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PARTNERSZ MANAGING THE CUSTOMER/VENDOR RELATIONSHIP

By Knut Ripken, Ashvata

Human Resources functions have traditionally been candidates for outsourcing.
While initially outsourcing concerned payroll, benefits and HR information
technology, today companies outsource an average of a dozen HR processes,
according to a recent survey by Towers Perrin of Fortune 500 U.S. companies.’ A
study conducted for The Conference Board® shows that companies using a shared
service model (SSM) for HR outsource more functions than companies without
SSM: 89 percent of companies that have shared services outsource at least one
major HR function.
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Figure |. Examples of HR Functions Outsourced.

In this chapter we present the customer/vendor relationship as a relationship
between two parties who should consider themselves as peers and want to succeed
together, based on a profound mutual understanding of their businesses.
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Ten years ago, the owner of a large and flourishing German company said in
his invited lecture at the first HR users conference of the leading ERP supplier SAP
that, although invited to be a guest speaker at the conference, he would certainly
limit his company’s use of an HR system to personnel administration as his
personnel were far too important to be managed fully by a computer system.” In a
corporate world where companies declare their human resources to be their most
important assets and where they strive to be employers of choice, it is indeed a
consequential choice to distinguish between strategic human capital management
and non-strategic personnel administration and to apply special management care
to the former. All shared services proponents therefore argue that the SSM will
free the customer — the individual business units - to concentrate on the essential
strategic tasks of personnel management.

A customer who uses an SSM of HR and plans to outsource may entrust one or
several external vendors to provide some of the functions of HR, or some services
related to them, according to different types of outsourcing services. If the customer,
for instance, chooses to outsource the call center and pension benefits functions to
a managed service provider (we will come back to the service lypes later), managers
and employees of the company will most likely have to interface with the service
personnel of the third-party provider. They will get advice and information from
a different company and may feel that a large visible part of their management
relations has been outsourced unless the service company fits their company
culture and applies the necessary diligence to the relationships. Where personnel
are the most important asset of a company, outsourcing your shared services center
functions, as a consequence, becomes a very delicate matter: complex to sell, to buy,
to implement, and to deploy. As there is so much at stake, such outsourcing needs
to-be based on a strong mutual relationship, a sound fit between the goals of the
customer and the buyer, and on smooth execution in a constructive partnership.

CusTOMER/VENDOR RELATIONSHIP

A project in any domain stands a very good chance of failing if the customer
and the vendor do not establish a mutually productive relationship from the very
outset of the project. For almost any project, “effort and time lost in the beginning”
will never be caught up. Getting along and not losing time helps develop a good fit
between the business models of customer and vendor and a jointly agreed upon
process in a collaborative manner.

While much literature has been devoted to the customer reasons for outsourcing,
a recent article by Levina and Ross' also emphasizes the necessary understanding
of the vendor business model. The authors conclude that: “Findings from the case
study indicate that an IT application management vendor can deliver value to
its clients by developing a set of experience-based core competencies, which: (a)
address client needs and market conditions; (b) exhibit complementarities, which
result in efficient service delivery; and (c) depend on the vendor’s control over
and centralization of decision rights on a large number of projects from multiple
clients. These core competencies result in a compelling value proposition when
investing in the growth of any of these competencies inhouse conflicts with
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optimization of the client’s core business activities and when contractual and
reputation-based incentives encourage vendors to share the efficiency gained from
these competencies with their clients.”

Rhodes concludes his paper on the Towers Perrin survey by pointing out
the challenge of defining a “professionally distant partnership that balances a
company’s need to deliver quality at a price and the vendor’s need to generate
revenue and a fair profit” He states that “this relationship is rooted in mutual
respect and transparency of motive and business practice and must be built at the
outset of the deal”

The core tenet of this chapter is that the business models of customer and
vendor must fit well in order for the vendor relationships in the SSM to be
successful, from the beginning of selection and implementation, and in the long
run of production and evolution. After presenting the business model concept, the
principal sections of this chapter will present customer and vendor business models,
the understanding of which we believe is essential for the vendor identification,
evaluation, and selection steps in an HR outsourcing project lifecycle.’ Finally, we
draw conclusions for the project steps of implementation, production, evolution
and termination.

Business Model Concept

For managing the customer/vendor relationships, we use the business model
concept of Henry Chesbrough® and the value chain and competitive advantage
concepts of Michael Porter.” The Value Chain Model identifies a set of interrelated
generic activities common to a wide range of firms. Looking at a concrete case of
the value created by each of the activities helps to determine which activities create
a competitive advantage for a firm.

Customer
Market Segment Customer IT environment
Customer Geographic Scope
Value Proposition
Value Capture
Inbound Logistics
Operations
Outbound Logistics
Marketing & Sales
Value Chain Elements | Service
Procurement
Technology Development
Support Activities HR Management
Organization
Infrastructure
Cost and Profit
e —
Value Network i B e el S

Figure 2. Business Value Chain.
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A goal of a business strategy is to achieve a sustainable competitive advantage
over rivals that allows the company to reach profits exceeding the industry
average. In Porter’s model, the resources, capabilities and selected company - or
industry-specific key value elements - together form the distinctive competencies
of a business. For a vendor, resources are know-how, reputation, brand, installed
base, geographic coverage; capabilities are processes and experience; and key value
elements are operations and logistics, technology and service. These competencies
enable innovation, efficiency, quality, and customer responsiveness, all of which
can be leveraged to create a cost advantage or a differentiation advantage.

Cost advantage or differentiation advantage as generic strategies, as well
as selected secondary strategies, provide ways to defend against the major
competitive industry forces: bargaining power of customers and suppliers, rivalry
of competitors, and threat of new entrants and of substitutes.

CusToMER BusiNEss MODEL

We consider a typical customer with a business model that includes outsourcing
on the basis of a shared service model for HR. For our discussion, it is not relevant
whether the customer moves to outsourcing before adopting the SSM or after.
Today’s technological viability creates the possibility for outsourcing a large number
of HR activities on a global level. The customer may selectively outsource various
administrative back-office functions potentially to several vendors and subject
to different levels of relationship. Figure 3 illustrates potential levels of business
outsourcing relationships.

Level of Outsourcin Qi
; f ; o Example of Outsourced Activity
Relationship
Ad hoc Resource Contracting Employee Satisfaction Survey
Partial Business Function Performaflce Nignupement
Outsourcing
Single Business Function Payroll Processing Outsourcing

Payroll, Benefits, Training Functions

Multi- Function Business Process :
Outsourcing

HR Department/Shared Service

Full Function Business Process )
Center Outsourcing

“On-Demand” Application “On-Demand” E-procurement

Figure 3. Levels of Outsourcing Relationships.

We apply the business model concept in order to show the potential role and
impact of SSM and outsourcing within the customer business model, of course,
abstracting from the customer’s principal business.



PARTNERS: MANAGING THE CUSTOMER/VENDOR RELATIONSHIP % 229

Value Chain

Market Segment
The customer markets products or services on a large geographic scope with
a need for standardization of business practices. The implementation of
SSM for HR is beneficial and has required a significant change management
effort backed by business management.

Value Proposition
The value proposition is based on a workforce that is efficiently managed
according to best practices and certain metrics and that embraces using
self-service for HR. Business managers are freed from overseeing an HR
department.

Value Capture
Thanks to the SSM, the organization has a better handle on personnel-
related costs or value added.

Value Chain Elements: Logistics and Operations
Incoming information concerning personnel services, e.g., from
administrations, are channeled to the SSC or the outsourced service
provider and thus concentrated and handled professionally and reliably.

The customer concentrates on core business activities, relying on more
reliable and timely HR operations. Human resources implementation
projects are better managed and harmonized and standardized HR
operations are executed on a global level, thanks to shared service centers.

The customer has an interface to all personnel-related third-parties. This
interface, the SSC or the outsourced service provider, is held responsible for
results, i.e., the timely and flawless delivery of information.

Value Chain Elements: Marketing and Sales
Marketing and sales are in a good position to determine value capture, cost
and profit as well as time to market or product/service delivery time frames
due to reliable centralized personnel-related data, captured and used in a
uniform manner across the company.

Value Chain Elements: Service
The customer adapts the customer’s service easily and rapidly to market
requirements due to a flexible and responsive HR organization.

Support Activities: Procurement
The SSM is simplifying and strengthening procurement of personnel-
related services ( e.g., pension plans, health plans, savings plans) as well as
of HR outsourcing services.

¢ According to the The Conference Board Study, "companies with
shared service centers are more likely to build an inhouse competency
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specialized in managing outsourcing relationships, both in HR and
across the company. To build such team competence, companies with
shared service centers are also more likley to have resources to hire
addtional staft.”

Support Activities: Technology Development
Using the SSM, the customer most likely has technology in place that allows
communication, self-service and HR management on a large or global
scale.
® When outsourcing HR functions, this customer will expect proper
integration of the outsourcer's technology with the customer's and to
benefit from the vendor technology.

Support Activities: HR Management
The SSM allows management to concentrate on strategic HR issues. By
concentrating on strategic HR issues and putting vendor(s) in charge of the
administrative activities of HR, the customer can further reduce costs, avoid
capital investment in technology, and offer better HR service to employees
that better match the needs of different groups.*

@ According to The Conference Board Study, customers with an SSM
in place are more likely to achieve outsourcing objectives — expected
benefits, cost reduction, improved level of service, and focus on core
business — than customers without an SSM.

¢ AsDavid Rhodes pointsout in his paper about the Towers Perrin survey,
concentration on strategic HR issues requires turning transaction-
oriented HR generalists into strategy-oriented HR professionals.

Support Activities: Organization Infrastructure
A lean HR organization with an SSC and well-defined processes meets the
needs of a global organization that needs to be proactive, swiftly reactive,
scale, and propagate company culture and values.

Cost and Profit
Outsourcing HR functions can reduce cost and provide better cost control,
bringing costs in line with operations (proportional to the number of
employees and/or sites).

Value Network
Operating on a global scale with an SSM, the customers HR functions
represent a considerable value network of international knowledge.

@ The customer expects to benefit from HR vendor connections and
may require a global capability from the vendor. The Conference
Board study mentions that global capability is required in a third of
the companies in the survey.
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Distinctive Competencies

Know-How, Reputation, and Geographic Coverage
The customer will lose some HR know-how, but should develop greater
quality of HR know-how within the group that manages the vendor, if the
customer can effectively leverage the vendor’s knowledge. A well-organized
customer with satisfied personnel benefits from limited turnover increases
the customer’s reputation. Outsourcing HR functions, service centers, and a
global homogeneous service greatly simplify geographic coverage.

Processes and Experience
Outsourcing of HR functions, on any level of outsourcing relationship, is
likely to create superior HR processes that may contribute to the creation of
an open, informed, organized, international company culture.

Competitive Strategies

Cost Leadership
Most importantly, cost leadership requires effective management of
cost. An SSM with outsourcing can provide the customer with a method
to monitor personnel cost and to keep it proportional to operations.
Customers who outsource generally achieve short-term and long-term
savings, contractually mandated in outsourcing contracts, and reduction
of technology-related capital cost, as the Towers Perrin survey shows.

Differentiation

In today’s competitive market, there is much room for differentiation by
HR strategy. An SSM with outsourcing should enable a short reaction
time for global expansion and effective shifts of presence in the market.
Homogeneous, well-engineered processes around the globe can facilitate
career evolution and enforce quality of hiring. Quality hiring can be
extremely beneficial for differentiation as the example of a company with a
rigorous interviewing process shows (e.g., code writing contests to discover
top engineers).” Superb processes and attention to personnel can keep
employee turnover low, and thereby create differentiation from competitors
in the same sector."

Specific competitive strategies
An SSM with outsourcing can be instrumental to strategies of innovation,
growth, and position.

VENDOR Business MoDEL

The vendor business model is based on a type of outsourcing service offering.
Different types of outsourcing service offerings exist in the market today. Figure
4 characterizes the essential types in order to ensure clarity in our definitions and
usage, as many variations and interpretations of these terms exist."
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Figure 4. Vendor Outsourcing Service Types.

Each type may correspond to a different vendor business model. Managed
service is, to some extent, the most sophisticated service: the customer retains
the strategic tasks of an HR function but outsources its administrative tasks; the
vendor commits on results and provides an economically attractive service due to
a shared service environment.
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Besides the functional scope, technology approach and geographic scope are
key characteristics. The technology approach of the given models can be to use
a proprietary system or a third-party system. In most cases, the approach is to
use an ERP system. The geographic scope distinguishes between local or global
solutions.

A major vendor, specialized for several HR service functions, generally operates
according to several models. And, service offers may be a combination of several
models, leveraging both their market potential and competitive advantages.

Value Chain

Market Segment

‘The customer outsourcing an HR function in an SSM may be a global
company outsourcing for the whole company or a region of several
countries or local country subsidiaries only. In general, the customer IT
environment is a central or regional HR and financials system, most often
as part of ERP. Considering, as an example, the HR function of payroll,
the customer approach may be diverse. In the home country, the customer
may use an inhouse system for payroll processing. In foreign countries, the
customer may use managed payroll services, especially if they are growing
quickly or starting up in new country. Managed services apply well to small-
to-medium local companies (50 to 1000 employees) or to a subsidiary of a
global company with small-to-medium-sized local subsidiaries.

@ ‘There are no outsourcing service providers who can cover the full
global scope with a single proprietary system. Since global companies
use ERP systems, ERP components are generally chosen. Questions to
consider include: Does the provider offer broad enough geographical
coverage? Is the provider offering enough flexibility?

Value Proposition

The vendor manages and performs non-strategic standard administrative
tasks of HR, following precisely defined process models, and supports
strategic HR with data analysis and cross-country (global) consolidation.
The vendor resolves issues with the customer’s SSC or managers and
employees via a service center and/or a service line. The vendor commits
to results (timely, correct, and compliant with the law). The vendor acts
as a single provider (contact, contract) with uniform but localized service,
global account and project management, coordination of implementation
and service. The vendor service eliminates the need or reduces the size
of the corresponding customer operation, which is especially valuable in
countries with a small number of employees. The vendor helps customers
through difficult periods, e.g., mergers, “brain drain”

¢ A managed service proposition carries a high value, naturally reflected
by its price. Therefore, public companies increasingly offer managed
services over services offering less value, in order to achieve revenue
growth.
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Value Capture

The vendor may ask for a fixed price per employee per month for clearly
defined services, and an extra price for additional services. Any project
management and implementation services (setup) are priced separately.
There is potentially a fixed price per country serviced, and potentially
different prices for different service levels. Global discounts may apply for
multi-national companies with high employee counts in several countries.
The cost for the customer is equal to or lower than equivalent inhouse cost.

¢ An important sales argument for outsourced services is the variable
cost for the customer who is invoiced as a function of the organization,
workforce (number of employees), and service consumption.

@ Prices may change from country to country reflecting different custom
and legal complexities and local/cultural differences in administrative
HR procedures across countries.

@ The initial one-time service implementation effort is charged
separately. However, a service provider typically reduces the up-front
implementation cost as perceived by the customer and builds it into
the recurrent price over the customer retention period. "Back loading”
this way, the outsourcing service provider can more easily compete
with inhouse solutions that can represent higher up-front license and
implementation costs, and with existing inhouse solutions that represent
no license and implementation costs. Generally, outsourcing implies
lower implementation costs due to a more standardized process.

Value Chain Elements: Logistics and Operations

The vendor provides a seamless interface with customer HR management for
planning and executing support tasks for strategic HR actions. This (human)
interface, potentially implemented via a shared service center, complements
any manager self-service (MSS) or employee self-service (ESS) interfaces
and any capture of HR system data. The vendor may access the customer’s
HR system, delivering results of administrative actions (filings, contracts.
and data in system), reports, and statistics.

Value Chain Elements: Marketing and Sales

Vendors concentrate on the full-service value to the customer, arguing that
full-service outsourcingis more efficient than inhouse management. Vendors
generally sell at the CFO/CIO or HR level, convincing a management
champion over HR/PR department resistance. Vendors tend to resist pressure
for substantial discounts due to their global delivery capabilities, and they
will often exploit long contract duration and reduction of up-front setup
cost if in competition with a software solution or a new competitor. Vendors
will insist that the customer comply with provider standards. Vendors look
to exploit footholds in an installed base to sell for more countries if the
initial sale is non-global.
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Value Chain Elements: Service

The vendor employs reactive, available, qualified personnel dedicated to
service and competent in the required functional and technical domains.
Qualified customer service representatives staff the hot line and any service
center. They interact with other service providers for issue resolution when
necessary. The vendor offers a global account and project management
capability with a close relationship with relevant customer personnel for
continuous process adaptation and improvement.

@® The essence of any outsourcer is excellent service: flawless, smooth
communication and data transfer between customer and provider;
reliable, timely, and correct processing; and responsive, qualified human
contacts. Any issues, errors, corrections, and rework need to be kept
to a strict minimum. Hence it is essential that the provider defines,
executes, and measures best possible processes, where "best possible”
means that the processes must guarantee the result while minimizing
errors and maximizing customer satisfaction.

@ The vendor makes the process effectiveness visible to the customer by
jointly defining and then supplying regular meaningful metrics.

Support Activities: Technology Development

The vendor develops processes and support materials, and adapts them
to the customer’s environment, accommodating some customization. The
processes must not be perceived as too bureaucratic (loss of value!) by the
customer. The vendor provides necessary tools for logistics, operations, and
service, implements standard service models for industries and bargaining
agreements, and develops parameterization tools. The vendor masters
interface technology (e.g., EAI, Web services) and develops/maintains
system solutions for multiple countries.

@ The technology component of the value chain must contribute to
excellent service where the technology is visible to the customer, i.e.,
in the inbound and outbound information flow. Excellent innovative
MSS and ESS functions need to be brought in line with the kind of
service provided, even if they reduce the service volume: data entry
is not a high value service, but rather a means for smooth and zero-
defect information flow.

@ The vendor technology offers electronic means to provide monitoring
and control for customers.

Support Activities: Organization Infrastructure
On the legal and contractual side, the vendor must have legal support in
place for service level agreements, contracts and disputes. The vendor is
capable of harmonizing service levels and contracts across countries and
providing a global umbrella contract. Contractual services and extra services
should be clearly defined. The vendor should provide expert support for labor
laws as applicable. On the networking and processing side, the vendor should
have the necessary networking infrastructure in place for servicing country
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organizations and for optimizing production operations (by centralizing or
off-shoring). On the human resources side, vendor management personnel
are internationally experienced in project management, business process
transformation and process implementation. The vendor should employ
multilingual, multi-cultural support personnel in service centers or shared
service centers.

® Essential support elements of the value chain are the human resources
and the organization. Service personnel must be well-trained,
motivated, service-oriented, and competent with relevant international
experience, and able to thrive in a process-driven organization. To
build such a service workforce is a major task. Clearly, managed service
providers have to make greater effort in this area than application
process providers do.

Cost and Profit

All vendors face the challenge of producing a sufficient margin by controlling
labor costs (process, productivity) without jeopardizing service. For payroll,
due to more labor involved, managed service is three to six times higher
priced than processing service. Vendors will limit service to contractually
defined items and invoice for extra work. A part of the implementation
price may be incorporated into the fixed recurrent price with recovery after
half of the contract lifetime, e.g., after four years for an eight-year contract
lifetime. Additional revenue can be made from global support and project
management services. Ideally, once the business is under way, the recurrent
revenue pays for the acquisition of new business in addition to the profit.

@ Because there is more labor involved in managed service it is very
important that the provider standardize procedures. Global customers
put a lot of pressure on the provider to reduce the price and to pass on
the savings from standardized service.

Value Network
The service provider needs to be well connected to the professional,
administrative, and legal instances in the countries of presence in order to
guarantee timely, proactive, and accurate compliance with requirements.

Service providers, in an alliance with an ERP vendor, bring the whole culture
surrounding the ERP vendor to the customer: technology for application
integration, additional specialized service providers, training resources,
consultants, etc. This is a clear advantage over a provider using a proprietary
system that is not widely used by third-parties and may thus lack critical
support resources.

A vendor providing a limited service, e.g., only process but no system
support, may increase the outsourcing value for the customer by teaming

with an IT outsourcing and application management partner.
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Distinctive Competencies

Know-how, Reputation, Client Base and Geographic Coverage

Some attributes of a distinctive vendor include: competence, experience,
excellent service know-how, global culture, internationally experienced
personnel, references in the market, recognized player in HR management,
with an installed base sufficient for sustaining service with a critical mass
of qualified personnel. Vendors can distinguish themselves by offering
solutions to multinational and global customers that are acceptable to local
management and comply with local expectations.

@ The HR outsourcing service market is a very mature market. This
kind of service has existed for more than 50 years, even before
computers provided automation. As most parameters of the service
are of a conservative nature - labor laws, company organizations
and employment rules do not change that easily — the reputation of a
service provider tends to be conservative as well: it takes a long time
to build a reputation, and the reputation lasts a long time. With the
number of providers increasing, reputation is very important. This
plays in favor of the customer since the vendor must take care to avoid
a negative reputation; a weak performance in one country can have an
impact globally.

Processes and Experience

Process and experience that make a vendor distinct includes: highly
efficient, reliable, repeatable processes for all steps in logistics, production,
and service; non-bureaucratic, natural, homogeneous processes, adapted
to local requirements, with minimal exceptions; the use of indicators to
measure productivity and customer satisfaction; the ability to constantly
improve processes, to anticipate customer requirements and create new
additional services.

Competitive Strategies

Cost Leadership

A cost leader can provide volume discounts in the framework of a global
services program. With the lowest price, they can put pressure on suppliers
due to their size and global presence. A new entrant cannot reach the same
price level (unless willing to lose money) due to the long learning curve and
high investments in process development. A global level of price-competitive
service requires time, money and the right people. A strong relationship
with the customer prevents easy substitution by a similar service provider.
Customers cannot easily or quickly revert, and only at high cost.

@ The standardization of predefined HR administration and processing
rules and processes is essential for both cost and differentiation.
It differentiates the "true" specialized HR service provider from a
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processing provider that sells the service in addition to application
management, consulting, integration and engineering activities.

@ Excellent service and full functional scope of service help differentiate
a provider from competitors. A unique service helps counter customer
bargaining. A unique service deserves its price. This helps counter
supplier bargaining as price increases by suppliers can be passed along
to the customer.

Differentiation

A differentiation leader offers excellent service with a superior operation
(processes, people), such that a customer cannot find service of comparable
scope and quality. The leader occupies a unique position in the global
marketplace, and stresses the global approach and presence to fight best-
of-breed local competitors. A full scope of services helps to fight specialist
offers. New entrants face substantial barriers as the learning curve is long
and hiring experts alone is not sufficient; building a global position and a
unique full service of complex nature is hard and takes time.

¢ A customer will not want to retrograde in service scope or quality or to
non-global service, unless service quality is locally unacceplable.

@ A managed service provider with a proprietary IT technology must
exploit the ownership to achieve differentiation via superior technology
solutions.

@ The combination of IT services with HR services helps IT service
companies: they seize the opportunity to offer HR services in order to
produce a service of higher added value.

Specific competitive strategies

The principal competitive strategies are innovation, growth, position, and
lock-in. Innovation may lead to processes and new services superior to
what a customer would be capable of. With growth and a strong position, a
vendor can be the provider of choice, recognized as a leader, with a sufficient
number of references for service proven in deployment. A large presence.
and importance outweigh the specialization of smaller competitors. Lock-
in comes from a symbiotic customer/vendor relationship, a long customer
retention period, a high service level and large geographic coverage not
attainable by a new entrant.

® Among the specific competitive strategies the strategy of switching
costs exists for all HR service models. Generally, one would think
that the more developed the service, the higher the switching costs,
however, this is not necessarily true. For example, a managed service
without much customer interaction could be almost transparently
replaced by a similar service rendered by a different provider. On
the other hand, a processing service that implies the participation of
customer personnel may not be that easily replaced if the replacement
involves changing the process and retraining the personnel. The small
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percentage of annual renewals of HR outsourcing contracts also points
in the direction of non-negligible switching costs.

@ It is interesting to note that a provider can reduce switching costs in
their favor by increasing implementation speed.

@ Innovation by anticipation of new services helps to retain the
customer.

The above business models of customer and vendor are somewhat ideal. In
reality, however, the customer business model will not exhibit all the positive
qualities mentioned, and certainly ideal vendors and ideal solutions hardly exist.
Compromises and tradeoffs are always necessary.

THE PARTNERSHIP PATH

Needs Identification and Business Case

When asked about lessons learned, most respondents of the Tower Perrins
survey stressed the importance of establishing a business case and guiding
principles, in advance of vendor discussions. The customer needs to make choices
that correspond to the company’s business model and are compatible with the
vendor business model. These choices are initially high-level requirements. They
may be changed or refined in the later stages of vendor evaluation and selection.
The consequences for the match with the vendor business model are discussed.
Choices may be interdependent.

Functional Scope/Concentration on Core Activities

In reality, the scope of outsourced functions often results from choices in
geographic coverage and cost reduction, and from available vendor service offers.
Yet, it is important that a customer be reasonable about the scope. The customer
business model should identify strategic HR functions and administrative HR
functions. If it calls for highly reactive geographic coverage as a result of rapid
business expansion, outsourcing of all HR administrative functions necessary
for starting an operation in a new location may be the choice (e.g., recruitment,
payroll, training, then compensation and benefits).

Similarly, if the business model calls for improving HR management (value
chain support element) by improving HR data visibility and global consolidation,
then outsourcing the functions that generate these data may be the choice.

If cost and profit (value chain) call for reduced cost and better cost control, and
if a cost analysis and a resulting Pareto diagram show that payroll functions present
the biggest budget and, hence, the most important area for reducing cost, then the
scope may be limited to payroll outsourcing. The choice of functional scope in line
with the customer business model will then have to match the market segment and
the value proposition of the vendor business model.
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Global/Local Considerations

The customer needs to determine whether outsourcing will involve one
country, one region, all regions outside the home country, or the whole world. A
company, rapidly expanding its operations across the globe, can start from a clean
slate and put an emphasis on homogeneous standardized HR operations in order
to create the basis for long-time success right from the beginning. Such a company
will want to outsource globally.

Often compromises are necessary: if outsourcing HR functions in the home
country represents too much of a change, or if there is resistance in certain areas of
the globe, then a mix of global/local approach may be envisaged.

[n some cases, it is also easier to start with a limited scope of a selection of
outsourced processes on the local level, and then expand to a full global solution
later.

Own ERP or other system

If the customer uses several different systems, then several business model
elements may call for a change of this situation. The customer may want to benefit
from the technology of the HR service vendors. The compatibility or “unicity” of
the technology of multiple vendors becomes important.

If the customer uses an ERP system, the customer will want to have HR data
seamlessly integrated with the outsourcing system. A match is necessary with the
vendor business model elements, such as market segment, service, operations, and
technology development.

Lean Organization

Simplification of the HR organization and processes can improve the
corresponding element of the value chain. This may lead to better service and
greater ability to cope with changes. Often, the lean organization is dictated by
the cost reduction objective via personnel reduction and shared service center
implementation.

The customer must pay attention to the vendor business model elements of
value proposition, logistics, operations, service and organization infrastructure.

Cost Reduction

Cost reduction is the most common reason for outsourcing today.” It is what
most vendor business models address in their value proposition and value capture.
Here it is crucial that the customer understand that a vendor needs to standardize
in order to be able to achieve the cost savings and pass them along to the customer.
Therefore, a customer cannot expect custom-made solutions without paying
the price. Hence, a compromise is necessary between cost reduction and other
choices.

Excellence

Everyone will agree that they are striving for excellence in their activities, and
many customers may have their business model reflect this. This is true for service
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companies competing for qualified personnel, as well as for industrial companies
that need to keep the workforce satisfied to reach the desired productivity.

Here the customer will have to look at the distinctive competencies of the vendor:
know-how, reputation, processes, experience, technology, service, value network. It
clearly does not make sense to go along with a processing service or IT outsourcing
provider if one wants HR excellence across the board of HR activities.

Yet, compromises are the rule. Excellence is ephemeral and relative. Excellence
has a price and may, therefore, not be compatible with the cost reduction choice.
Excellence in HR may also mean high differentiation and customization of activities
that are incompatible with the vendor business model that calls for sharing and
standardization.

Harmonization and Standardization

Global companies want to harmonize in order to reduce complexity and costs.
Opting for global outsourcing provides a good chance to deliver harmonization.
However, vendors are not really ready for full global harmonization of all HR
activities today.

The customer must take care to not push standardization to the extreme where
local statutory and legal rules become neglected." A qualified vendor alerts the
customer in these situations. On the other hand, the customer should not fall
for the vendor argument that everything is different from country to country, an
argument masking the potential immaturity of the vendor for the global market.

Differentiation and Customization

If the customer views HR customization as a distinctive competency, the
customer will want customized activities. Often, customers want customization
in order to preserve existing processes and habits or because they are resistant
to change. In the vendor business model, the marketing and sales element of the
value chain often calls for making the customer comply with the vendor standards.
Therefore, the customization objective is a delicate one and subject to compromises.
The customization requirement has to be refined in collaboration with the vendor
in the evaluation and selection phases.

VENDOR SELECTION

Identifying Vendors

Once the customer has a solid understanding of the outsourcing market and has
defined the needs and objectives for outsourcing, the customer can identify vendors.
In order to reduce work and expenses, the number should be limited to those with
the best fit with the needs and objectives of the customer. The following phases serve
to refine the objectives further, this time in collaboration with the vendors.

Relationship Chemistry

The fit in culture and attitudes starts at the very beginning of the customer/
vendor relationship. A cultural fit is more likely if both customer and vendor are






