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 Whole Change Thinking:
Appreciating the Full Effects of HR Outsourcing

on People and Culture

By Lynne Morton

HR outsourcing clearly offers many challenges and benefits for an organization. Although the
benefits of process improvement and cost savings have often transcended other considerations,
change management is now taking its deserved place of prominence in HR outsourcing planning
and implementation. As research from The Conference Board shows, i organizations that are
successfully outsourcing HR are now concerned about all of its implications. Change
management is helping them not only manage, but also anticipate, organizational impacts and
benefits. In this chapter, we’ll examine the ways that change management relates to outsourcing
and offer a new model for thinking about change management.

The Conference Board (TCB) HR Outsourcing Trends research report shows that people change
considerations feature prominently at the start of outsourcing, as well as throughout the process.
Among the top criteria for selecting a vendor, according to TCB study, is “a compatible
corporate culture.” Additionally, the first of the “lessons learned” in the report is “focus more on
change management.” Not surprisingly, this call for more focus includes an acceptance of the
fact that change management can be critical for success -- and that it requires attention over a
prolonged period of time. It’s not just the initial resistance that counts, it’s also the long-term
impact on culture and partnership. What might be viewed originally as a negative can be turned
into a positive experience by employees who find themselves in new roles with new things to
learn. And what might start as a process improvement for an organization can become a way to
develop new competencies in teamwork and accountability, as we’ll see later in this chapter.

Like any changes, those coming from HR outsourcing can be contained or widespread, near-term
or long-term, energizing or enervating. The complexity of the changes is often over-simplified,
though, and truly call for a new kind of change management: “whole change thinking.” Whole
change thinking acknowledges the huge role people play in HR outsourcing, which is, after all,
the result of two T’s -- technology and teams. People are 50 percent of the equation. Add to that
two other major T considerations -- trust and timing -- and the people-related side of the equation
takes the lion’s share of the responsibility. As the magnitude of the people issues becomes more
apparent, so does their inter-relatedness. This integrated framework weaves together a variety of
change considerations at different phases.

Whole change thinking, then, is a way to look at a range of change implications at the same time.
Instead of thinking of change management as sequential actions, whole change thinking requires
us to think about the changes that affect many different people, at whatever time they happen,
and ways that their effects can be managed effectively to the benefit of all. It looks at
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considerations of change separately and together, in order to see how the whole is greater than
the sum of its parts. It uses an integrated approach, rather than a linear one. It also has some
differences from more traditional thinking about change management. Those differences will
become clear after a look at its similarities with traditional thinking.

Whole change thinking agrees with the general theory that barriers to change fall into distinct
categories:

 Fear of having less of something -- control, choice, responsibility
 Fear of having more of something -- work, things to learn, matrixed managers
 Unwillingness to change behavior -- individually and organizationally
 Lack of understanding -- organizational alignment, ambiguity, personal impacts, general

communications

Additionally, it endorses the notion of the critical importance of communications. To effect
change, communications must be early, often, consistent, and clear. Furthermore, communication
includes listening, as well as speaking.

One example of this is its emphasis on not just people, but on more people. It doesn’t quite take a
village, but it does take a team to implement change when outsourcing. Furthermore, if it’s done
well, it should make the team feel like a family. Traditional change management theory places a
significant amount of emphasis on the role of the leader. John Kotter, one of the gurus of change
management, attributes the responsibility for successful transformation to leadership (70-90
percent) and management (10-30 percent). He defines leadership as establishing direction,
aligning people, and motivating or inspiring. He defines management as planning and budgeting,
organizing and staffing, and controlling or problem solving. In the case of HR outsourcing,
though, the percentages tend to shift away from the top to more of the group. There is a “whole”
sense to the team, making the responsibility seem closer to 50 percent and 50 percent, with the
management side being comprising both corporate and outsourcer/vendor representatives. That’s
further reason to think in terms of “whole change.”

Here’s another difference between “whole change” and traditional change management. At the
outset of outsourcing, quite concrete first steps need to be taken. Unlike the recommendations of
many change management theorists, who propose an initial “pilot” and then a change rollout,
that approach won’t work in outsourcing. Outsourcing requires strong, immediate action. There
must be a flowing change process from its immediate start, rather than a testing of the waters and
then a refined, large-scale approach. If you don’t take a concrete first step in change
management, when outsourcing, your second steps will be in quicksand and you won’t get
anywhere. An indecisive approach, which is how affected employees would view a “pilot” or
“test,” creates anxiety, whereas direct action that is clearly articulated lessens anxiety. Affected
employees would, furthermore, be angry at the thought of employers “testing” outsourcing their
jobs, while they would come to accept a direct decision to outsource. This first phase of change
isn’t necessarily more important than the others, but it does require clearer, more definitive
action than in other change models using a pilot first. Communicating clarity of intent, clarity of
anticipated benefits, and clarity of employee impact are what needs to be included in “definitive
action.”
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The “whole change” framework is grounded in an understanding of when HR outsourcing affects
people and culture. Unlike technology implementations, which occur in many phases,
organizational changes come in three distinct phases. The first phase -- Exploration -- is when
the current state is assessed and opportunities for improvement, or outsourcing, are targeted. This
is the stage of initial excitement, but often, and most perhaps more often, of anxiety. The second
phase – Transition -- is when the decision to outsource is made and implemented. Obviously, this
phase includes outplacement and extensive communications. The final phase -- Evolution -- is
the ongoing creation of culture. Culture is the sum total of people’s behavior over time.
(Admittedly, there are some other factors -- such as values -- that affect culture also.) During
Evolution, even more people can be involved, with a wide range of potential organizational
considerations and impacts.

Within each of these phases, there are complex dynamics around who is affected, how they are
affected, and the kinds of managerial actions that are possible (or needed). Each of these will be
discussed in turn below (see Figure 1).

Who is Involved in the Change?

At the initial phase -- Exploration -- individuals from several functional areas are involved, but
the primary group affected is HR itself. Discussions may be held among operations, Finance and
HR about how current processes work, what might be improved, and what kinds of changes
would be required to make those improvements. Quite often many people are involved in what
Linda Merritt of AT&T has called “framing the deal.”

There are strategic business decisions to be considered -- What areas of HR are core/non-core to
our business? Are there other key changes taking place, such as mergers or acquisitions, that will
over-stretch current HR capacity? There are financial decisions to be considered -- What would it
cost us to upgrade or consolidate our technology appropriately? At what point is it more cost
effective to use an outsourcing solution? There are HR functional decisions to be considered --
Are comp and benefits the only areas to outsource? (Very often outsourcing starts with the
“transactional” areas, but others, such as training, are also being outsourced.) If other HR areas,
such as Training, are being considered, this kind of outsourcing is often a co-managed with a
business unit, requiring input from the business unit in an outsourcing decision. This “framing”,
as we’ll see later, involves creating a business case for HR -- and for outsourcing.

As decisions about what HR does and how it does it are made, peoples’ jobs can be seen as
potentially changing or as “at risk.” Most often, the common reaction among HR staff members
is to feel threatened. Three key behaviors are often evident at this phase: (1) lobbying for power,
via decision-making, in the planning process, (2) poor morale among those whose jobs are at risk
or known to be outsourced, and (3) skepticism among the key customers of HR. Good change
management principles can help organizations mitigate downside implications in all these areas.

Traditional change management thinking, as previously mentioned, requires a substantial amount
of leadership. Even at this first phase it is critical that senior management, as well as HR
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management, explain the range of options being considered and start to present the elements of
the business case. The earlier leadership behavior becomes apparent -- behavior that indicates
care for the welfare of employees, as well as for the welfare of the business -- behavior that
acknowledges the natural instincts of employees during times of uncertainty -- behavior that
models forthright communications and that listens to employees, the more likely it will be that
the uneasiness among HR will be contained. It won’t go away until more action is taken, but it
can be controlled. There is a very important leadership role at this first phase of change.

Also involved, perhaps obviously but still worth mentioning, are the vendors being considered as
potential partners. It is important to make the mental shift from vendor to business partner early
on in the outsourcing process and change management thinking can help. At this early phase of
outsourcing, there remains a distinction between “us” and “them.” Those vendors who are able,
even at this phase, to break down that barrier are the most likely business partners. Vendors do
this by showing an understanding of the anticipated benefits from their client’s point of view.
They also do this by demonstrating ways that they have been -- and will be -- sensitive to the
concerns and ongoing work demands of the client’s employees. HR’s involvement with potential
vendors may start out small, but will escalate as this phase moves from Exploration into
Transition.

In the second phase -- Transition -- more people are involved and affected. Many people are
likely to think that HR outsourcing affects only HR staff. However, the HR functions that are
now handled by an outsource provider are functions that some HR employees were used to
performing, while other employees were used to “using”, and with whom they developed a high
level of comfort as fellow employees. Therefore, the expectations and behavior of all the
employees who interacted with HR in “the old way” need to be managed, too. Many employees
must interact with different people, some from HR/others from the outsourcer. This raises issues
of trust, security, and timeliness.

In turn, the outsourcer’s staff that now handles the outsourced functions has to change its
behavior in order to relate effectively to these employees. The outsourcer’s staff needs to learn
about the culture -- the language, expectations, values, and common issues -- for this new client
and not assume that ways of working that have been effective with other clients will work just as
well with this new client. This is one of the potential danger zones of outsourcing. A potential
good fit and good relationship is dependent upon the outsourcing staff’s willingness to learn
about and adapt to each new client, even if the functions they are providing seem the same as
those they provide for another client.

During transition, operational considerations, as well as financial ones, emerge again. However,
the change management focus remains on those within HR who now must realign themselves
with the business in new ways.

In the third phase -- Evolution -- even more people are involved and affected. This is the phase
that holds the most uncertainty for the organizational culture and that requires a truly holistic,
long-term approach for maximum effectiveness. From the purely people perspective, it is at this
phase that the strategic partners (formerly “vendors”) can become part of the extended family of
the corporate culture. Interestingly enough, family dynamics seem particularly appropriate since
new leaders, small squabbles, yet loyalties and dedication all become important factors. Family
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members have a history together -- they remember both the happy event and the squabbles.
Imagine a vendor who makes an extra effort to remember the kinds of concerns that individual
employees had last year during, for example, benefits enrollment and ensures that similar issues
are handled immediately. Family members react strongly to the loss of leaders and to the transfer
of authority to a new leader. Imagine a vendor who celebrates new leaders and who also shares
concern about the loss of those who are gone. It is this sort of sensitivity to very personal issues -
- which are often reflected in actions handled by outsourced HR functions – that can create an
extended family that includes both corporation and vendor.

The potential for significant culture change becomes more evident when we think about who the
outsourcing partners may be. Since much, and increasingly more, outsourcing work is done in
such far off locations as Ireland, China, Romania and the Philippines, it is likely that remaining
members of HR and the organization’s employees using these outsourced HR services, may find
themselves interacting with individuals with whom they’ve never interacted before. This creates
challenges around cross-cultural awareness and communications. Employees may not know how
best to communicate via email with their strategic partners in China. They may not be sensitive
to global time differences or holidays. As employees start to work with individuals from other
countries, their own values and behavior may change in ways we have yet to imagine. This
presents exciting opportunities for diversity awareness and personal behavior change. It also
presents a huge challenge from a change management perspective.

In order to help people from different backgrounds work well together, organizations have to
make special efforts to help them understand each other. Such efforts include training on
American jargon or on the nuances of specific industries. Other outsourcing organizations are
going so far as to offer tutoring. According to Chris Disher, an outsourcing specialist with Booz
Allen Hamiltonii , some customer service representatives in Bangalore were instructed to watch
reruns of “Friends” in order to make themselves familiar with the cultural norms of Americans.
Other outsourcing organizations are asking trainees to read American newspapers and
magazines, all with an eye toward becoming knowledgeable on American consumer habits.

This sort of cross-cultural training could offer a host of benefits that go far beyond those sought
by just the HR outsourcing. However, to return to the context of HR outsourcing itself, a very
broad range of change management processes -- ongoing communications, traditional and
innovative training, and management role model behavior -- are needed in order to gain from the
full range of those benefits.

Offshore business outsourcing is expected to grow by 38 percent in 2003, according to the
Gartner Group, placing it at close to US$2 billion. In 2003, the offshore component of
outsourcing is expected to represent 1.5 percent of the entire outsourcing market.iii Just how
much of this will be HR outsourcing remains to be seen, but it is reasonable to assume that a
significant increase is on the horizon. This could make HR outsourcing a driver of multi-cultural
diversity, as opposed to diversity being a separate HR initiative. It will be interesting to see how
broad a range of benefits is achieved in a highly cross-cultural outsourcing world.
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How are People and Culture Affected?

In today’s world of work, employees are more insecure than ever about their jobs -- having them
and keeping them. Events that cause shifts in job stability become particularly unnerving. Add to
that the common unwillingness of people to change behavior and it becomes clear that
outsourcing touches the emotions of all individuals involved, and in powerful ways. More often
than not, the emotional reactions are negative, rather than positive.

John Kotter has written extensively in his articles and books (Leading Change and The Heart of
Change) about the importance of emotions in change management. It’s never too soon to pay
attention to that. Change, as we know, causes anxiety. When it comes to outsourcing, change can
cause high levels of anxiety because these are not “abstract” processes being changed, with
undetermined job implications. The processes being changed are the ones closest to home, the
ones handled by the HR staff every day. In this case, the jobs that are “at risk” are their own.

Many HR professionals know the core principles of change management, since they have
managed change efforts or have been on change teams. But when it comes to themselves, they
often don’t recognize the patterns and behavior. The very same techniques that they’ve used with
others, now become applicable to themselves.

Two things become apparent at the first, Exploration, phase of HR outsourcing:

 all the emotional components of change must be acknowledged and addressed
immediately. Without addressing those emotions, people’s behavior cannot be
managed or changed. And behavior change -- individually and organizationally -- is
what HR outsourcing is about. As Kotter explains in an interview published in
Leader-to-Leader Magazineiv, it is the power of feelings that drives behavior.

 The other aspect that needs to be recognized early on is the full range of emotional
impact that HR outsourcing has. This goes beyond the usual change model of anxiety
or uncertainty and takes us into a new realm where power and control become drivers
of behavior. Since decisions around control are made at this early stage, the emotional
components need to be acknowledged -- and managed, as we’ll explore a bit.

In fact, during this first phase, emotions can outpace reason and need to be very carefully
managed. HR staff members are uneasy and anxious about their job security and the employee
population at large may start to wonder “what else is next” for outsourcing.

At AT&T, emotions were more easily managed, or at least more quickly recognized, because
change was very much a part of their culture, as explained by Linda Merritt, HR Director,
Outsourcing Service Management. In a workforce that is used to change, maintaining
productivity and controlling emotions becomes part of the culture.

It is important for companies considering outsourcing to know how “change resilient” their
culture is. If change has been frequent, people are used to the initial emotional reactions and are
better able to manage them by themselves. This does not mean that management has no
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responsibility to acknowledge and manage the emotions of the staff, but the patterns will be
familiar to all. However, if change is relatively new to the organization and its staff, the reaction
is likely to be quite strong. In this case, communication needs to be much more frequent, more
open and repeated more times. Emotions often stop us from “hearing” or understanding what we,
instinctively, don’t like. Therefore, the less accustomed the change the staff is, the more
frequently they need to be made fully aware of what is happening and what it could (or might)
mean to them.

Another way to think of this is to realize that those staff members who are unfamiliar with
change immediately think of the negative impact of them personally. On the other hand, those
familiar with change will realize that there are both positive and negative impacts, with
potentially wide-ranging implications for themselves and for their organization. In either
scenario, though, a rule of thumb holds: limit the uncertainty to the shortest possible time.
Uncertainty demoralizes people and affects performance. Uncertainty undermines trust, which
we’ll discuss more later in this chapter.

AT&T’s story has further lessons in terms of how the emotions and process itself was managed
during the first phase. The HR leadership planned carefully and included HR staff in a
thoughtful, honest, and measured process. Rather than announce that outsourcing would be used,
thereby dramatically heightening emotions, they involved the HR staff in the decision. Their
Senior Vice President of HR led the effort of building a business case, by starting creatively. The
issue was posed this way: x percent of the budget will be cut if the HR function is kept inside;
now assume that everything in HR will be outsourced and build a business case for retaining
things. As a result, the staff members themselves saw where core value resided and needed to be
maintained. However, rather than having a senior management mandate forced upon them, the
process used generated their own awareness of value and their own percentages for change.

They also realized that they wanted to remain true to the company’s culture and values, which
was employee, as well as customer, centric. To do that, they agreed to only talk to vendors that
would take their own people on staff. This way, HR staff members were not losing their jobs;
rather, they would have jobs in a new organization, under the guidance of the outsource
“vendor.” The transition was smooth, with the retention of salary and benefits.

A huge amount of business analysis went into AT&T’s decision because 75 percent of HR was
outsourced. After the business case was developed, the HR team involved in the outsourcing
decision structured criteria, tenets and principles for the outsourcing work and then put project
management disciplines in place to ensure a smooth implementation. It was a complex and
relatively slow process, taking fifteen months from the time of the RFP (request for proposal) to
the contract signing. However, the HR team remained true to their corporate culture and values
and substantially minimized individual anxiety and lower levels of performance. Business
continued relatively as usual, while the process began to take shape.

Another corporate story from Accenture contains a similar lesson: design everything carefully
and thoroughly from the start. As ePeopleserve became fully owned by Accenture, the
outsourcing of HR staff was considered and planned in terms of ways to create value for all. The
emotions of staff members were anticipated and managed carefully. Opportunities for
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organizational effectiveness were developed on a parallel track with opportunities for individual
development, especially in terms of knowledge transfer and role redesign. They invested a
substantial amount of money to getting things off on the right foot immediately -- and believe
that the return proved the investment to be well worthwhile.

The Accenture story contains lessons for effective action during the second phase, Transition.
They moved nearly 600 people to a new outsourcing organization in three phases, over
approximately 18 months: 150 people during the first phase, 60 in the second phase, and 350 in
the third phase. The phased approach was used in order to allow sufficient time to embed the
notion of choice in the entire organization. Their extensive recruiting campaign was determined
to get things off on the right foot, from the start. Not only did they acknowledge the emotional
reactions of their employees who feared losing their jobs and were unclear about what the future
would hold, but they also felt strongly about treating their people with respect. Therefore, they
planned an extensive, personalized communication and recruitment campaign. They held
information sessions with every employee, staged fun events, and fully shared the business case
with all employees. They also established a fully integrated, joint team to eliminate the
perception of “us and them.” Their communication plan included all the outsourcing partners and
contained many opportunities for partnership to develop.

According to Patti Johnson of Accenture HR Services (see her chapter on “Think Straight, “Talk
Straight” in this volume), who was a leader of the change effort, Accenture’s approach was to
deflate the emotional fear of “loss of choice” by creating a new sense of choice. They launched a
full recruiting campaign with each affected individual. Jobs were defined and/or redefined and
each employee was offered a package, just as if they were accepting a new position. This
approach, in addition to creating a sense of choice, also fostered the sense of excitement that
accompanies something “new.” When it was time to celebrate the new organization, even if it
had many of the “old” staff, there was a feeling of having something to celebrate. The approach
worked well. They planned for 75 percent of their staff to move, and 98 percent of those staff
members accepted those “new” job offers. Those that did not accept the reassigned, new jobs had
options of leaving or staying behind in redesigned roles. Those that opted for redesigned roles
were also involved in the redesign effort.

These two examples have presented approaches that address the issues of HR staff members who
are moving from one company to the outsourcer. However, not all the staff is targeted to move.
Some of those who find themselves staying, in new roles, may welcome the opportunity to move
from transactional roles to strategic ones. Others, though, may have their own degrees of
uncertainty: regarding their new roles, their abilities to succeed, the training and support that will
be available to them, etc. These individuals need change management attention, too. In order for
them to be successful, they need job redesign and support, as well as communication. The sooner
that planning for this starts, the sooner they will also be able to perform effectively in their new
roles.

Last, there are the organization’s employees, who have to interact with a new external vendor
and who need clarity about roles, responsibilities and procedures. The longer an organization
waits to tell its full workforce how to interact with the new organization -- assuming that
functioning will be ok because the workforce is dealing with many of the same individuals they
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already know -- the greater the danger of confusion among the outsourced employees. Those in a
new organization have to develop their own new culture and a sense of partnership with their old
organization. They need and deserve attention and the opportunity to do that.

To further complicate the aspects of change management involved -- and to further show why
“whole change” thinking is an applicable concept -- there are other considerations, beyond
individual needs, that have to be considered and addressed. This gets at the impact on the culture.
Outsourcing can change the way people work, making them more team- or partnership-oriented,
and thus changing the culture. It’s possible that employees who haven’t worked on teams before
may be on one during the first phase, or, quite likely, during the second phase of outsourcing.
This will require them to learn and develop new skills that, eventually, spill over into other
aspects of their work. It also begins to create a team-based culture, with shared decision-making
and authority.

Whole change thinking also allows organizations to realize that teams may not be an entirely
new way of working in an outsourced, new organization. Teams may have existed in the “old”
structure and may now not be operational. These old ties need to be acknowledged and forged in
new ways. In such situations, a shared leadership group, itself a team, needs to meet to evaluate
what has worked well from previous teams and to capture or build on those successes. Simply
discarding what has worked well in the past will create disharmony among the new teams, who
realize that teamwork is not something new to them. Once the joint or new leadership has
captured that institutional knowledge, the new teams may provide new opportunities for those
who already understand the power of teamwork.

Additionally, the notion of coalitions of partnerships, so critical to outsourcing, has a tremendous
impact on culture. In situations like those at AT&T and Accenture, employees who joined a new
organization needed to shed their old alliances and form new ones -- and new teams. Then they
needed to learn to partner with the organization they are now serving in a vendor/client
relationship. It’s at this point that ongoing training and mentoring becomes important. Just
communicating what the new organization looks like and how it should work isn’t enough.
People need ongoing support to ensure that the plan comes to fruition effectively.

In the third phase, HR executives find themselves taking on new responsibilities to replace those
they ceded as the outsourcing relationship evolves. They also find that the relationship itself
becomes a continued focus of attention. CIBC’s story of HR outsourcing shows how this
happens. Their huge HR outsourcing effort involved payroll services, benefits administration,
pension administration, occupational health services, expatriate services, relocation management,
HR project management, HR financial controls, and call center operations. Their vendor
decision, in keeping with those previously mentioned, was made on the basis of cultural
compatibility. The emphasis was on picking a business partner, not selecting a vendor. Like any
form of partnership, that relationship requires constant nurturing as new issues surface and new
ideas emerge. As a result, their senior executives with HR responsibility found themselves
constantly involved in managing the intangible (as well as the tangible) aspects of that
relationship. Hugh MacDonald, Vice President of Strategic Alliance Management at CIBC, has
talked about his new role as relationship manager. Instead of managing a large number of people,
he manages a large relationship. Joyce Phillips, CIBC Executive Vice President, has talked about
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the weekly, ongoing discussions with their outsourcing partner. These discussions are critical,
not because their contract isn’t clear, but because the underlying trust of the relationship can be
nourished only by personal interaction. Again, it’s the people side, the softer side of change that
makes the difference (even if a wonderful, clear contract is used).v

Over time, resistance to most kinds of change fades. Over time, an emphasis on the new ways of
working takes over. This is true with HR outsourcing, too. What starts out as anxiety and a loss
of control, evolves into new roles and responsibilities, grounded in principles of collaboration.
Organizations that value collaborative teamwork are strong and resilient ones. It will be
interesting to see how the new skills of working well in outsourcing partnerships should, over
time, seep into other aspects of organizations and provide a host of yet-to-be-determined
benefits.

Why are People and Culture Affected?

Much about “why” people and culture are affected has been shown in the previous discussion of
“who” and “how,” but a few points are worth making separately. One key point has to do with
the difference between people and organizations relative to change. People need continuity, yet
organizations need change and, furthermore, need change resilience. This is the tension that is
addressed by change management. Change management respects the emotions and needs of
individuals, yet seeks to move the organization as a whole in the desired, new direction. It also
has the challenge of seeking to maintain some degree of organizational continuity itself -- the
culture. Organizations whose culture evolves maintain the trust and performance of the
workforce, while organizations whose culture is radically uprooted most often lose both trust and
performance.

Trust is at the core of why people are affected. Trust comes from consistent behavior, over time,
and from the ability to balance opposites in a sensitive, yet productive, way. Maintaining trust is
critical during major changes. Without the trust of the HR staff, the outsourcer, all affected
employees, a positive outcome is extremely unlikely. Eventually, a lack of trust will destroy an
organization and its processes, whether they are inhouse or outsourced.

During the first phase, many organizations are primarily looking to achieve financial returns
from outsourcing. However, for others, cost savings isn’t the driver, especially if they already
have remote and/or shared service centers, since these afford economies of scale. In smaller
organizations, without such centers, or in those already working that way, other factors may be
propelling the organization toward outsourcing. The most common of these is the desire for
increased quality and an opportunity to allow HR to focus elsewhere, on strategic, non-
transactional, HR competencies.

One HR area where quality improvement was an objective was in the outsourcing of training, as
shown in a study of 323 US heads of trainingvi. According to this study, only about 29 percent of
the participants experienced a reduction in training costs as a result of outsourcing. However,
outcomes were more satisfactory when a primary motivation for outsourcing was quality
improvement. In fact, quality improvement scored showed the highest impact correlation to
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performance. The other factors studied were communication, contractual agreements, and cost
savings. Simply put, those that outsourced primarily to improve the quality of their training
programs were highly successful. Admittedly, this study does not reveal what some of those
specific quality goals were, nor does much of the anecdotal information on outsourcing now.
What it does show, though, is that quality goals can be set and, if measured consistently over
time, may show significant improvements that may even outweigh those related to cost savings.

During the second phase and moving into the third phase, people and culture are affected by the
kinds of investments needed to make the outsourcing work. For example, individuals learn new
skills in team processes, problem solving, decision-making, even meditating. As they work with
new groups in new ways, they learn adaptability and flexibility. These impact both individual
performance and organizational culture. While these may not have been targeted as desired
outcomes, or part of the initial rationale for outsourcing, they are often secondary and equally
long-lasting results.

The outsourcer, if a true business partner, has a role or a responsibility for shaping culture, too.
People who are moving to the new organization of the outsourcer need to know what the new
culture will be like. This falls into the area of change management, as well. In the case of
Accenture’s outsourcing, employees were given a sense of the new culture while they were being
recruited. Regular communications told them about their new teams or ways of working and
about transition plans. There was no sudden, jolting change in the organization. That way,
employee expectations were acknowledge and managed, and their awareness of accepted, new
behavior was aligned from the first day they started. That approach sends a clear message: this is
a new company, at which your old behavior or ways of working may not be acceptable. Clarity
around personal behavior helps establish a culture easily. Then the new culture can interact with
that of the client company and both continue to evolve together and separately.

Another aspect of the Transition and Evolution phases that is particularly complicated has to do
with global organizations. When it comes to HR policies and procedures, one size cannot fit all,
yet many HR outsourcing efforts seek to standardize policies and procedures. For example,
compensation and benefit issues must follow the differing legal requirements and customs of
each country. The outsourcing transition may be smoother if it is focused on the “to be” of the
HR function, as opposed to the “as is.” Constructing a “to be” always affects organizational
culture over the long term, and once again, may have unforeseen affects.

For example, compensation and benefits in a global firm may seem complicated since diverse
cultural and legal requirements need to be met. There may be a great deal of work to be done in
determining how to set up a fair system that meets all those requirements and that can be easily
administered by an external party. However, the act of evaluating all the requirements and
putting them next to do each other when doing so (as opposed to the frequent siloed manner of
making policy decisions) may lead to a much more equitable system across the board. Such a
new system could, over time, make global transfers more attractive, or make short-term special
learning assignments more attractive to high potential employees. The long-term effect could
well be an organizational culture with a more diverse and flexible employee population.
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“Whole Change Thinking” Considerations

Although we’ve described HR outsourcing in three phases, “whole change thinking” is iterative
and integrative, rather than linear. Continuous refinements are made, sometimes seen as subtle
changes, which become the basis for continuous improvements. By thinking in terms of the
whole, rather than the parts, the emphasis is on the continuous nature of the change.
Organizations can start out with one objective (e.g., cost or quality) and expand their reach to
strive for several or for a different objective entirely. The drivers of change can be fluid. For one,
cost savings are near term, sometimes incremental, gains. However, people impacts are
continual, sometimes quantum and certainly long-term. These do not need to contradict each
other, but they do need to be consciously managed in a way that can achieve both.

Furthermore, because change is dynamic and continuously evolving, the work of change isn’t
over once the transition is completed. New issues often arise and the cultures of both
organizations need to be nurtured. It’s even possible that the new forms of accountability and
work processes create additional objectives. Change management calls for continuous work and
a reframing of expectations, as appropriate.

As another example, during the first, or exploration phase, the value of closing a performance
gap could be calculated in terms of people, plus cost impacts. Accenture’s HR Services, for
example, sought to move defined numbers of people in distinct phases. Their model was one that
included geographic considerations, as well as costs. The objective was to think in terms of
people impacts and people capabilities, with costs being considered but not being the primary
determinant. In fact, without moving the desired number of people at each phase, the cost
savings might not have been achieved.

Yet there are some situations in which the people ramifications of the change are so complex that
the cost savings do not warrant tackling the issue. There are also other situations in which people
implications of the change do not negate the desired outcome, but add to it. One such situation is
when new skills, that are applicable in many other situations, are learned as a result of being on a
change team.

“Whole change thinking” also allows more readily for differing degrees of change for different
functions. Change isn’t something that you address once, in the same way for all involved. It
doesn’t assume a level playing field for change interventions. This could come be important
during the second phase, for example, when the impacts of outsourcing different kinds of HR
functions are more apparent. Such transactional HR functions as benefits administration can be
outsourced incrementally or immediately. While they involve a range of communications issues,
as well as trust around personal information, they tend to involve fewer people than other HR
functions. On the other hand, when developmental functions, such as training, are outsourced,
the complexity increases. This becomes more than just a technology issue and involves many
different people, over a long period of time. Training is one of those functions that is often
managed in a matrix manner, with some offerings falling under the responsibility of the line and
others coming from the staff. Many systems need to integrate and a wide range of personal
preferences, styles, and differing managerial needs have to be addressed. Outsourcing of training
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can be done to offer incremental or transformative improvements, but in either case it requires a
high degree of change management attention.

In addition, “whole change thinking” balances sensitivity to individual needs with recognition of
organizational priorities. In drawing upon all the change management tools and techniques
available, it keeps personal issues such as trust and a sense of control or choice in mind. In fact,
the perception of losing personal choice (Will I have a job at the outsourcer? What else can I
do?) may be especially significant in outsourcing. Only mergers and acquisitions or divestitures
pose the same strong, emotional considerations. However, those feelings can be contained by
comprehensive, timely, and consistent change management communications. The behavior of
senior management can preserve the sense of trust and respect, so that even if an employee does
not, in fact, have a place in the new organization, he or she can leave still feeling valued. Also,
good change management practices use role models or senior managers to be change leaders.
Organizations can use an approach like the one by Accenture. They recruited a valued, well-
respected leader early in their second phase as a symbol to other employees that the new
organization would be a good one. This can have a powerful effect on uneasy employees who
question the validity of a new, outsourced organization, or of their own interest in joining it. If
they trust that person, they would be more likely to think objectively about the new opportunity
and to take it, if offered to them.

In order to develop a seamless culture, “whole change” thinkers also consider the ramifications
across all phases and across all parties involved. Non-corporate staff members have to interact
with corporate staff, especially during the second and third phases. While those outsourcing staff
members are professionally able to do the work, are they able to communicate with the new
employees with whom they will have to work or whom they will serve? What sorts of
“orientation” do they receive to this new culture in order to facilitate a smooth transition? What
sort of customer service training do they receive in order to remain sensitive to the particular
needs of this employee population?

Organizations that recognize the value of whole change thinking may well consider providing
special incentives or rewards to those individuals who achieve pre-determined, significant levels
of customer satisfaction over discrete periods of time. Other forms of special recognition could
be given for long-term, ongoing customer satisfaction.

Those who focus on the final phase can really think strategically. Since HR outsourcing is new,
organizational change is often viewed as an end result. As we become more familiar with HR
outsourcing, it may be chosen because culture change itself is the desired outcome. What is now
the tail may start to wag the dog.

Frank Casale, founder and president of The Outsourcing Institute, makes just that point. He has
said that he thinks outsourcing is part of the toolkit of organizations going through transitions
themselves. To his mind, organizations that are in the midst of significant change (e.g.,
transforming from a vertically integrated company to a more virtual one) want to free themselves
of regular processes that require implementation and management. In such cases, outsourcing
becomes not the driver of change, but the result of other organizational changesvii.
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HR is ripe for such use of outsourcing, since demands for HR services peak during times of
change and often level off after the new organizational model takes shape. In such a scenario, it
becomes cost and managerially effective to outsource those aspects of HR that follow such
patterns. Outsourcing both creates new change and is the outcome of current (and anticipated)
organizational change. It’s a particularly complex and interesting relationship.

This takes us to the tantalizing question of which is the cart and which is the horse. How do
change and culture really relate and which comes first? The “whole change thinking” approach
shows that HR outsourcing may be best suited to certain kinds of organizational cultures -- those
that are fluid, that acknowledge the importance of trust, and that plan thoroughly. It also shows
that HR outsourcing has significant cultural impacts, which in turn, change the culture over time.
Given the relative newness of HR outsourcing, it is too soon to say if the necessities for change
will create new cultures that have yet to be foreseen and aren’t planned. It is also too soon to tell
if the desires for new cultures, especially within HR will prompt the decision to outsource HR.
For example, to what extent will the desire to allow HR to become more of a strategic business
partner, thus changing the culture of HR as a functional area and the kinds of staff it employs,
drive the outsourcing decision as much, if not more, than the cost savings?

Potential Organizational Actions

Although all aspects of the change management process are important, several organizational
actions are worth highlighting:

Plan your communications thoroughly. To reiterate what was said earlier, communication is
critical. It needs to be honest, thorough, and timely. Communications with all stakeholders take
place, at the start and throughout the outsourcing. Are the benefits made clear? Are the trade-offs
shared? What is at risk? What can be done? What are the near-term and long-term ramifications?
Organizations should also recognize the impact that seemingly off-the-cuff comments from
senior managers can have on sensitive employees. It often becomes important to carefully script
senior managers so that they do not make speculative remarks or give personal opinions that can
be misinterpreted or confuse employees. As with all communications, if you say it, be prepared
to stand behind it. If managers offer personal comments relative to the outsourcing, they may
well be saying things that the organization cannot support.

Treat everyone as adults, with respect and sensitivity. HR staff members, in fact all employees,
deserve to know the business reasons for organizational actions in a way that acknowledges the
impact those actions will have on them personally, as well as on the organization. Even if it
makes them uncomfortable, or they don’t like the plan of action, it is important to tell them.
Furthermore, it remains important to monitor their reactions and provide them with an
appropriate amount of support, whether that is via training, coaching, communication, or
performance management. The appropriate amount of support may not be the same across the
board for all involved parties. HR staff members in new roles need specific guidance in order to
make an effective transition to those new roles. HR staff members whose skills no longer fit
within the organization, or who choose to leave the changing organization, also deserve to
receive sensitive, non-judgmental outplacement. Lastly, when considering who might transition
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to the new organization and who might not fit in, also consider interim uses of individuals’ skills
and respect the preferences of those individuals to whom you offer a choice.

Think about what drives trust within your organization and preserve that. By limiting uncertainty
and using respected individuals to communicate the decision and outsourcing process,
organizations can go far in maintaining the critical sense of trust. Who do employees trust? Have
there been any false starts towards outsourcing that employees may remember? Have there been
many changes in strategy that haven’t been implemented, which could cause people to look at
this one skeptically? What is the mix (by skills, tenure with the organization, etc.) of your HR
employee population and will a high percentage of them feel threatened? Change managers
should lead the effort to ask these questions and, armed with a clear sense of how trust is
maintained in the organization, develop a plan that preserves its integrity throughout the
outsourcing. Again, trust may not come from the same source for HR as it does for other groups
within the employee population. Attention to the sources of trust both within the overall culture
and within the outsourced HR group is important.

Keep an eye out for the subtleties. When you’re moving people and creating new opportunities
for partnership and interaction, it’s dangerous to “assume” that it will work. For example, new
relationships need to be formed and knowledge needs to be shared or transferred. There may be
certain kinds of knowledge that your organization can capture in a systematic way. There may be
other kinds of knowledge that you can help your new or former staff members share. As we
know from a wide range of technology projects, the approach may be sound, but it’s the people
side -- the people’s behavior -- that is going to make or break its success. Starting by assuming
that you’ll need more than you think to make it work is probably a wise stance to take. Starting
with a clear understanding of your culture and of what values you need to model and preserve
both during and after the outsourcing is essential.

Conclusion

In conclusion, as we become even more sophisticated in our abilities to think in “whole change”
terms, we may see a change in the very thinking around HR outsourcing. What is now viewed as
“taking” a function “out” may, in time, come to mean “managing” an “outside” function.
Whether the outsourcing is of the magnitude of what is proposed for the US Government (where
the Office of Personnel Management could outsource as many as 850,000 commercial civil
services jobs by 2008) or may affect a few dozen people, all aspects of “whole change thinking”
come into play. And a rigorous, comprehensive use of change management can make the
difference between a somewhat effective outsourcing effort and a transformational outsourcing
achievement.

It can also point us in the direction of what’s next -- a multi-cultural, dispersed workforce? A
team-based organization? A change-ready culture? Just as the potential for HR outsourcing is
huge, so is the potential impact of change management. We have yet to know, let alone
appreciate, the full effects of HR outsourcing on people and culture.
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Figure 1. Whole Change Thinking.
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