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ABSTRACT

The purpose of this paper made out of my research study is to establish the importance of human
resource management practices on organizational performance of BPO services in Kerala. The
service sector especially BPO sector need expert employees and on-time delivery of services in a
pre-determined standard with the least possible cost. The state of Kerala with highly skilled and
talented human resources, high speed communication and internet connectivity has emerged as an
important BPO hub. The important challenge of HR managers is to recruit and select the right
candidates, else it would badly affect performance of the business and dampen the image of the
company in the competitive market. This study is conducted to find out the impact of HRM
practices followed by the companies to improve organizational performance through structured
questionnaire from a sample size of 800 respondents from the BPO units in Kerala. The results
showed that effective HR practices have a positive impact on with organizational performance.

Keywords: recruitment and selection, training and development, performance appraisal,career
planning and compensation.

INTRODUCTION:

Business Process Outsourcing means outsourcing non-core business functions to third party vendor. But
organizations must take care to select third party service providers because they must have sufficient experience
and reputation to provide services. The main benefits of the organization areto concentrate more important
business areas and also reduce cost (Quimn&Hilmer, 1994). At present competitive world organization should
have the ability to change constantly because it is necessary for their continuous existence. So organizations
need to improve efficiency and effectivenessof business activities, managers often resort to re-engineering,
outsourcing and off shoring. The main two things of off shore outsourcing business is to cost savings and
quality assurance (Dossani& Kenney, 2003;Taylor & Bain,2005). The main BPO business is located in India,
China and the Philippines. According to the national industry association Indiaearned around US30$ billion
revenue from BPO industry, The BPO industry is a small portion of the total outsourcing industry in India. The
total revenue from BPO and IT services industry is US$154 billion in 2017. India is a vital destination for
outsourcing business and expects the GDP growth rate 8-10% for the next decade (Pramanik, Ayan,
2017).Kerala BPO industry shows high growth rate in recent years. Human resource management has to follow
better management practices torecruit and select qualified, skilled and best talents and also to retain these
employees in the organization (Prasasthan, Akhila&Jubily, 2015). Business Process Outsourcing business
greatly depends on employee’s performance. So employees are the most important assets of an organization.
Organization growth and success depend on these employees performance (Danish and Usman, 2010; Malik
2010). In today’s business environment is unstable and dynamic, so managers are searching performance
measures that can illustrate the competitive strategies and progress in quality(Kaplan and Norton, 1996 and
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2001; and McNamara, 2003). The main role of HR management is to improve organizational
performance.EffectiveHRM practices can exhibit a rapid and effective reaction to market demands (Prahalad
and Hamel, 1990; Stalk, 1992; and Huselid and Becker, 1996).

Organizations HRM strategies and its relations with employees has a positive effect on organizational
performance (Becker and Gerhart, 1996; and Boxall and Purcell, 2003). So organizational performance greatly
depends on HR practices and it helps to increase return on assets (Delery and Doty, 1996), higher profit margin
( Kalleberg and Moody, 1994), reduced turnover cost( Huselid,1995), and higher productivity (Huselid, 1995;
MacDuffie, 1995; Youndt, 1996 ND Datta, 2003). So many studies conducted in this area but all are trying to
elicit the relationship between HR system and organizational performance. So uncertainty about the causal
relationship between them can be observed. In the case of BPO industry, more uncertainty has been recognized
(Delery and Doty, 1996; Guest, 2003). Human resource are the valuable resource of every organization because
without HR other assets and even high technology become meaningless, organization face the challenge of
staffing and employee retention. HR is a most competitive source of a firmand also HR includes the greatest
time horizon of every task. Organizations cannot achieve longteam strategies without appropriate force. Most of
the organizations do not appropriately arrange HR strategies and also follow general approach and styles to
manage employees. (Gerhart and Trevor, 1996). The main problem faced by the companies is performance
improvement and it is a key objective of every organizations. The BPO companies mainly focus on cost
reduction through lower vendor production costs and ensure better performance in areas such as quality,
functionality and service (Handley & Benton, 2012).

On the basis of literatures reviewed in the BPO sector, the researcher identified a research gap in effectiveness
of HR practices with organizational performance. So many literatures are progressed in describing HR practices
in BPO industry in Kerala. To best of the knowledge no studies have revealed effectiveness of HR practices in
organizational performance. According to this study the main HR practices effect on organizational
performance are recruitment and selection, training and development, performance appraisal, career planning,
compensation. They are not yet tested in Kerala context. On the basis of above discussion and literature
researcher put forward the following objectives.

OBJECTIVES OF THE STUDY:

1. To identify the important HRM practices which affect organizational performance in BPO industry in Kerala
2. To evaluate the impact of HRM practices on organizational performance in BPO industry in Kerala.

This study carefully addresses the impact of better HRM practices on organizational performance. This study
provides so many contributions to HR managers, employees, customers and government. This study helps HR
managers to identify better HRM practices to develop organizational performance. Employees are
otherbeneficiaries because they get well treatment from employers. Customers and government also get benefit
because qualified and satisfied work force gives quality output. It will increase the image of the organization in
this competitive market. Simultaneously, academic community is another beneficiary because this study explores
some new areas of HRM practices and its impact on organizational performance in BPO industry in Kerala.

Thus in the first section deals with introduction, in the second and third sections deal with literature review and
hypothesis and fourth section explains the research methodology in detail followed by discussion and
conclusion. The last stage of the study deals limitations and directions for the future research.

LITERATURE REVIEW & HYPOTHESIS FORMULATION:

Recruitment and selection and organizational performance:

Recruitment is defined as any practices or activity carried on by organization with primary purpose of
identifying and attracting potential employees (Noe, 2008). Selection is the process of reducing the number and
choosing from among those individuals who have the relevant qualifications. If organization selects wrong
individuals, organization cannot meet objective successfully and also create various personnel problems such as
high turnover, low productivity and high rates of absenteeism and employee stress (Storey, 2007). Recruitment
and selection methods greatly depend on organizational performance of the company because the best methods
produce the best pool of candidates efficiently and effectively (Kleiman, 2000). So recruitment of best talents is
one of the important functions of HRM because best talents only can improve organizational performance and
timely accomplishes the objectives (Rehman, 2012). The main external recruitment methods are newspaper,
network bulletins, posters and human resource banks, internal methods include personal connections and other
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staffs (Chen and Cheng, 2012). So organizations should adopt better recruitment and selection methods for
appointing suitable employees in right positions. It will lead to competitive advantage and high performance of
organization (Pfeffer, 1994; Ttorey, 2007; Zheng, 2006 Werther and Davis, 1996). Therefore, we postulate the
following hypothesis;

H1: Recruitment and selection of employees has significant impacton organizational performance

Training and Organizational performance:

Training helps to impart new knowledge, skills and other abilities to perform the job efficiently and effectively
(Denisi and Griffin, 2001). Employees can improve their skills and attitudes through training (Herold and
Fedor, 2003).Similarly training creates positive feelings towards growth and development individually as well
as group (Paul, 2009). In this competitive world organizations give complexity tasks to employees. Employees
needs sufficient amount of skills to accomplish these tasks. So organization should adopt better training
methods for successfully accomplishing objectives of the company. So training is necessary to accomplish
trained and untrained task (Barzegar and Farjad, 2011; Lee, 2012, Tung-Chun, 2001). Training enhances
employees capabilities which is instrumental in improving organizational performance (Mackelprang, 2012),
Miller and Stevens, 2012). Training given to employees creates great impact on organizational performance so
we suggested the following hypothesis:

H2: Training and development of employees has significantimpact on organizational performance

Performance appraisal and organizational performance:

Performance appraisal means the process of determining and communicating to an employee how well he or she is
performing on the job and make a plan of improvement ( Byars and Rue, 2004; Young, 1995). Performance
appraisal is usually conducted annually and makes discussion between management and employees about the past
12 month’s performance and take action plans to improve performance (John and Steven, 2000). At the same time
improper appraisal methods and techniques creates problems including low morale, decreased employee
productivity and low enthusiasm to support organizations, hence decrease organizational performance (Osman,
2011). An effective performance appraisal method helps to get optimal level of performance from employees and
deliver better services to customers (Giles, 1997). Thus we postulate the following hypothesis:

H3: Performance appraisal has significant impact on organizational performance

Career planning and organizational performance:

Career planning means those who are aware of his or her personal skills, interest, knowledge, motivations and
other characteristics; acquires information about opportunities and choices; identifies career-related goals and
create action plans to attain goals( Abdulkadir, 2012). Previous studies revealed that career planning influences
performance of both employees and organization (Osman, 2011; Qureshi, 2010; Katou and Budhwar, 2006;
Dnisi and Griffin, 2001).As similar as it helps to balance the preferences and abilities of the employees and
meet the requests of the organization. Career planning and development aligns should match with the interest
and skills of the employees with the organizational needs (Nwuche and Awa, 2011). Thus we postulate the
following hypothesis;

H4: Career planning has significant impact on organizational performance

Compensation and organizational performance:

Compensation is a reward provided to employees for accomplishingvarious jobs and tasks assigned by the
company. Compensation is directly linked with employee’s performance so compensation packages should be
appropriate and equitable. Compensation should match with their skills, abilities and contribution to the firm
(Denisi and Griffin, 2001;Fisher, 1999). Organization performance is greatly depends on efficient and skilled
employees but they are retained only as per compensation package provided by the company. Therefore, at
present competitive world, organizations try to identify innovative compensation strategies because it is directly
linked to improving organizational performance (Steven and Loring, 1996; Denis and Michel, 2011) thus we
following hypothesis is proposed:

HS: Compensation has significant impact on organizational performance.
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METHODOLOGY:

Sample and procedures:

Kerala BPO business mainly concentrated on Techno Park Thiruvananthapuram, Info Park Ermakulam and
Cyber Park Kozhikode. Techno Park has around 180 companies and employing 27000 professionals. Info Park
hosts around 80 companies and professionals working there around 17000. Cyber Park has around 40
companies and employing more than 5000 professionals. To identify the impact of HRM practices on
organizational performance in BPO industry in Kerala 340 sample respondents were selected which constituted
a total of 800 samples. Employees selected as sample from team leaders and employees working in same level.
The researcher had written to the management of the selected BPOs to get the approval from companies to
conduct survey. The researcher highlighted the importance and the benefit of the study and also promised to
maintain the confidentially of the identity of all participating individuals and companies. After obtaining
approval, the researcher sought the cooperation of the human resource managers and team leaders in these
companies to distribute questionnaire to the team leaders and these team leaders in turn distributed to the
subordinates and to their respective immediate subordinate.

Questionnaire development:

The questionnaire was prepared for the top, middle and lower level employees of the BPO sector for studying
factors affecting employee retention. The first section of questionnaire started with information relating to
demographic profile of the respondents like gender, age, working experience, name of the company, tenure,
position, number of employees, and salary range. Statements in the section II tried to elicit various HRM
practices and itsaffect on organizational performance. Emphasis was given on the five factors affecting
organizational performance that is recruitment and selection, Training, performance appraisal, career planning
and compensation. The attributes selected were measured using a 5 point Linkert type scale having response
from strongly disagree to strongly agree corresponding to the value of 1-5. A total of 800 questionnaires were
distributed out of which 420 were received in a completed, from which 340 were selected for statistical
analysis.

DATA ANALYSIS AND RESULTS:

In this study, the researcher conducted the data analysis in three inter-related stages. In stage one, we conducted
exploratory factor analysis. Exploratory factor analysis was performed to identify the underlying dimensional
structure of the measurement items, and also to test whether the a priori dimensional structure for the selected
scales or sub-scales is consistent with the structure obtained with the particular set of measures (Stewart,
1981).In this stage, study included the items covering recruitment and selection, training, career planning,
performance appraisal, compensation, and organizational performance. The the factor analysis results supported
a KMO value of 0.669, and Bartlett’s test of Sphericity= 3889.319, p< 0.01. Further the analysis of
communality and factor loadings (A) revealed five dimensional structure, and all the loadings were above the
suggested cut-off of 0.50. In addition, the total variance explained by these seven factors revealed a total
variance of 64.48 %.

After this, the study used Confirmatory factor analysis (CFA) to check the reliability and validity of the scales
used to measure the above said dimensions. The CFA results supported that the model fit very well with the data
(Chi-square = 1334.55, p < 0.01, CFI = 0.91, TLI = 0.92, GFI = 0.92, SRMR = 0.05, RMSEA = 0.06). In
addition, the examination of the convergent and discriminant validity of the scale measures supported that the
scale is valid and reliable. This validity and reliability of the measures confirmed through the estimated Average
variance Extracted (AVE) and Composite reliability (CR) estimates. In all cases, all the AVEs and CR values
were above the suggested cut-off of 0.60.

After the confirmation of the reliability and validity of the scale measures, the study used Structural Equation
Modelling (SEM) to test the proposed set of relationships. In this SEM, the study incorporated all the
dimensions, such as recruitment and selection, training and development, performance appraisal, career
planning, and compensation as antecedent to the outcome variable organizational performance. The SEM
results supported satisfactory goodness of fit indices (Chi-square = 1325.11, p < 0.01, CFI = 0.92, TLI = 0.92,
GFI=0.92, SRMR = 0.06, RMSEA = 0.07). In addition, as reported in the Table (See Table 1), the examination
of the test results supported the significance of all the proposed set of hypotheses. Hence, the study supported
all the proposed set of hypotheses.
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Test of Hypothesis (SEM Results)

. . Unstd. Std P Hypothesis
Endogenous variable Exogenous Variables Estimate | Estimate | values Status
Recru} tment and -> | Organizational performance 0.554 0.159 0.00 | H1 supported
selection
Training and -> | Organizational performance 0.674 0.271 0.00 | H2 Supported
development
Performance appraisal | = | Organizational performance 0.230 0.276 0.00 | H3 Supported
Career planning = | Organizational performance 0.454 0.383 0.00 | H4 Supported
Compensation - | Organizational performance 0.616 0.585 0.00 | H5 Supported

DISCUSSION & CONCLUSION:

This study revealed that HRM practices have positive relationship with organizational performance. This study
found that BPO Company’s performance is largely depends on HRM practices including recruitment, training,
performance appraisal, career planning and compensation. So BPO companies have to adopt efficient
recruitment policies and promote scientific selection methods to procure prospective employees. The HR
managers and team leaders have to participate selection procedure because they can understand what kind of
employees suitable to perform the job efficiently and effectively. Training is helpful to continuously improve
the skills of the employees so management try to implement better training programs in the company.
Furthermore, company need to adopt better performance appraisal systems and performance should be assessed
based on quantifiable terms. The feedback should be communicated to employees and take action plans to
correct them.

It was found that another factor that depends on BPO companies performance is career planning. The HR
managers should try to understand employee’s career plans so that they match the career aspirations of
employees and the needs of the BPO companies. @~ BPOcompaniesperformances canenhance through
participating employees in decision making related to their carrier plans. Management provides better facilities
to learning and growth because it is one the dimensions which include development of staff to move up the
career ladder hence the importance of career planning for performance improvement. Management should allow
the employees to participate on decision making on issues which affect the employees. Candidates should be
selected on the basis of merit which means they should have appropriate knowledge, skills, experience and
qualification. Furthermore, better training programs should be given to select and employees who are not
performing up to the mark. Open communication is necessary to promote fast decision making. This will
influence commitment and job satisfaction among employees.

LIMITATIONS & FUTURE RESEARCH IMPLICATION:

HRM practices are positively related to organizational performance. This study has certain limitations. One of
the major limitationsof this study is small sample size, so the findings of the study cannot be generalizable.
Employees working in BPO industry are busy in their work. It was difficult to meet them. Most of the HR
managers denied request of the researcher to meet and collect data from employees. The findings of the study
are based on information collected from employees, but majority respondents fear to reveal information because
they have limitations. The data is collected from selected BPO companies. The impression of employees may
change from those of the rest of BPO companies.

The present study focus on the impact of HRM practices on organizational performance. The main HRM
practices taken to this study is recruitment, training, performance appraisal, career planning and compensation.
HRM should make employees committed to the organization; changes need to be made in the culture of the
organization. If appropriate changes made in the culture of the organization employees would not only lead to
effective utilization of human resources but also helps to retain best talents in the organization. The Future
researchers can explore other factors relating to various HRM practices affecting organizational performance.
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