
SPECIAL REPORT:
MIDMARKET OUTSOURCING
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Moving Toward
the Middle
As large employers hold off on making HR outsourcing deals, the middle

market could be positioned for strong growth in 2008. But several

obstacles, including the rise of ‘software as a service’ and a lack of data

on cost savings for medium-size employers, may stand in vendors’ way.

Stories by Michelle V. Rafter • Infographic by Gonzalo Hernández

Source: IDC, November 2007

f e b r u a r y  1 8 ,  2 0 0 8  w w w . w o r k f o r c e . c o m | Workƒorce MANAGEMENT            27

S
E

C
T

O
R

 
S

N
A

P
S

H
O

T

$18.99 billion
Projected U.S. HR
BPO market in 2011

Source: Everest Research Institute, November 2007

Are midmarket companies the new
center of the HRO universe? 

It’s true that the number of U.S.
companies with 3,000 to 15,000 em-
ployees with multi-process HR out-
sourcing deals is still small, and activ-

ity at that level remains
relatively uncharted.

However, company
executives, industry an-
alysts, deal makers, ven-
dors and other observ-
ers agree that a conflu-

ence of factors could drive the mid-
market HRO business to new heights
during 2008, outpacing activity at the
troubled large-market level.

Here’s why: The cost of doing a
midmarket multi-process HR out-
sourcing deal is dropping, as is the
time vendors need to get outsourcing
contracts up and running. Many mid-
market companies appear willing to
accept the standardized technology
platforms midtier vendors are offer-
ing if it means they don’t have to take
on the dual headaches of transform-
ing processes and upgrading technol-
ogy themselves.

At the same time, more vendors
are targeting midmarket customers,
and a couple—Ceridian and North-

gate/Arinso—are receiving infusions
of private equity funding for that
purpose.

The list of vendors now includes
some top-tier players who’ve dipped
into the midmarket for customers
while larger buyers hold off signing
huge deals as they reassess outsourc-
ing strategies.

The Human Resources Outsourc-
ing Association is even getting into
the act, forming a special interest
group for midmarket companies to
satisfy the demands of members
who’ve felt underserved until now.

“I’ve seen it, I know it works,” says
Lisa Knutson, the HR executive
who’s chairing the HROA midmarket
special interest group and who previ-
ously helped orchestrate a large-mar-
ket outsourcing deal at Fifth Third
Bank. “It can work for the middle
market as well.”

But there are some clouds on the
horizon.

For one, midmarket companies
need to have a better handle on the
internal processes that they want out-
sourced. At the midmarket level, “a
good half of the RFPs that come out
are garbage,” says one longtime in-
dustry insider who currently plays

Knutson

HR BPO PENETRATION AT U.S. COMPANIES
The percentage of large and midsize U.S. companies that have
signed HR BPO contracts is still tiny, leading some industry watchers
to say the potential is wide open and others to say it won’t ever catch
on in a big way.

LARGE MARKET
(15,000+

employees)
MIDMARKET

(fewer than15,000
employees)

TOTAL U.S.
COMPANIES:

5,500

TOTAL U.S.
COMPANIES:

1,000

TOTAL HR
BPO CONTRACTS:

82
PENETRATION RATE:

6.3%

TOTAL HR
BPO CONTRACTS:

76
PENETRATION RATE:

1.4%

$9.98 billion
Total U.S. HR
BPO market in 2006
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