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Meeting Agenda

Global Sourcing of Talent: The Strategic Imperative and the HR Challenges
How should today’s companies take advantage of the opportunity to source globally for talent while simultaneously mitigating the risks of offshoring/outsourcing?  What countries currently have the best overall climate for globally sourcing for talent? Which business model is best suited for company operations and projects?  What are the “hidden” costs of global talent sourcing?  What are the short- and long-term economic, political, and social implications for both the home and host countries?  How should a company ensure that it positively impacts the host country community in which it conducts operations?  

These are but a few of the pressing questions that companies face in a globalized economy.  HRPI members engaged in a lively discussion and debate about some of these questions, and heard from experts in the field and panel member companies about their experiences abroad.  The global sourcing of talent seemed to be quite timely and pertinent as the conference theme, as many of HRPI member companies are either currently engaging or considering engaging in  offshore activities.    

Throughout the day on Thursday, May 6th, we heard about the business case for the global sourcing of talent and, during dinner, from Former Ambassador Hermann Eilts about the war situation in Iraq as well as the possibilities for its future.  On Friday, we heard from consultants about implementation issues as well as inside accounts from two HRPI member companies.   
Sushil Vachani, a Strategy and Policy professor at Boston University, gave opening remarks related to globalization and the political economy of protection.  Political winds change quickly, Professor Vachani explained, as was the case when President Bush reversed his earlier actions by lifting steel tariffs in accordance with World Trade Organization regulations which he had earlier imposed in 2002.   Further, protectionist political rhetoric often changes between pre- and post-election periods;  Bill Clinton reversed his policy toward NAFTA after winning the Presidential election in 1992;  President George W. Bush embraces a free-market approach.  
However, countervailing pressures against globalization often result as U.S. competitiveness in key industries seems to be at stake.  For example, farm subsidies have historically been put into place to protect certain crops.  Recently, the WTO ruled that the U.S. cotton subsidies violate global trade rules.  Certain non-governmental organizations (NGOs) fight for protectionist measures in order to protect American jobs from going abroad.   In the 1980s, due to trade friction, Japan decided to impose export quotas, causing Japanese automobiles to jump in price, and effectively hurting U.S. consumers.  

Often, Sushil explained, “You’re damned if you do, and damned if you don’t.”  In the late 1970s, Japanese automakers were accused by the IRS of price dumping.   When Japanese automakers raised their transfer prices, the IRS then accused them of not paying enough taxes.  Sushil closed by noting that in a global economy, companies will face many countervailing pressures.  Ultimately, a company must choose to maximize the interests of some stakeholders over others.  
Membership Roundtable Discussion

The Roundtable Discussion centered on five issues:  employment regulations, benefits, health care, stock options, and organizational culture.  
Employment Regulations - Member companies are interested in the Department of Labor’s (DOL) wage and hour codes.  In particular, the DOL is attempting to clarify the overtime status of employees.  While the DOL’s regulations, called FairPay rules, seek to extend coverage to 1.3 million low-wage individuals, it also may disqualify white-collar workers from receiving overtime.  The DOL released its final revisions to the FLSA on April 20, 2004; the FairPay rules will take effect 120 days after their publication in the public register.  
Benefits - Members discussed their perceptions of fiduciary responsibility related to 401k plans at their respective organizations.  As the SEC and states make inquiries into funds, member companies are unsure how involved to be when there are no clear established guidelines for doing so in certain circumstances.  For example, as a plan sponsor, what is a company’s responsibility in terms of conveying information about poorly performing funds or fund elimination?  Further, when ethical transgressions occur, what should a sponsoring company’s involvement be?   Should an investigation be delegated to a third-party and/or should an internal committee review the situation in order to take appropriate action?  Should a company offer its own stock in its fund offerings?
One HRPI member described how certain employees at her company are engaging in what seems to be day trading.  What is her company’s responsibility as their employer?  Should responsibility reside with the mutual fund alone or equally with the sponsoring organization?  Another member suggested that the sponsoring company should define what is perceived to be “excessive” and “frequent” and therefore potentially considered to be day-trading.  

Members are quite concerned with finding ways to proactively create new options for retirement.  One member jokingly stated that companies are “still in denial” that a global retirement crisis exists.  To date, none of HRPI member companies have engaged in implementing innovative solutions to the challenge of an aging workforce. 

DB or DC?  The debate on the merits of defined benefit (DB) versus defined contribution (DC) plans continues as a faltering stock market has made individuals reconsider the more stable, but less lucrative DB plans.   One HRPI member asked whether any organizations have moved entirely from a DB to DC plan.  Should DB plans be jettisoned, particularly given that middle-aged employees are possibly going to choose safety as their main pension criterion?  A few members stated that the stock market’s volatility made them rethink switching completely from DB to DC plans.  

250 companies in the Fortune 500 are implementing or have implemented domestic partner benefit programs.  What should companies do with respect to heterosexual unions in terms of partner benefits?  Should heterosexual couples who are engaged receive benefits?  If same- gender couples are ultimately allowed to marry, should domestic partner programs be abolished or re-shaped in order to accommodate both same-gender and heterosexual partnerships?  When companies develop domestic partnership programs, should they follow federal or state laws?    Currently, the utilization of domestic partner programs is relatively low; one HRPI member stated that the program at his organization involves about 40 employees out of 44,000.  Companies are also waiting for the federal government’s legal ruling on gay marriage in order to fully develop programs that are most beneficial to their gay, lesbian, bisexual, and unmarried partner employees.  

Health care - Members were interested in hearing about HRPI member organizations’ preventative health interventions designed to control overall health care costs.  Among the programs cited as very effective and responsive to employees are fitness centers, wellness programs disease, and state management.  One HRPI member explained how his organization offers credits for fitness center use that result in cash back to the employee.   70% of the employee base at his organization uses the fitness center.   Wellness programs include fitness, weight management, smoking cessation, alcohol treatment and chronic disease control programs.  Organizations are partnering with vendors to implement disease management programs.  While several members expressed feeling quite pleased with intervention outcomes, one member explained her frustration with health care strategies, as individuals who are health-conscious are more inclined to participate than those at risk. 

Stock options - To date, only one HRPI member organization has opted to fully expense stock options.  In general, companies are waiting for FASB to issue a proposed rule for expensing.  One HRPI member stated that at his organization, the issue has become less pressing given a sluggish economy and therefore underwater options.   In order to ensure consistency in option valuation across different geographical locations, United States values are used as a benchmark.  A few members expressed concern with ensuring an optimal level of stock option overhang at their respective organizations.  Given the push for new stock options accounting requirements, a few member companies are encouraging greater use of direct stock ownership.  

Global Human Resources and Corporate Culture - As more companies source globally for talent, questions arise about how to maintain a global culture while simultaneously allowing for and appreciating local cultural variations.  One member asked the question, how much do you impose home country values versus allowing for differences?  Further, how should global values be communicated abroad as an organization expands internationally?  
Jean Halloran of Agilent explained how Hewlitt Packard’s founders were very thoughtful and methodical in conveying HP’s core values and principles—including innovation, teamwork, and creativity—to international employees as the company went abroad.  After management training programs, participants were required to sign documentation related to HP’s global value statement.  Mary Kay Carr of Johnson Diversey, Inc. explained how the company embraces accommodating local values rather than attempting integration across cultures.  
Capability Sourcing

Mr. Steve Berez

Partner, Bain & Company

It’s about the right capability, at the right cost, from the right source, and the right shore.  This statement succinctly outlines Bain & Company’s philosophy on the global sourcing of talent.  In today’s environment, an organization must be prepared to enact this philosophy, as its competitors will likely be doing so.  However, as Steve Berez noted, realizing the full potential from strategic sourcing is often very challenging.

According to Bain & Company, “winning in the 21st century” will be based on focusing on the “core of the core” and eliminating everything else.   The sourcing of capabilities is becoming a key element of business success.  An organization must identify “the right capability” from those that do not make it a distinctive entity and then nurture and continually enhance that capability.   Bain & Company defines this “golden nugget” as “that function or process which no other organization in the world can perform to your cost and capability standards.” At the same time, an organization must nurture relationships with vendors that are qualified to create value by performing “everything else.”  

Capability sourcing goes beyond cost reduction to include benefits associated with greater organizational flexibility, improved quality, and a freeing of managerial time that allows for greater devotion to the core of the core.  Steve Berez cited the example of a chemical company which dually saved 30% on benefits administration and increased on-time claims by 34% because of its sourcing strategy.   

Also critical is choosing the right sourcing option from among several, which include captive offshoring, domestic outsourcing, and offshore offsourcing.  In determining whether to in-source, outsource, or offshore, an organization should consider the balance between control and physical proximity.  For example, when an organizational process is unique, highly proprietary, and lacks a scale for offshoring, in-sourcing will be the optimal choice.  

Offshore solutions, which involve the right shore, are becoming an increasingly large portion of the market.  Vast wage differentials across geographies, massive untapped labor pools, and substantial numbers of available professionals together represent a significant opportunity for value creation.  The three primary business models—third-party offshore, joint venture/BOT (Build, Operate, and Transfer), and captive offshore—should be considered carefully, as each offers differential opportunities for cost savings, quality improvement, data flow issues, intellectual property protection, and scalability, among others.  

Fundamental shifts in sourcing are underway as the focus is moving from IT-centric to business-process-centric, from the periphery of the business to the core, from tactical to strategic, and from an Indian delivery model to one that is global.  Whereas in 2000, offshoring primarily provided value through cost reduction (cost wave), today, in 2004, value is created through quality and cost (quality wave); by 2008, value will be based on a “standardized infrastructure” which allows for world class capabilities at the least possible cost.   

Enacting the right sourcing strategy is easier said than done, as the road is fraught with challenges.  Steve explained that between 50% and 70% of outsourcing deals do not meet expectations, as organizations report having defined and implemented the wrong sourcing strategy, having chosen the wrong partner, having entered into a bad deal or contract, having mismanaged the transition, or having ineffectively governed the partner relationship.

Bain, according to Steve, recommends a five-step process to set the right strategy, enter the right deal, and realize the value of sourcing:  (1) sourcing strategy, including setting sourcing objectives in accordance with corporate strategy; (2) partner selection, including screening potential suppliers and examining benchmarks for RFP and vendor selection; (3) deal structure and contract negotiation, including conducting partner due diligence; (4) transition and migration, including establishing and identifying strategic dependencies; and (5) ongoing management, including developing a business philosophy for on-going governance. 

Steve closed with key Bain & Company insights related to capability sourcing: 

· Sourcing is moving from the periphery to the core of business

· The question is not “should I outsource?”, but “how should I source”….every capability required to win in the marketplace

· This is a cost reduction and performance improvement opportunity

· A broad and robust continuum of sourcing options can be leveraged

· Fact-based decisions against a managed base case are required

· A robust sourcing strategy anchored in the organization’s business strategy must be the starting point

· The skills, processes, and governance models required to effectively manage the alternatively sourced capabilities are rarely in place

· The entire journey is full of opportunities to create or destroy value—“the risks must be continually assessed and managed”

Employer Perspectives on Global Sourcing:  Key Human Capital Issues and Lessons

Richard Kantor

Hewitt Associates

Richard Kantor, Senior Consultant for Hewitt Associates, a global human resources outsourcing and consulting firm, described results from two Hewitt surveys on global talent sourcing to HRPI members.  Richard overviewed issues reported by respondent organizations’ CFOs and human resources professionals related to sourcing activity such as when the organizations that were surveyed and reported sourcing abroad began sourcing and what types of jobs are targeted; sourcing assessment, such as the top challenges organizations are facing; and sourcing lessons, such as the need for an integrated approach to managing a global workforce.   

Global Sourcing Activity - As the global sourcing trend becomes more pervasive among both large multinationals and small and medium-sized organizations, the range of jobs broadens to include IT operations, customer relations, manufacturing, finance and accounting, transactional processing, and human resources.   Although to date, IT jobs are the most frequently sourced roles, organizations are increasingly using global talent to perform business process service roles as well as administrative roles such as accounting and finance.

Among those organizations that have already begun sourcing for talent globally (176 of 499 surveyed), around 45% started between 2000 and 2003, roughly 20%, before 1995, and 30%, between 1995 and 1999.  Perhaps a bit surprisingly, only roughly 30% of the organizations surveyed (n=499) are currently engaging in, or anticipating increasing sourcing activity.   On the other hand, nearly 55% of the organizations are neither doing nor considering engaging in global talent sourcing.  

Organizations are seeking both labor cost and quality advantages from countries such as Canada, Ireland, Malaysia, Poland, Hungary, South Africa, Czech Republic, Russia, and Singapore.   The survey results show that the three most highly cited global sourcing countries are India (60% of 192), China (35%), and Mexico (33%).  Organizations harness the efforts of individuals at various levels and positions to develop a sourcing strategy, create tactical plans and make decisions to support the strategy, and execute decisions within a chosen sourcing location.  Further, organizations often enlist the collaborative support of outside consultants. 

Global Sourcing Assessment -  Organizations choose to go abroad to source talent for a number of reasons, including cost reduction (reported by over 90% of respondents), productivity improvement (55%), increased flexibility (45%), 24 hour, seven-days-a-week staffing (40%), reduced cycle times (35%), quality improvements (30%), and tax incentives (20%).   Roughly 45% of the organizations surveyed reported that their sourcing efforts have been “mostly successful,” another 7% labeled their efforts “completely successful,” 35% reported “mixed” results, and 13% cited “not successful” or “not at all successful.” 

Sourcing for global talent, according to survey results, is not always an easy endeavor.  In fact, organizations reported challenges related to managing change (roughly 55%), maintaining corporate culture (60%), knowledge sharing and learning (50%), legal and regulatory issues (40%), and union considerations (15%).  Among the top “people challenges” are cultural barriers, lack of poor quality and inexperience, public backlash from home country employees, political change barriers, data security, and high turnover.  For those workers who experience layoffs as jobs go abroad, organizations have created outplacement services to provide assistance with exploration of other opportunities within the company, provide new skills training, and ensure deployment to another job elsewhere.  

Global Sourcing Lessons - In order to be maximally effective, global sourcing should involve an integrated approach wherein it is a part of the broader strategy of a global workforce.  Sourcing decisions should be considered in the context of an organization’s culture, employment terms and human resource policies, staffing and motivation plans, and career development and training programs, as well as culture and language differences between the home and host countries.

Richard also overviewed six “Global Learnings From the Receiving End” (from the perspective of the host country) that are findings from a recent Hewitt survey, “On-the-Ground:”  

· Get the right people and keep them
· Develop local relationships, leverage local know-how
· Build cultural bridges between here and there
· Manage the execution with obsession
· Pay attention to the leadership crisis
· Don’t forget the folks back home
1.  The percentages in parentheses are rounded numbers obtained from visually assessing the percentages presented in the presentation slides. 

                                          Outsourcing- Quietly Moving Offshore
     Scott Gildner
President, Gildner & Associates

What do you do when the firm you outsource with goes offshore?  Scott Gildner, President of Gildner & Associates, reminded HRPI members that although their organizations may be among those that are neither offshoring currently nor intending to do so in the near future, their vendors either will be or have already.   “Whether or not you are offshoring directly, you are indirectly,” Scott stated.  During initial outsourcing contracting, offshoring is not usually discussed or accounted for in any significant fashion; therefore, an organization’s vendors have more flexibility and leverage than may be appropriate. Further, buyers of vendors’ services are not positioned for gain-sharing or risk mitigation. 

“Vendors are in a high reward situation,” Scott said, “while the clients they represent are at high risk.”   According to Scott, vendors often act unilaterally and without adequately informing clients of activities that should be determined jointly.  Vendors’ primary reason for going abroad is to procure direct labor rate advantages relative to the United States. 

Scott outlined short, medium, and long-term implications for companies whose vendors are engaged in offshoring.   In the short-term, vendors will continue to offshore for specific functions and some will establish two tiered pricing, one based on home country rates and another for host nation rates.  Over a medium-term time frame, market pricing will continue to fall, vendors will become increasingly aggressive with respect to offshoring, and some may invoke a unilateral right to offshore.  Finally, in the long-term, client companies will be forced to consider offshoring and margins will be squeezed to historical levels.  

Scott cited a case study of the relationship between the State of New Jersey and one of its vendors, eFunds.  The State of New Jersey hired eFunds to process its food stamp and welfare electronic benefits processing.   In 2003, eFunds moved its call center from Wisconsin to Mumbai.   The result of the State of New Jersey’s demand that eFunds return its service to the United States was an additional $900,000 per year for processing, as labor rates in Mumbai average between $2 and $3 an hour versus $10 and $12 an hour for a Camden-based employee. 

Companies should also be aware of other offshoring implications, such as challenges related to oversight of vendor activities that result from vast geographic distances, political risks associated with locating in certain countries (e.g., India/Pakistan relationship), infrastructure issues (e.g., power outages), and differences in legal regulations between countries (e.g., date privacy rules).   Finally, companies should be attuned to the possibility of domestic backlash from negative media attention associated with offshoring.

In response to these risks, Scott outlined an action plan for organizations to better position themselves vis-à-vis their vendors:

· Review all outsourcing agreements      

· Restrict unilateral right to offshore

· Identify data privacy requirements

· Draft offshore policy

· Prepare for vendor management challenges

· Join the HR Outsourcing Forum

· Regain control to ensure participation in gain-sharing

· Develop risk assessment

Iraq:  The Realistic Possibilities

The Honorable Ambassador, Hermann Eilts

University Professor, Emeritus

The decision to go to war with Iraq was wrong, not because Saddam Hussein and his sons should have remained in power, but rather because of the misleading circumstances under which the United States proceeded.  Further, the United States went to war with the misguided belief that “installing” democracy would be possible, failing to understand Iraq’s history and people.  “Democracy must flower from below, not from above,” stated Hermann Eilts, former Ambassador to Egypt and UNI professor emeritus.  

The United States initially asserted that the need to declare war on Iraq was based on its possession of weapons of mass destruction and Saddam Hussein’s links to Al-Queda.  The rhetoric has changed now, as the United States touts its position as Iraq’s liberator and the keeper of the free world.  The United States went into Iraq with the assumption that Iraq could and must be fundamentally changed into a democracy.  What the United States failed to understand, Ambassador Eilts asserted, is that the historical, tribal structure of Iraq’s society makes the democratic principle of “one vote, one person” very difficult to implement.  The three major sects of Iraqi society—Sunni Muslims, Shiite Muslims, Kurds—will be reluctant to give up power to each of the other two groups, making the democratic ideal of equal representation unlikely in practice.  

The United States, prior to the war, was enormously admired.  We stood for something.  It is tragic, Former Ambassador Eilts stated, that we are the most hated government in the world.  Sadly, it has to do with our own conduct.  Our unilateralism is causing hatred of Americans.  We move ahead as anti-Americanism is at its peak.  The hate, however, is aimed at the United States government rather than at American citizens.  As long as this is the case, our credibility is low and can therefore not change the Middle East.  

What should happen in the future?  Iraq will be difficult to change due to the circumstances of its history.   The three major sects are divided:  Kurds want independence, Sunnis want to maintain their current status, and Shiites want to come into power.  Four constitutions have been written by the British, none of which have been honored.  In a tribal society, preferences and obligations are for and to the tribe rather than to a national government.  

While the United States executed the first three phases of the war plan well, they have failed to implement phase four, the post-war phase, which included installing democratic institutions and maintaining stability.   The United States underestimated the degree of insurgencies that would occur after the war.  Further, institutions such as court systems and judicial processes may not be honored.   At this juncture, Former Ambassador Eilts explained:  “It is important that the United States leave Iraq in a noble way, one that gives Iraqis the chance to open up as a society.”
Now, a year after the initial declaration, the United States finds that the war isn’t over.  The United States made a mistake in abolishing the Iraqi military; most of them didn’t fight against the United States.  Now they’re left unemployed.  A number of functions currently performed by the United States were previously carried out by Bathe party members—the United States shouldn’t have dismissed them entirely.  Insurgencies in Fallujah and other Iraqi cities must be controlled in order for stability in the country and for elections to occur in January 2005.  An additional problem for the United States relates to the recent accounts of soldier abuse.  In the eyes of many Iraqis, the United States is viewed not as a liberator, but as an occupier.  The soldiers who have been accused of abuse must be brought to justice in order for the U.S. to have any credibility.   

U.N. Special Envoy Brahimi has suggested the establishment of a caretaker government of eight individuals that will operate from July 1, 2004, until the end of January, 2005.  None of the 25 members of the Iraqi governing council will be part of the caretaker government.  Former Ambassador Eilts is concerned about the legitimacy of these eight members, as they will be unable to run for office in January.   

Former Ambassador Eilts believes that there are no easy solutions for stability and a free Iraq; however, a greater international presence, primarily from an increasing involvement from the United Nations and NATO, is of utmost importance to an exit strategy.  To date, the insurgencies have hindered both economic and societal stability.  An appropriate agenda will place stopping the insurgencies as a key priority.   The United Nations, with its expertise in nation building, should take on a significantly more influential role.  Further, it should not be assumed that Iraqis want a democracy.   Currently, engendering democratic principles, as well as their acceptance, goes far beyond institution building.  Iraqis must embrace democratic principles and feel safe to vote in January 2005.

Global Sourcing of Talent: Cross-Cultural Implementation Issues

David Eaton

Eaton Consulting Group (ECG)

“Culture in and of itself, doesn’t matter.  But, as culture impacts business process performance and bottom-line global objectives, then it becomes important to take a closer look at how and why the bottom-line is impacted when working across cultures.”—ECG   

According to David Eaton, four-fifths of the world is hierarchical, lower risk, less confrontational, and awaits direction.  Four-fifths of the world is relationship-oriented, not task-oriented.  In the United States, audioconferencing is prevalent; this business practice would not be accepted in more relational countries, such as China and Japan, which rely on face-to-face contact.  The French spar in business meetings; Puerto Ricans build relationships; Americans focus on time and creativity in business dealings.  Imagine how individuals from each of these countries might misinterpret the behaviors of individuals from other countries?  

As multinational companies proliferate and organizations conduct business across national borders, understanding the effects of culture on processes, relationships, and outcomes becomes increasingly important.   Cross-border transactions are fraught with challenges and issues.  In fact, 33% of all cross-border organizations have reported negative experiences with their outsourcing contracts.  Why is outsourcing across borders complex and difficult?  Cultural differences are among the factors that potentially impede cross-border outcomes.  Other factors include time zone differences, legal and tax systems differences, data security, loss of internal knowledge and expertise, language barriers, and lack of intellectual property protection.

Despite the laundry list of challenges, cultural differences are often cited as the number one difficulty of offshore outsourcing.  National culture differences can result in difficulties from the initiation of a cross-border activity.  Often, these differences manifest as the “we/they” phenomenon as people ask, “Why can’t they be like us?”  As noted earlier, individuals in different national settings will have different risk preferences, decision making assumptions (certain countries experience situations in which the leader makes most of the decisions), communication styles (direct, sparring/debate, dialogue/discussion), and assumptions related to the degree of egalitarianism in a group.

These differences may lead to potential misunderstandings, frustration, or lack of trust, which, in turn, could result in slower cycle times, missed deadlines, lower work quality, and incomplete project goals.  Finally, all of these can translate into wastefulness of company time and money. 

The “supermanager” of tomorrow, according to David, is the manager who can leverage culture as an asset.  Ideally, a global executive will be technically/functionally competent, and possess global leadership and cross-cultural competencies.  Fortunately, David explained, cross-cultural training can enhance a manager’s cross-cultural know-how, which includes the ability to read a counterpart as well as understand why behaviors have occurred.  The objectives of cross-cultural training include an awareness, understanding, acceptance and respect, evaluation, and application of cultural differences.  The supermanager will be able to capitalize on the diverse perceptions, behaviors, and practices of the team to create synergistic results.  As an increasing number of activities occur across borders, cross-cultural savvy is a requirement for excellence.

Globalization of HR

Atul Vashistha

CEO, NeoIT

Atul Vashistha, CEO of NeoIT, an offshore advisory and management company, described the intricacies of implementing a successful HR offshoring strategy.  Despite globalization’s opportunities, a myriad of stories about the challenges and issues faced by companies abound.  Dell’s call center, Capital One’s outbound telemarketing, and Lehman Brothers’ computer helpdesk support represent setbacks related to training, security, and quick growth.  Companies initially project 50% savings as a result of offshore efforts; later, they reap only 20% savings.   

To date, while companies are beginning to send some processes overseas, no company has sent the entire human resources function abroad.  HR offshoring involves several potential challenges, including levels of end-user contact requirements, integration of onshore versus offshore (mutual knowledge transfer), supplier immaturity, privacy and security, and location immaturity.  When a company is developing its offshore strategy, it is of utmost importance, according to Atul, that cost-savings concerns be balanced with risk, control and quality considerations.  The pertinent question is: cost savings, at what cost?  

A best practices approach to offshoring HR will include four phases—knowledge, plan, source, manage—in order to optimize the balance among savings, control, quality and risk.  During the knowledge phase, the overarching goal is to understand the offshoring opportunity in order to make the right decision and avoid the wrong one.  A company should conduct market research, scrutinize potential locations and suppliers, examine business models, and assess risks and other areas that are specific to their situation.

In phase two—plan—a company should create a blueprint for action that answers the questions of what, why, when and where.  The company should perform a deep analysis of its current portfolio, define its objectives, strategically evaluate its offshoring options, identify candidates and locations, and create appropriate activity and goal timelines.  
Phase three—source and build—involves a company’s efforts to select a vendor and negotiate a contract specifying the rules of engagement.  The focus of this phase includes the creation of requirements documentation, a scripted walkthrough, a bidder’s conference, bid review and scoring, due diligence of bidders, and assessment of alternative ownership options.  

Finally, phase four—manage—will involve ongoing contract governance and program management to ensure performance and the realization of the projected benefits.  During phase four, a company should determine the performance impact of its transition, implement processes for issue and risk management, effect the transition, and manage human and financial performance, its vendor or partner relationship, the offshore contract, and its resources.  

Atul offered four key takeaways related to effective HR offshoring:

· Offshoring is not just about moving to India

· Focus on balancing: risk, control, cost savings and quality

· A global sourcing portfolio requires a strategic approach that accounts for both geographies and business model scenarios

· Integration: Need to part of managing operations even if outsourced to a 3rd party

One Company’s Experience in Global Sourcing

Convergys

John McDonough, Vice President, Corporate Human Resources

Convergys is a $2.3B company specializing in providing billing, employee care, and customer care solutions with over 55,000 employees in 25 countries.  Convergys offers its clients a choice of BPO options as to where their outsourced options can be located.  In an effort to better serve its diverse client base, the company created Convergys India Services (CIS), a wholly-owned subsidiary in 2000 with an operation of 3,500 production workstations in Gurgaon and Bangalore.  According to John McDonough, Vice President of Corporate Human Resources, Convergys’ clients have benefited from its unique commitment to India since the subsidiary’s inception.

Why India?  Convergys was attracted to India’s highly educated and motivated labor supply, its labor cost structure, relatively low attrition and absentee rates, and favorable treatment of contact center businesses by the Indian government.  As Convergys implements and manages its Indian operation, it has focused on key focus areas:  attracting and screening the right candidates, providing competitive salaries, motivating and retaining employees, offering solid incentive programs, fostering career progression, and creating a world-class environment.  

What does Convergys’ Indian workforce look like and how are they hired and retained?  During the initial hiring phase of the Indian workforce, Convergys experienced an historical record of received resumes within one week of posting a ¼ page advertisement.  The applicant pool in India consists of a much higher percentage of college graduates than Convergys experiences in the United States.  Convergys uses multiple sources of recruiting including on-line, print, college campus, referrals, and database.  Of those candidates who are hired, 100% have a bachelor’s degree and they possess excellent English language skills.  Convergys screens and conducts background checks on each of its new hires.  One in 35 applicants is ultimately hired.  

In order to develop and retain its high-quality employee base, Convergys focuses on both personal and career development.  Employees are offered the opportunity to participate in self-paced training programs, including computer-based programs that enhance communication skills, problem-solving abilities, team building, leadership, finance, and customer service, as well as, web-based programs, such as Java, A+ certification, Lotus Notes, and SQL.  Overall, Convergys believes in nurturing growth in the technical, managerial, and leadership skills of its employee base.

What retention challenges does Convergys face?  Despite solid programs and competitive salaries, Convergys faces challenges in retention due to several factors: (1) call center positions are not viewed as a long-term career option by many; instead, they are viewed as a stop gap arrangement before higher studies; (2) competition within the industry where representatives move for small increases in compensation; (3) odd working hours (e.g., night-time); (4) competitors offering day jobs.  

How does Convergys counter these challenges?  In order to counter these challenges, Convergys takes the following steps: (1) structured growth planning; (2) improving communication and management contact (e.g., setting expectations at time of hire, local leadership team meeting the new hires during training); (3) facilitate employee multi-location transfer; (4) assist and update employees in facilitate employee’s graceful exit from previous employer and school admission; and (5) helping employees to manage work/life balance.   Further, Convergys offers tie-ups with banks for bank accounts, credit cards, home and personal loans for employees, restaurants and shopping malls for employee discounts, cell phone service provider for discounted connections, and financial consultation for investment and tax advice and services.  Finally, Convergys offers employee engagement programs. 

How does Convergys build a winning team?  Convergys is keenly aware of the need to create a global team.  Its strategy includes initially educating employees to understand cultural differences, as well as training to do business outside of their country of origin.  Further, Convergys’ fosters non-traditional mentoring relationships such as peer mentoring (also called Collaborative pairs) and mentoring circles, diversity education, and e-learning programs.  Moreover, Convergys ensures that business practices/programs support all employees; to name a few examples, the CMG Global Standards, Global Diversity Council, Performance Management Processes, and Managers Seminars have been created for a global employee base.  Finally, Converygs also ensures that all its employees have access to pertinent information, thus allowing them to contribute meaningfully; to this end, employees have access to internal systems and key sources of information. 

In summary, John explained, global sourcing has been very beneficial to Convergys’ clients, shareholders, and all of the communities in which Convergys is located.  The company’s goal is to remain financially sound and provide career opportunities to all of its employees. 

Global Sourcing of Talent: The Strategic Imperatives & the HR Challenges

State Street Corporation

Elizabeth Grealy, Vice President, IT Strategy and PMO

Elizabeth Grealy provided an overview of the “strategic imperative” of State Street Corporation’s Outsourcing/Offshoring program office.  Elizabeth and the State Street program office team are charged with developing and executing a strategic framework as it relates to both IT and BPO initiatives.  State Street’s approach includes four focal areas: information technology (IT) issues, execution issues, human resources (HR) issues, and future trends in the software industry.  

Four overarching outsourcing objectives guide State Street Corporation’s corporate IT decisions: 

· Flexibility:  Ability to adjust FTE with changes in revenue (fixed cost versus variable cost)

· Throughput:  Increase development hours per unit of IT expense

· Predictability:  Deliver projects on-time and within budget, and with quality

· Strategic Focus:  Increase FTE hours on strategic projects/high visibility/revenue and cost improvement projects

Execution issues involve to the intersection of people, process, and technology.  State Street has identified four vendors that will aid the company in implementing its Global Delivery Model (GDM).  Elizabeth outlined key questions to be considered during the execution of offshore/outsourcing projects.  

Technology Applications and Infrastructure

· What projects are candidates for the global delivery model and why?

· Do projects qualify from a stability, complexity, and criticality point of view?

· Which projects will move offshore, when, and what are the onsite/offshore ratios?

· What are the infrastructure needs?

People
· Did we communicate the strategy and rationale internally and externally?

· What are the HR implications with global resources?

· What is the governance structure for the full spectrum of IT staff (onshore/offshore/nearshore/multiple vendors)?

Process

· Which processes need to change?  What tools are needed?

· How to determine which vendor should do what work?

· How will the offshore vendors integrate into SSB processes?

· How will the projects be managed and monitored?

According to Elizabeth, the IT business is a people business.  Key considerations related to people include effectively communicating a project’s strategy and rationale, assessing what are the requisite technical and business skills for a project, locating team leads who can effectively plan, communicate, and allocate work, and adapting and appreciating cultural differences.  

Offshoring activities must be dealt with sensitively as employees will have a myriad of questions.  Individuals are likely to ask about how offshoring/outsourcing will affect their jobs, whether they will need to learn new skills, whether any or several rounds of layoffs will occur, whether the host country has a solid labor relations infrastructure in place, how intellectual property will be protected, and whether the host country employees have solid English language skills.  

State Street carefully considers which application—in-house, outsource, offshore, combination of on-site and offshore—should be applied to each project.   Important criteria in determining what application is appropriate include degree of business criticality, degree of intellectual capital, technology, and interface/response time.  For example, projects that are deemed highly critical and require low interface are likely to include both on-site and offshore facets.  Projects that involve “old” technology and are considered of low business criticality are good candidates for outsourcing and offshoring.  

Risk management is critical to offshoring/outsourcing effectiveness.  In order to mitigate risk, State Street takes precautions in the areas of (1) legal protections (e.g., master service agreement, confidentiality and IP protections), (2) network and connectivity (e.g., segregated LAN at the remote location, limited access on a need-to-know basis), (3) individual trust (e.g., background checks, signature to confidentiality agreements), and (4) business continuity/disaster recovery plans (e.g., asset, site, and city level protections).  

As offshoring continues to be part of a global formula, certain software processes, such as construction of code and quality assurance, will become commoditized.  Specialists, project management, and business/domain knowledge, on the other hand, will be high value-added roles.  The goal of the future, therefore, will be to re-train displaced workers and educate the American workforce to be capable of performing those high value-added roles.
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