HR Outsourcing – is it an answer during time of economic shrinkage?

Outsourcing has its origin back in 1990s when it was known as service centres, external providers or service suppliers. It is only starting from 2000s that outsourcing has begun its popularity generally amongst multi-national corporations, and spreading to medium-sized companies. It now represents a rapidly growing service largely referred as the provision of services on selected business processes by an external party made possible by new technologies and electronic mediums.

Even in time of strong economy and improved corporate earnings, outsourcing of certain business process, in particular human resources, has been one of the world’s fastest growing industries.  According to a survey conducted by the Outsourcing Institute in 2005, the predominant reasons for employing outsourcing services are to improve the company’s focus on its core activity, and to reduce and control operating costs. (Please see Table 1 for details.)  In this way, outsourcing helps a company direct its resources towards core competencies thus maximizing returns and realizing greater value for the organization. HR professionals are no longer tied to doing payroll or checking absence records when they can use their talents to play a more strategic role, such as workforce productivity improvement, leadership development and succession planning. 

	Improving the company’s focus on its core activity
	55%

	Reducing and control of operating costs
	54%

	Freeing internal resources from activities not related to the core activity
	38%

	Acquiring access to top technologies and knowledge
	36%

	Shortage of internal resources
	25%

	Faster reengineering contributions – simplifying of managerial work, flattening organizational structure, growing specialization
	20%

	Faster market entering
	18%

	Dividing risks
	12%

	Disengaging from the responsibility for activities of difficult control
	10%


Source: The Outsourcing Institute 2005

Table 1: Main reasons for using outsourcing

The global economic downturn is perhaps an accelerating factor for the growth of outsourcing services when many companies are forced to cut costs while maintaining the same or better functionality. Managers are under pressure to examine costs carefully and remove excesses which tend to accumulate during periods of prosperity. Virtually every company that entered a HR outsourcing (HRO) arrangement reported that they significantly reduced HR costs through greater economies of scale, lower technology-investment costs, efficient HR processes and headcount reductions
. Another advantage of HRO is that it creates a flexible cost structure when the company needs services occasionally or for short periods. According to an article published by the Society for Human Resource Management, organizations can expect an immediate 10 to 15 percent or more savings in total HR spending, depending on how many of the functions are outsourced (Mid-market HR Outsourcing: Making the Case, February 2006).
Given that a right partner is chosen, HRO is helping companies to refocus on strategic people matters. When most companies tend to focus on cost-cutting and right-sizing during the economic downturn, HRO adds in another advantage for those who re-direct their resources in strategic areas to prepare for rebound when the economy picks up again. It has become a means not only for cost savings. By fully understanding the economics and opportunities of HRO, executives can help to enable their companies to achieve new heights of performance when opportunities arise again.
This article was supplied by Skyblue Consultants Ltd. For further information on HRO, or criteria for choosing HRO partners, please email us at enquiry@skyblue.com.hk or visit our web site: www.skyblue.com.hk  
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