


Australia, Singapore, and New Zealand are advanced industrial nations originally established by

the British; two are city-states who benefit from being intermediary trading nations. China and
India also demonstrate considerable market potential due to their sheer size. The bottom four

countries (excluding Vietnam) -- China, Philippines, Indonesia and India -- are the countries with

the lowest per capita income, and hence where most offshoring efforts are taking place (see

below for further discussion on offshoring).

FIGURE 1. AsiA/PACIFIC MARKET Size BY GDP/CAPITA RANKING.

COUNTRIES POPULATION LABOUR FORCE GDP GDP/CAPITA
JAPAN 127,214,499 67.7 MILLION (2001) $3.651 TRILLION $28,700
HONG KONG 7,394,170 3.5 MILLION (2001) $198.5 BILLION $27,200
AUSTRALIA 19,731,984 9.2 MILLION (2001) $575.5 BILLIION $26,900
SINGAPORE 4,608,595 2.2 MILLION (2000) $112.4 BILLION $25,200
NEW ZEALAND 3,951,307 1.9 MILLION (2001) $78.4 BILLION $20,100
KOREA 48,289,037 22.0 MILLION (2001) $941.5 BILLION $19,600
TAIWAN 22,603,001 10.0 MILLION (2003) $406 BILLION $18,000
MALAYSIA 23,092,940 9.9 MILLION (2001) $198.4 BILLION $8,800
THAILAND 64,265,276 33.4 MILLION (2001) $445.8 BILLION $7,000
CHINA 1,286,975,468 744.0 MILLION (2001) $5.989 TRILLION $4,700
PHILIPPINES 84,619,974 33.7 MILLION (2002) $379.7 BILLION $4,600
INDONESIA 234,893,453 99.0 MILLION (1999) $714.2 BILLION $3,100
INDIA 1,049,700,118 406.0 MILLION (1999) $2.664 TRILLION $2,600
VIETNAM 81,624,716 38.2 MILLION (1998) $183.8 BILLION $2,300

ALL CURRENCY US$

SoURCE: CIA FACTBOOK, 2003.

Note: For comparison purposes, the GDP/Capita is US$37,600 for the U.S.,
US$26,200 for Germany, US$26,000 for France, and US$25,500 for the UK.

Technology Adoption
Asian companies have traditionally been very open and quick to take on new technology, as it is

seen as one way to overcome the gap that exists between them and their Western counterparts.
They have no fear of technology; in fact, new technology is embraced and used as a fashion
statement. One must be “seen” as able to afford the latest and greatest.

Due to the abundance of inexpensive technical resources, companies in Asia/Pacific have tended
to build their own software solutions. In the past, and still somewhat today, Asian companies felt
that they were so different from other companies around the world that no package could really
meet their needs. The emergence of the packaged software market and the movement from
inhouse-developed to packaged software was a big change for the region.

The enterprise resource planning (ERP) software market in Asia/Pacific actually saw a decline of
26 percent in 2001 due to the weak economy, immature product offerings, and changes in
company buying behaviours.> With the economic rebound and the strength of local currencies



against the U.S. dollar, we are now seeing a return to growth of packaged software in the Asian
market, and, with the evolution of the BPO market, more movement toward outsourcing.

The outsourcing market has been constrained in years past by the lack of sound communications
technology. This gap is now reduced with the advent of satellite communications, virtual private
network (VPN) access, and the falling cost of hardware. In addition, energy supplies in the past
were far more at risk for delivery than they are today. The improvement in telecommunications
infrastructure now allows access to a variety of outsourced HR services over the Web to millions
of employees, such as online payslips and employee self-service.

Outsourcing Adoption

Rolf Jester of the Gartner Group found that 55 percent of companies in the Asia/Pacific region
outsource at least one IT function, whereas only two percent outsourced a// 1T functions.® This
rate is really quite high considering that it includes countries with a traditionally low acceptance
of outsourcing, as well as a large proportion of smaller businesses. Nearly half of those who
outsource will outsource either one or two functions. According to previous Gartner research,
Asia/Pacific enterprises are “selective” outsourcers and have been so for years.’

Jester’s research goes on to say that application management is normally considered the least
mature of the IT management or outsourcing services. Yet, 23 percent of Asia/Pacific enterprises
say they use some external services for the management of at least some of their applications.
Still, one-third of Asia/Pacific enterprises are "die-hard™" non-outsourcers, saying that they
outsource nothing and will not consider doing so.

Paradoxically, Asia is the place that many Western countries are looking to outsource to through
offshoring efforts, but so far, Asian companies do not seem to have the same drive to outsource
themselves -- either within or outside their own region. An ever larger number of global
companies are moving their financial processing and call centres from countries with high labour
costs to countries where they can get immediate cost savings -- and Asia/Pacific is the first place
they turn to (see offshoring discussion below).

Local companies in Asia tend to outsource to local in-country providers -- a different provider in
each country -- and are not outsourcing to global providers, as the costs are simply too high. As
labour costs are so low across most of the region, there is little to be gained from outsourcing to a
single global provider.

National Differences

While it is convenient to talk about Asia/Pacific as if it were one coherent entity, in fact, there
are many national differences across the region, which make it misleading to make too many
generalisations. The Gartner Group found that across 11 Asia/Pacific countries, Thailand,
Australia, and New Zealand are leading the way in business process outsourcing adoption, with
human resources the most frequently outsourced service.® Another Gartner survey indicated that
Australia, Hong Kong, and South Korea had between 58 and 62 percent of enterprises outsource
at least one IT function. In Indonesia, on the other hand, only 38 percent said they would
outsource their IT functions.® Although current use of outsourcing is below average in
Singapore, a significant proportion indicated that they would consider it.



The IT services markets in China, Taiwan, and Hong Kong are booming as result of their strong
economic development and recent entry into the World Trade Organization.*® Although situated
in a small economy, the New Zealand IT services market is also projecting a healthy growth rate
of 6.8 percent from 2002 to 2007.** India has been called the “back office of the world.”** The
Indian IT service markets presents a tremendous growth opportunity, second only to the as-yet
untapped opportunity in China.*® The Philippines, as well, demonstrates great potential for
capturing large segments of the IT outsourcing market.** As a result of the influx of many
multinational firms and the resultant change in business demands, the Malaysian business
environment is undergoing a state of transition.™

Offshoring Opportunity

Offshoring -- the process of moving low value-added functions from high-cost labour markets to
lower cost locations -- was first talked about in the late 1980s. However, the trend failed to pick
up momentum at that time, largely due to the lack of technical infrastructure to support the effort.
But the hype around offshoring is again mounting, although the verdict is still out on its
effectiveness; the extravagant claims about cost savings and super-efficient programming have
yet to be substantiated industry-wide. Still, selective use of offshoring does appear to bring
efficiencies, when used appropriately.

Forrester Research estimates that the number of service sector jobs moved offshore, many tied to
the information technology industry, will climb from about 400,000 in 2003 to 3.3 million in
2015. They also estimate that 450,000 computer industry jobs could be transferred abroad in the
next 12 years, representing eight percent of U.S. computer workforce. The favored destinations:
India, China, Russia and the Philippines.'®

In 1998, GE started the trend by offshoring services to India, and Procter & Gamble moved their
shared service centre to the Philippines soon thereafter. Companies like British Airways, BT,
Royal and Sun Alliance, Ford, and HSBC have also made the move to India. Today, large firms
like Oracle and SAP, which provide the technology backbone for ERP and customer relationship
management (CRM) solutions in the U.S., also have operations in India.The reason for this rush
to relocate is that offshore providers in India typically pay skilled engineers US$40 per hour,
compared to more than US$120 per hour for Americans or Europeans.'” India's engineers are
educated in English, unlike other places in Asia/Pacific, so there are fewer language barriers. In
the Philippines, the pay discrepancy is even more prominent, as the typical cost for a skilled
engineer is US$20 per hour. When a company is not meeting financial targets, an effective move
is to offshore their labour costs.*®

IBM says creating more jobs in lower cost locations keeps their industries competitive, holds
costs down for consumers, and helps to develop poorer nations, while supporting overall
employment in the United States by improving productivity and the nation's global reach. "Our
competitors are doing it and we have to do it,” says Tom Lynch, IBM's director for global
employee relations.™

Offshoring has led to an unexpected amount of retaliatory action in the U.S. Senators have
pleaded that tax dollars should not be used to create jobs overseas when “we have skilled



workers and unemployment at home.” The states of New Jersey, Michigan and Indiana have
tried to enact legislation banning offshoring. But the reaction from the business community
across America has not been as sharp. Many companies continue to appreciate the value these
distant services are bringing.?

HR Outsourcing in Asia/Pacific

Outsourcing is now becoming an accepted alternative in Asia/Pacific, as companies are slowly
seeing it as an option that allows them to gain access to specialised expertise and focus on their
core competencies. Commercial outsourcing in Australia is currently limited to large
corporations, and the outsourcing market is being fueled by significant government initiatives.
This focus is highlighting the regional deficiencies in top-tier vendor offerings, resulting in the
development of more robust offerings.?

In the smaller countries, where labour is cheap and laws that protect the worker are in their
infancy, outsourcing is not seen as important. These smaller economies do not feel a need to
automate their HR processes or build strategic HR capabilities. However, this is not the case in
China, where they have had an agreement in place with the Australian Government since 1993 to
provide leading lecturers in the field to help them develop their management teams along the
same lines as has been done in the West. Outsourced HR for senior management is seen as the
fast track to developing the management team, when the company does not have the skills
inhouse.

According to Ravi Datar of the Gartner Group, the most important criteria for Asia/Pacific
companies looking to outsource are process and domain expertise, followed by technology
expertise and the reputation of the outsourcer.?? The HR business functions most commonly
outsourced in Asia/Pacific are:

» Recruitment,

» Training and development,
> Payroll, and

» Legal compliance.

Recruitment

Across most of Asia/Pacific, recruitment is generally the first HR process to be outsourced. As
recruitment is rarely a client’s core competency, it makes sense to outsource this work to a
vendor that understands the workforce life cycle. Vendors use automated and streamlined
processes, multiple sourcing channels, Web sites, as well as their own software “spiders” that
scan thousands of job sites, finding hundreds of thousands of résumés with a single click.
Matching résumés with the company’s criteria in terms of skills and experience is
straightforward because the outsourcer has dedicated staff for this purpose. With an outsourced
recruiting function, the client gets faster hires, greater productivity, lower employee turnover,
higher sales, and better customer satisfaction.?®



Training

Training and development is another fertile ground for outsourcing. Currently seen as a back
office operation, outsourced training vendors provide online computer-based training (CBT) and,
in some cases, even online mentors who can be accessed over the Internet. An IDC study by
Michael Brennan and Anna Danilenko explores the as-yet undeveloped outsourced learning
market. Potential opportunity in this area has attracted many new competitors with many diverse
capabilities. International Data Corporation believes that many large organizations will shift their
buying patterns from discrete outsourcing of individual learning and development processes
toward more comprehensive BPO, just as buyers of other HR services have done.?*

Payroll

Outsourcing payroll has become common in the Asia/Pacific region within the last 10 years.
Previously, most companies used an ERP package as part of their inhouse solution, or a small
local package on a single PC. This approach still leaves a company open to issues with
government compliance, however, as responsibility lies in the hands of a small internal team,
quite often ill-equipped to understand the complexities of the tax laws.

A not uncommon problem arises when the internal payroll team (either knowingly or
unknowingly) applies one set of rules for some employees and another set of rules for other
employees. For example, one company in Hong Kong was overpaying overtime to the tune of
one million HKD per annum. The outsourcing path leads the company to peace of mind that they
are not over- or underpaying their employees.

Even though the cost to outsource may exceed the cost of labour in the Asia/Pacific region, the
time and accuracy of reporting drives most global companies to seek an outsource provider. For
example, Asian countries (excluding Australia and New Zealand) do not provide accrual
reporting for leave provisions, an important requirement for GAAP reporting. Local providers
have never had to report on this or provide accrual reporting for 13-month and 14-month bonus
payments. To ensure accurate reporting to the government, shareholders and the executive board,
companies that have to provide GAAP reporting are amongst the first to outsource payroll.

Legal Compliance

While there is minimal direct cost savings in the compliance area, there is a growing awareness
by organizations that compliance cannot be guaranteed if the process is retained inhouse -- and,
in fact, the company may be at a higher risk of non-compliance by not using well-trained and
experienced professionals. Inhouse associates are generally not as knowledgeable in these issues
as outside experts are, and can encounter difficulties wading through myriad taxation options and
legal issues that must be handled.

For example, where the country provides more than one tax method, when calculating the tax for
an employee, we have seen associates take the best of both worlds. In such instances, one
method or the other should be chosen, never both. When the local payroll officer tries to take the
best approach for the employee, they don’t realise that they may be putting the company at risk
of non-compliance.



The Impact of Culture

Culture plays a critical role in all business endeavours, and its impact cannot be undervalued on
the outsourcing situation in the Asia/Pacific region as well. While there are many different
aspects of culture and its influence on business, there are four key aspects that have the greatest
impact on the HR outsourcing situation in Asia/Pacific:

Relationship management,
“Introduction fees,”
Decision-making, and
Need for control.
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Relationship Management

According to the Meta Group, Asian outsourcing markets develop relationships more intensely,
as well as more slowly, than those in the West and are less driven by the latest market trends and
business pressures.?® Relationship building is seen as a vital aspect of any business engagement
in Asia. Once a vendor has been chosen in Asia, that vendor is then deemed to be part of the
“family.” That means the vendor will do everything possible to help the company be successful.
In Asia, most business plans are ten- to fifty-year plans, in contrast to the West where most
companies live from one year’s budget cycle to the next. The choice of a vendor in Asia is seen
as a long-term partnership -- harder to win, but unless the vendor cannot deliver the goods,
companies will not easily jump from one vendor to another.

Introduction Fees

In many Asian countries, it is a common practice to pay what are considered “introduction fees”
or “additional selling costs” to a company or person for introducing you to another company or
person. The belief is that someone’s connections are their intellectual capital, so to speak, and so
are to be valued monetarily. To many westerners this practice can be considered unethical, or
worse yet, bribery. These two opposing views on this situation create the potential for cultural
conflict and misunderstanding if not handled “properly” (that is, “properly” in the eyes of the
local culture.)

Decision-Making

Decision-making in Asia is generally done by committee, so no single person can ever take sole
responsibility for an initiative. As committee-made decisions generally take longer to negotiate,
the decision-making process itself takes more time. Often the easiest decision to make is to do
nothing, rather than make the decision to outsource, thus outsourcing decisions have tended to
lag behind other regions of the world. When there is a decision to outsource, it is usually made
by a global driver outside the region (generally based in the U.S. or Europe) who wants the
ability to easily access regional and global information from afar without having to go country-
by-country to collect it.

Need for Control

There are companies that refuse to go down the outsourcing path, as they fear losing control and
lack confidence in outside vendors, especially if the providers are from another country. Local
companies -- those where the parent is located in Asia -- tend to only use outsourced offerings



provided by other companies within the region they know and trust. In contrast, global
companies located in the region, who have moved beyond a need for total control, are much
more likely to outsource and to select a global outsource provider. This is generally driven by the
global HR or finance director wanting to have access to global information across the entire
region through a single interface.

Key Challenges in Asia/Pacific

As the momentum toward outsourcing continues in the Asia/Pacific region, there are three key
challenges companies are facing:

» Understanding and reducing costs,
» Maintaining compliance, and
» Ensuring data integrity.

Understanding and Reducing Costs

A major challenge for all organisations is to develop a thorough understanding of their current
costs in order to ensure an “apples-to-apples” comparison of the current solution and an
outsourced approach. What are the company’s true costs of operating in Asia? Can the company
immediately access the figures when asked by the board or the shareholders? Are local reports
reliable, and how long do they take to compile? There so many “hidden costs” that it becomes a
real espionage effort to ferret out the true information. To address this challenge, companies are
well advised to ask questions about peripheral reporting that can take time and effort in the
accounting department, inquire about insurance payments for workers compensation, evaluate
the time it takes to produce various reports, and consider how accurate the reports may be.

Maintaining Compliance

Operating in a foreign country makes a company vulnerable when it comes to government
compliance. Asian tax laws are quite complex as most governments try to be fair to employees
by providing multiple tax methods to suit the way a company pays their employees. If a
company never pays commission or large bonus payments, then the taxes are incurred in the
period in which they are earned; however, if there are large irregular payments made during the
year, then the law (in Thailand, Korea, Taiwan and Philippines) provides for the payment to be
averaged out across the year. In Thailand, it is even more complex when earnings are projected
to the end of the year. These complexities can lead to that small internal team trying to do the
best for the employee, using multiple tax methods when it suits them, rather than following the
compliant path, using one method for the entire company. An obvious clue to this happening is
when employees are getting massive tax repayments at the end of the year, or worse still,
massive underpayments. Companies are realizing that it just makes sense to turn this
responsibility over to a reputable and reliable provider that has a track record in the area and that
has a team of professionals in place to ensure that the company is compliant at all times.

Ensuring Data Integrity
When companies are using various standalone providers, the integrity of data across the region is
questionable. Across providers, there are always differences in coding structures, naming



conventions and methods of processing. In some countries the level of expertise with data
manipulation may be greater than in others. Global reports pulled together across the region use
Excel as the glue. A number of outsource clients take advantage of a global outsource provider to
overcome these issues. Local employees may not have sufficient understanding of how critical
the naming conventions may be to the regional or global operation. With a single provider across
the region comes commonality. This is made even more effective if the global inhouse HR
solution is interfaced to the outsourced payroll provider, providing a single code structure under
the control of a central body.

Some Thoughts on the Future

The future of the Asia/Pacific region is probably the brightest of anywhere in the world. While
outsourcing is not yet the first option companies are choosing, it is a growing trend being sought
to save money and gain access to the latest technology without having to hire internal skills or
purchase additional hardware as the company expands. As we have seen, outsourcing can also
offer access to highly skilled expertise and improve overall service levels for HR business
processes.

While the future is bright, companies in the Asia/Pacific region need to focus on a few key areas
to improve their overall effectiveness and take advantage of the benefits that outsourcing can
bring:

Focus on cost reduction,
Continued globalisation,
Importance of call centres,
Growth in offshoring, and
Move to integrated solutions.
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Focus on Cost Reductions

Cost reductions continue to be the focus of all companies, not just those in the Asia/Pacific
region, and outsourcing is one approach that can help companies achieve this objective. The
larger global companies are opening up their call centres and transaction processing centres in
countries with lower costs of operations, demonstrating that offshoring is considered a viable
option to help with cost reduction. With the low cost of labour in countries that are now the
home to offshoring, outsourcing is harder to cost justify. This is not an issue when these
countries are part of a worldwide outsourcing initiative, as the solution is evaluated on a global,
rather than country-by-country basis. In this situation, the lack of cost saving in one country is
overcome by the savings achieved in other countries. In addition, there are the added benefits of
being able to report globally across the enterprise.

Continued Globalisation

With the saturation in home markets, many companies are looking at Asia as an emerging
market. Over the last six years, Asia's economy has grown dramatically with many countries
recording double-digit growth rates year after year. Asia represents over half of the world's
population, and is now considered the world's largest growing consumer market. This has



encouraged a growth in foreign company expansion in the region. Globalisation has drastically
improved access to advanced technologies and, to the extent that technological upgrading is
important for development, it provides a unique opportunity for late adopters and low-income
countries to raise their per capita income. Research shows that improved access to technology
imports improves the demand for skilled labour in low-income countries.?®

Importance of Call Centres

Until recently, call centres meant only voice-based customer support systems. The call centre
concept has now evolved to become what is referred to as a “contact centre” today. These centres
are capable of entertaining customer enquiries through online chat, as well as via the telephone.
“The trend is towards a mix of voice and non-voice activities. Most call centres are offering e-
CRM services that include support for voice call centre, e-mail response, Web-based text-chat
services, customer interaction channels, backroom processing and accounting, managing bills,
insurance claims, transaction processing, e-learning, telemarketing, telesales and knowledge
services,” says Varadarajan Raja, vice president of talent engagement and development at Wipro
Spectramind.?®

Growth in Offshoring

Hand-in-hand with HR outsourcing in Asia/Pacific, offshoring is a practical method to cut costs.
For most companies, offshoring is currently only feasible for companies with large numbers of
employees. Which country will be next in the “hot” offshoring market in Asia? Hong Kong is a
prime contender. They have an easy-to-manage fixed-fee income tax structure (a flat 15 percent),
and a legal system set up by the British (like Australia, New Zealand, and Singapore) that is easy
to deal with and which the Chinese have pledged not to change -- “one country, two systems” --
as the catch phrase claims. In addition, the cost of experienced personnel is only slightly higher
than Beijing or Shanghai -- maybe not on Hong Kong Island, but certainly in the New
Territories. In Hong Kong, English is widely spoken (along with Mandarin and Cantonese).
Vietnam is also an emerging opportunity, as companies continue to strive for ever lower labour
costs. Until the Philippines and Indonesia can settle their political issues, Hong Kong and
Vietnam present the most attractive offshoring alternatives.

Move to Integrated Solutions

Where the global outsource vendor can offer an integrated solution that supplies payroll and HR,
one can expect to see a complete outsourcing of HR processes, but perhaps not the delivery of
the service. Service delivery will move from HR to managers and supervisors, but this can only
be achieved where outsource offerings provide solutions in which these processes are highly
automated.

Conclusion
Human resources remains the most widely outsourced business process. According to Gartner’s

latest forecast, the worldwide HR BPO market will grow from US$25 billion in 2002 to US$37.8
billion in 2007, an 8.6 percent compound annual growth rate.’



More and more companies these days want to be like Cisco. They want to focus on their core
business and outsource all ancillary work, like human resources, procurement, accounting, etc.
They are turning in droves to application service providers (ASP) -- companies that host, manage
and rent applications over the Internet from a central location. This is a big jump from buying
off-the-shelf software. Instead of paying a lot of money upfront for servers and software that will
soon be obsolete, the company can instead pay a monthly fee and have everything taken care of
for them. Outsourcing provides organizations with a known cost, scalable as the organization
grows or shrinks.

There are other benefits as well. By turning to an ASP, companies no longer need to shell out
huge sums of money to software integrators who can spend a year or more installing an ERP
system. In half that time, an ASP solution can be up and running. All that is required is to patch
in via the Web and pay a subscription fee.?®

What is outsourced depends on the company’s HR strategy and that determines a mix between
internal and external services. More and more we see local Asian companies testing the waters
with various outsourced components. But just like everything else, once Asia embraces it, it will
become the norm.
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