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Abstract:

This study aimed to develop and validate a model of human resource function outsourcing based on an organizational downsizing approach
in the Iranian Tax Administration. This developmental-applied study employed a mixed-methods sequential exploratory design. In the
qualitative phase, the participants comprised university faculty members, senior managers, deputies, and experts of the Iranian Tax
Administration, as well as specialists familiar with outsourcing and organizational downsizing. Eighteen participants were recruited through
purposive and snowball sampling until theoretical saturation was achieved. Data were collected through semi-structured interviews and
analyzed using the Strauss and Corbin grounded theory approach through open, axial, and selective coding. In the quantitative phase, 550
participants were selected using simple random sampling, of whom 530 returned analyzable questionnaires. A researcher-developed
questionnaire containing 27 items across six major categories was used for data collection. Its content validity was confirmed by eight
management experts, and its internal consistency was supported by a Cronbach’s alpha coefficient of 0.89. The qualitative and quantitative
data were analyzed using MAXQDA, SPSS, and SmartPLS, with partial least squares structural equation modeling applied to validate the
proposed model. Structural equation modeling demonstrated that all factor loadings exceeded the acceptable threshold of 0.40, confirming
that the observed indicators adequately represented their corresponding constructs. Moreover, the t-values associated with all structural
relationships were greater than 1.96, indicating that all hypothesized relationships within the model were statistically significant at the 95%
confidence level. The coefficients of determination for the central phenomenon, strategies, and consequences were 0.847, 0.762, and 0.621,
respectively, demonstrating the model’s satisfactory explanatory power. The assessment of the overall goodness-of-fit index further supported
the adequacy of both the measurement and structural components of the proposed model. The validated model indicates that effective
outsourcing of human resource functions within a downsizing framework requires the simultaneous management of causal, contextual, and
intervening conditions, accompanied by educational, motivational, supportive, legal, strategic, professional, and outsourcing-management
initiatives. Applying this model may assist the lIranian Tax Administration in reducing organizational costs, improving productivity,
strengthening organizational interactions, enhancing creativity, facilitating adaptation to environmental changes, and concentrating internal
resources on core functions.
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Extended Summary

Introduction

Rapid technological development, fiscal pressures, increasing public expectations, and the growing complexity of
organizational environments have compelled public organizations to reconsider their traditional structures and methods of
delivering services. Contemporary organizations are expected to improve service quality, reduce operational costs, respond
promptly to environmental changes, and concentrate scarce resources on their core responsibilities. Sustainable organizational
performance therefore depends not only on the availability of financial and human resources but also on the organization’s
capacity to redesign its processes, develop flexible structures, and establish productive relationships with external actors
(Verma et al., 2021). In this context, outsourcing has emerged as a strategic mechanism through which organizations transfer
selected activities, processes, or functions to specialized external providers. Outsourcing is not merely a cost-reduction
instrument; rather, it involves redefining organizational boundaries, reallocating responsibilities, gaining access to external
expertise, and determining which activities should remain under direct organizational control. High outsourcing performance
is achieved when transaction costs, organizational capabilities, supplier competencies, contractual arrangements, and
monitoring mechanisms are aligned with one another (Zhang et al., 2025). Outsourcing decisions should therefore consider
cost, service quality, technological capacity, information security, organizational risk, and the strategic importance of the
function under consideration (Ishizaka et al., 2019). Human resource outsourcing is particularly complex because human
resource functions are closely associated with organizational knowledge, employee motivation, professional competence,
organizational culture, and the organization’s long-term strategic capacity. When properly designed, outsourcing can release
internal human resource units from repetitive administrative activities and allow them to focus on strategic planning, workforce
development, and organizational change; however, poorly designed outsourcing may weaken internal capabilities, reduce
flexibility, and increase dependence on external providers (Patel et al., 2019). Evidence from public organizations indicates
that human resource outsourcing strategies are influenced by cost pressures, the need to improve recruitment and training
processes, limited internal expertise, national policies, and the requirement to improve organizational productivity (Iranpour
et al., 2022). Outsourcing can also facilitate organizational agility by providing rapid access to specialized knowledge,
technology, and operational capacity that would be expensive or time-consuming to develop internally (Ribeiro, 2024).
Nevertheless, outsourcing relationships may be undermined by unclear expectations, weak communication, inadequate
contracts, limited trust, and gaps between the organization’s intended outcomes and the external provider’s interpretation of
project requirements (Xiu & Ali, 2025). These challenges become more significant when outsourcing is linked to organizational
downsizing. Downsizing refers to a deliberate process of reducing redundant positions, hierarchical levels, organizational units,
and non-core activities in order to create a more efficient and flexible structure. It should not be equated with indiscriminate
employee dismissal, because poorly planned downsizing may reduce morale, weaken organizational commitment, increase
insecurity, and lead to the loss of institutional knowledge. The effects of downsizing on public-sector performance depend on

transparent objectives, appropriate implementation, and careful management of its human consequences (Kazho & Atan, 2022).
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Iranian evidence also suggests that ineffective governmental downsizing may create hidden bureaucracy, quasi-governmental
institutions, and the formal transfer of activities without genuine reductions in organizational size or expenditure (Haghshenas
Gorgabi et al., 2021). Successful integration of outsourcing and downsizing therefore requires a comprehensive framework that
considers causal conditions, contextual factors, organizational barriers, implementation strategies, and expected consequences.
Although previous studies have examined outsourcing strategies, human resource outsourcing, public-sector downsizing,
supplier selection, flexibility, and organizational performance separately (Hassanpour et al., 2021; Rahaei et al., 2020; Shiri &
Ghorabi, 2020; Yilong, 2022), a comprehensive and empirically validated model tailored to the institutional, structural, and
human resource characteristics of the Iranian Tax Administration has remained underdeveloped. Accordingly, this study aimed
to develop and validate a model of human resource function outsourcing with a downsizing approach in the Iranian Tax
Administration.

Materials and Methods

This study was developmental and applied in purpose and employed a mixed-methods sequential exploratory design
consisting of qualitative and quantitative phases. The qualitative phase was conducted using the grounded theory approach of
Strauss and Corbin to identify the dimensions and components of human resource function outsourcing within an organizational
downsizing framework. The qualitative population included university faculty members, senior managers and deputies of the
Iranian Tax Administration, organizational experts, researchers with publications or professional experience in outsourcing and
downsizing, and other individuals familiar with the subject. Participants were selected through purposive and showball
sampling. Semi-structured interviews continued until theoretical saturation was reached after 18 interviews. The interviews
were transcribed and analyzed through open, axial, and selective coding using MAXQDA 10. The credibility of the qualitative
findings was enhanced through prolonged engagement with the data, peer review, and participant checking. To assess coding
reliability, three interviews were independently coded by a second researcher, producing an intercoder agreement coefficient
of 0.90. In the quantitative phase, the statistical population consisted of managers, deputies, employees, and experts of the
Iranian Tax Administration, as well as individuals with postgraduate education who were familiar with the study topic. Based
on the number of components identified in the qualitative phase and the criterion of approximately 20 participants per
component, 550 individuals were selected through simple random sampling. A total of 530 completed questionnaires were
returned and included in the analysis. The quantitative instrument was a researcher-developed questionnaire consisting of 27
items organized into six major categories: causal conditions, the central phenomenon, contextual conditions, intervening
conditions, strategies, and consequences. The items were rated on a five-point Likert scale. Content validity was reviewed and
confirmed by eight university professors and management specialists. The internal consistency of the questionnaire was
supported by a Cronbach’s alpha coefficient of 0.89. Quantitative data were analyzed using SPSS 24 and SmartPLS 3. Partial
least squares structural equation modeling was employed to assess the measurement model, evaluate factor loadings, test the
significance of structural relationships, estimate coefficients of determination, and examine the overall goodness of fit of the
proposed model.

Findings

Analysis of the qualitative interviews generated 150 open codes. Through axial coding, these codes were consolidated into
27 components, which were subsequently organized into six major categories according to the grounded theory paradigm. The
causal conditions included nine components: costs, marketing development, organizational flexibility, innovation, the

competitive environment, human resources, organizational productivity, organizational structure, and national macro-level
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policies. The central phenomenon comprised two components: outsourcing human resource functions and organizational
downsizing. The contextual conditions consisted of communication development and organizational culture. Three intervening
conditions were identified, namely individual factors, the management system, and organizational processes. Seven strategic
components emerged from the analysis: education and training, strategic programs, outsourcing management, specialization,
motivation, supportive management, and the formulation of laws and regulations. Finally, four major consequences were
identified: enhanced creativity, improved interaction, organizational development, and attitudinal change. The quantitative
results supported the adequacy of the proposed measurement and structural models. All observed variables had factor loadings
greater than the minimum acceptable threshold of 0.40, indicating that the indicators adequately represented their corresponding
constructs. The t-values for all hypothesized relationships exceeded 1.96; therefore, all structural relationships were statistically
significant at the 95% confidence level. The coefficient of determination for the central phenomenon was 0.847, indicating that
84.7% of its variance was explained by the relevant causal and contextual components included in the model. The coefficient
of determination for the strategy construct was 0.762, demonstrating that 76.2% of the variance in the proposed strategies was
explained by the central phenomenon, contextual conditions, and intervening factors. The coefficient of determination for the
consequence construct was 0.621, indicating that the identified strategies explained 62.1% of the variance in the expected
organizational consequences. The overall goodness-of-fit value was approximately 0.366, which exceeded the threshold
commonly interpreted as strong model fit. These results confirmed that the proposed model possessed satisfactory explanatory
power and that the relationships among the six principal categories were empirically supported.

Discussion and Conclusion

The findings demonstrate that outsourcing human resource functions with a downsizing approach is a multidimensional
organizational process rather than a single administrative or financial decision. The identification of outsourcing and
downsizing as the central phenomenon indicates that the Iranian Tax Administration can achieve a more focused structure by
transferring selected non-core and supportive activities to competent external providers while retaining direct control over
sovereign, sensitive, and strategically important responsibilities. The causal conditions identified in the study indicate that the
need for outsourcing emerges from the interaction of financial pressures, changes in the competitive and technological
environment, limitations in specialized human resources, structural complexity, productivity requirements, and national
policies intended to reduce governmental operational involvement. Cost reduction was an important driver, but the model
suggests that financial considerations should not be treated as the only criterion. Outsourcing may produce hidden expenses
associated with contract management, supervision, coordination, information security, service disruption, and dependence on
external providers. The role of flexibility and innovation shows that outsourcing should also be used to access new knowledge,
advanced technologies, and specialized services that cannot be efficiently developed within the organization. The contextual
role of communication development and organizational culture indicates that even technically sound outsourcing plans may
fail when employees, managers, and contractors do not share a clear understanding of objectives, responsibilities, and
performance expectations. A culture characterized by trust, transparency, learning, and participation can reduce resistance and
facilitate the transfer of knowledge between the organization and external service providers. Conversely, fear of job loss, limited
awareness, distrust, conservative managerial attitudes, weak delegation, and ambiguous organizational procedures can interfere
with the implementation process. The intervening conditions identified in the model therefore explain why similar outsourcing
policies may produce different outcomes across organizational units. The strategic components provide a practical mechanism

for addressing these barriers. Training can develop the contractual, communicative, supervisory, and conflict-management
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capabilities required for outsourcing. Strategic planning can clarify which functions are suitable for external provision and
which must remain internal. Effective outsourcing management can support supplier evaluation, contract design, performance
monitoring, trust development, and risk control. Specialization ensures that qualified personnel are responsible for selecting
providers and supervising contracts. Motivational and supportive management practices can reduce employee resistance and
encourage participation in organizational change. Finally, clear laws and regulations can protect confidential information,
define the rights and obligations of the parties, and establish enforceable quality and accountability standards. The identified
consequences indicate that successful implementation can generate benefits beyond headcount reduction. Outsourcing may
encourage creativity by enabling internal employees to focus on higher-value activities, improve interaction through the
development of external networks, support organizational development through more efficient resource utilization, and change
managerial and employee attitudes toward collaboration and organizational flexibility. The strong explanatory coefficients and
acceptable goodness-of-fit value support the internal coherence of this interpretation and indicate that the proposed strategies
can convert causal and contextual conditions into meaningful organizational outcomes.

The study developed and empirically validated a comprehensive model of human resource function outsourcing with a
downsizing approach for the Iranian Tax Administration. The model consists of causal conditions, a central phenomenon,
contextual conditions, intervening conditions, implementation strategies, and organizational consequences. Its strong
explanatory capacity indicates that successful outsourcing requires the coordinated management of financial, structural, human,
cultural, legal, and managerial factors. Outsourcing should not be implemented as an immediate response to budgetary pressure
or as a mechanism for indiscriminate workforce reduction. Instead, it should be treated as a gradual and evidence-based
organizational redesign strategy through which non-core activities are transferred to qualified providers, internal resources are
concentrated on essential responsibilities, and organizational knowledge and accountability are protected. Managers should
establish specialized outsourcing committees, identify functions suitable for external provision, evaluate contractors through
transparent criteria, design contracts with measurable performance indicators, and monitor quality, cost, confidentiality, and
knowledge transfer throughout the outsourcing relationship. Employee participation, continuous training, supportive
leadership, and clear communication should also be incorporated into the implementation process to minimize resistance and
preserve organizational commitment. When these requirements are met, the proposed model can contribute to cost control,
productivity improvement, enhanced creativity, stronger interorganizational interaction, increased flexibility, and more

effective concentration on the core missions of the Iranian Tax Administration.
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