRO 

is the expertise and resources available. 

In-house HR teams may have a deeper 

understanding of the organisation’s 

culture and needs, but they may not have 

access to the same specialised expertise 

as HRO providers. HRO providers typically 

have a team of HR professionals with 

expertise in various areas, such as benefits 

administration, payroll processing, and 

compliance. This can provide access to the 

latest HR technology and best practices, 

which may not be feasible for in-house HR 

teams to maintain.
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Benefits of HR outsourcing

HRO is becoming an increasingly popular 

choice for businesses of all sizes. By 

contracting with a third-party provider, 

organisations can offload some or all 

of their HR functions, freeing up time, 

resources, and expertise that can be used 

to focus on core business activities. 

Some of the benefits of HRO are:

•  Cost-savings

By outsourcing HR functions, organisations 

can eliminate the need for dedicated HR 

staff and associated costs, such as salaries, 

benefits, and training. Instead, they pay a 

fixed fee to the outsourcing provider, who 

manages all aspects of HR on their behalf. 

This can result in significant cost savings, 

particularly for small and medium-sized 

businesses that may not have the resources 

to maintain an in-house HR team.

•  Improved efficiency

HR functions, such as payroll processing, 

benefits administration, and recruitment, 

can be time-consuming and complex. By 

outsourcing these functions, organisations 

can access specialised expertise and 

technology that can streamline processes 

and reduce errors. This can free up time 

and resources that can be used to focus on 

core business activities, such as innovation 

and growth.

•  Specialised expertise

HR outsourcing providers typically have a 

team of HR professionals with expertise in 

various areas, such as compliance, benefits 

administration, and employee relations. 

This can provide access to the latest HR 

technology, best practices, and regulatory 

compliance knowledge that may not be 

feasible for in-house HR teams to maintain. 

This expertise can help organisations stay 

up-to-date with industry trends and best 

practices while also minimising the risk of 

compliance violations.

•  Greater flexibility

By outsourcing HR functions, organisations 

can scale their HR services up or down as 

needed, depending on changes in business 

needs or economic conditions. This can 

provide greater flexibility and agility, 

allowing organisations to adapt quickly to 

changes in the marketplace.

Ethical implications of HR outsourcing

While the benefits of outsourcing are 

clear, the ethical implications must also 

be considered. Outsourcing can lead to 

job loss, decreased job security, and loss 

of benefits for employees. This can have 

a devastating impact on the affected 

employees and their families. Companies 

have an ethical responsibility to consider 

the impact of their outsourcing decisions 

on their employees and society.

•  Confidentiality: When an organisation 

outsources its HR functions, it entrusts 

sensitive employee information to a third-

party provider. HRO organisations must 

address concerns about data privacy and



External Document © 2023 Infosys Limited

Overcoming Challenges

Outsourcing HR functions is not 

without its challenges. Companies may 

face communication barriers, cultural 

differences, and other obstacles that can 

make outsourcing more difficult. However, 

these challenges can be overcome with 

proper planning and communication. 

Companies must ensure that they have a 

clear understanding of the outsourcing 

arrangement, including the roles and 

responsibilities of both parties and 

establish open lines of communication to 

address any issues that may arise.

The following are some ways in which 

companies overcome the challenges that 

come with HRO:

•  Conduct a thorough analysis: Companies 

should conduct a thorough analysis of 

their HR needs and the potential pros and 

cons of outsourcing. This analysis should 

evaluate the possible effects on workers, 

clients, and other stakeholders, in addition 

to ethical concerns like labour laws and 

data privacy.

•  Choose the right provider: Businesses 

should choose an HR provider that 

upholds ethical labour practices and 

has a transparent data protection policy. 

Additionally, HR providers must be able 

to prove their dedication to complying 

with local laws and regulations as well as 

human rights.

•  Establish clear expectations: Companies 

should set forth clear guidelines for 

the services as well as the standards 

of conduct that the HR provider is 

expected to uphold. This should include 

expectations around data privacy and 

confidentiality, ethical labour practices, 

and respect for human rights.

•  Monitor performance: Companies 

should regularly monitor the provider’s 

performance to ensure that ethical 

standards are being maintained. This can 

be done through performance metrics 

and regular reviews of the provider’s 

performance against these metrics.

•  Provide training: Companies should train 

employees on the ethical implications of 

HRO and the standards of conduct that 

the provider is expected to adhere to. This 

can ensure that employees are aware of 

their rights and responsibilities and better 

prepared to recognise and report any 

potential ethical issues.

confidentiality, particularly if the provider 

is located in a different country with 

different laws governing data protection.

•  Fair treatment: Businesses must ensure 

that all employees, regardless of whether 

they are employed directly or through a 

third-party provider, are treated fairly and 

equitably. This includes ensuring that all 

employees receive the same benefits and 

opportunities for advancement.

•  Transparency: Outsourcing HR functions 

can create a lack of transparency in the 

organisation, as employees may not know 

who to turn to for HR support or may feel 

that their concerns are not being heard. 

HRO providers must maintain open lines 

of communication with their employees 

and ensure that they have access to the 

HR support they need.

•  Conflict of interest: HRO can create 

conflicts of interest if the third-party 

provider also provides services to the 

organisation’s competitors or if it has 

a financial interest in the outcome of 

HR decisions. Businesses should ensure 

that their HRO providers do not have 

any conflicts of interest that could 

compromise their objectivity.

•  Human rights: HRO can raise concerns 

about human rights. Businesses must 

ensure that their HRO providers respect 

human rights and do not engage in 

practices that could violate these rights.
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Conclusion

HR outsourcing offers organisations the 

opportunity to reduce costs, improve 

efficiency, and access specialised 

expertise. However, outsourcing can also 

have ethical implications, particularly 

in terms of job loss and decreased job 

security for employees. When considering 

HR outsourcing, it is important for 

organisations to carefully balance 

cost savings with social responsibility. 

Organisations should ensure that they 

are not sacrificing the well-being of their 

employees for the sake of cost savings. 

In essence, organisations should strive to 

create a work environment that supports 

employee well-being, engagement, and 

growth while also contributing to the 

organisation’s overall success. Ultimately, 

the decision to outsource HR functions 

should be guided by a strong ethical 

framework that prioritises both the 

organisation’s financial objectives and its 

social responsibility to its employees.
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