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Preface

The International Labour Organization (ILO) is deto advancing opportunities for women and men
to obtain decent and productive work. It promoights at work, decent employment opportunities,
more effective social protection and improved dial® with respect to work-related issues. As
countries in the Asia-Pacific region navigate at@@nable recovery from the global economic crisis,
the ILO Decent Work Agenda and the Global Jobs Pacotvide critical policy frameworks for
strengthening the foundation for a more inclusind sustainable future.

Advances in information and communication techngl@@T) have facilitated growth in the business
process outsourcing (BPO) sector, and the Repabtite Philippines ranks among the world’s major
BPO destinations. The BPO’s economic influencéhandountry has tripled in the last ten years. Low
labour costs, a highly skilled workforce and contpat ICT infrastructure have provided the major
drivers for this growth. While contact centres esggnt the most important subsector in terms ofneve

and employment, higher value added subsectordsoageowing. BPO is expected to expand rapidly
in the coming years, further strengthening the tgismparticipation in global supply chains (GSCs).

At the same time, this sector faces numerous cigdierelated to decent work. Employing a qualiéativ
survey of the industry, this paper reveals four fegings: i) a real danger of skills shortageg#tens

as employers struggle to find correctly trained keos and, once they are hired, to retain them for
longer periods; ii) employees report high-stresskvemvironments with detrimental impacts on health,
while HIV/AIDS is increasingly prevalent among BRrkers; iii) more than 50 per cent of workers
are women, but they tend to be concentrated indaig; low-skilled jobs; and iv) trade union actie#

are almost non-existent in the BPO sector. Thisepatso sheds light on the efforts made by the
Government, the BPO sector, employers’ associgtam$universities to address these challenges, and
draws lessons for the future. Continued effortpriovide a stronger voice and representation for
workers could do much to address the challengde@ént work creation.

TheILO Asia-Pacific Working Paper Seriesf which the paper is a part, is designed to owprthe
understanding of decent work issues, stimulataudision and encourage knowledge sharing and further
research that will promote decent work in Asia HrePacific.

Maurizio Bussi
Director
Decent Work Technical Support Team for
East and South-East Asia and the Pacific
Bangkok, Thailand
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Absiract

Advances in information and communication techngl@@T) have facilitated growth in the business
process outsourcing (BPO) sector, and the Repabtite Philippines ranks among the world’s major
BPO destinations. The sector’'s economic influendié country has tripled in the last ten yearsvLo
labour costs, a highly skilled workforce and contpat ICT infrastructure have provided the major
drivers of this growth. While contact centres regrg the most important subsector in terms of newen
and employment, higher value added subsectordsoageowing. BPO is expected to expand rapidly
in the coming years, further strengthening the agtsparticipation in global supply chains (GSCs).
At the same time, it faces numerous challengesectlto decent work. A qualitative survey of the
industry reveals four key findings: i) a real dangeskills shortages threatens as employers sleugg
to find correctly trained workers and, once theg &ired, to retain them for longer periods; ii)
employees report high-stress work environmentdy détrimental impacts on health, while HIV/AIDS
is increasingly prevalent among BPO workers; iigrenthan 50 per cent of workers are women, but
they tend to be concentrated in low-paid, low-skiljobs; and iv) trade union activities are alnmust-
existent in the BPO sector. This paper i) shedt ki the efforts made by the Government, the BPO
sector, employers’ associations and universitieadaress these challenges, and ii) draws lessons fo
the future. In general, the paper shows that coetneffort in providing stronger voices and
representation to workers could do much to addtesshallenges to decent work creation.

Key words: global supply chains (GSCs), businesscess outsourcing (BPO), foreign direct
investment (FDI), employment, wages, working caodg, core labour standards, the Philippines.
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1.Infroduction

Information and communication technology (ICT) imation together with increasingly fragmented
production processes have encouraged the outsgutiabour-intensive services to countries such as
the Philippines. Today, an American consumer livmlylemphis, Tennessee, might call the American
Express (Amex) credit card help line and be coratett someone in Manila, who will then provide
them with assistanceCompanies such as Amex are taking advantage ofeharation of services
production and consumption made possible by ICDvations. Seeking cost efficiency, companies
may outsource their non-core business processegeitalized third-party service providers, which
may then offshore their labour-intensive operatitmgleveloping countries with lower labour costs.
Meanwhile, large multinational enterprises (MNEs\vé directly offshored their labour-intensive
services to cost-competitive locations by estabighglobal in-house centres” (GICs).

The Philippines serves as a leading destinatiobdsmess process outsourcing (BPO). This industry,
its growth driven mainly by contact centre servjéeexpected to reach US$25 billion in total raven
by 2016 — approximately 7.3 per cent of GDP, neaduivalent to foreign remittances in terms of
economic importance. BPO sector growth in the pities is driven by a host of factors, chief among
them the following: low labour costs; a highly $&il and educated workforce; widespread command
among the workforce of a relatively neutrally adeenEnglish language; competitive infrastructure;
and government tax incentives. The BPO sector otiyreemploys 1.3 million workers in the
Philippines and, if recent employment growth treads any indication of future developments, then
the sector is likely to prove an important sourigelo creation. Furthermore, average BPO sectoewag
tend to range considerably higher than the natiawarage, while more than 50 per cent of BPO
workers are women.

Given ICT innovations and increasingly prevalertbmation, however, the Philippine BPO sector will
need to make the transition towards higher valuttiad and more knowledge-intensive activities.

As this paper shows, the BPO sector in the Philippifaces several challenges vis-a-vis decent work.
Referring to case studies of several large firmeaing in the country, structured interviews cartdd
for this study indicated the following:

» the BPO sector faces an inadequate supply of dkillerkers, high turnover and difficulty in
retaining talent, difficulties that will likely beompounded as the sector moves towards higher
value added services;

» the sector demands high performance standardshwdia itself not bad, but an in-and-out
(high turnover) sector culture has exacerbatedstrelated health issues, and employees tend
not to enjoy a work-life balance (e.qg. child carevyisions for women workers are rare);

» even though women comprise more than 50 per cerBR® workers, they tend to be
concentrated in low-paid and low-skilled jobs, pthey face obstacles in terms of upward
mobility and equal pay; and

L Amex is used here only as an illustrative examipls;not one of the companies examined in thislgt
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» given that unions are almost non-existent in th©BRctor, worker voices and representation
remain weak, undermining prospects for decent work.

The following section places the BPO sector’s ghointthe Philippines within the context of a global

overview of that industry. Section 3 looks at BR®@ter trends in the Philippines, drawing lessoms fo
future growth and potential challenges. Sectiomadvd upon structured interviews conducted for the
purpose of this study, and examines challengeddoent work in the Philippine BPO sector. Section
5 presents the study conclusions.

2.Global trends in the BPO indusiry

Evolution of the BPO industry has been led by innovations in information and
communication technology (ICT)

Business process outsourcing (BPO) is definedasréimsfer of a company’s non-core activities to a
third party that uses information technology forveme delivery. Depending largely on the level of
specialization and the type of control the leadhfis willing to relinquish, business processes are
usually outsourced either to an independent thartyr to a MNE subsidiary, also known as a global
in-house centre (GIC). There are two types of autsog: i) “nearshoring”, undertaken in geographica
proximity to the lead firmand ii) “offshoring”, where the service provider iemotely located
(Messenger and Ghosheh, 2010)deed, enabled by improvements in ICT, firms hawsourced non-
core activities to locations with lower labour eystufficiently high human capital and adequate ICT
infrastructure. (The Republic of India and the ippihes have become the two largest destinatians fo
BPO.) As a result, BPO has become one of the magobritant global supply chains (GSCs) in the
service category. In 2012, the industry was woti®dbillion, by 2020, according to estimates, it could
be worth $250 billion.

Companies that outsource their business service®e doom a wide variety of industries, notably
banking, retail, tourism and medical services. Wpgsingly, BPO involves a wide range of activities
and is divided into subsectors depending on thesygf service provided. BPO services may be
classified in a number of ways, but this papeioie8 the classification adopted by the IT and Bussne
Process Association of the Philippines (IBPAP), ckhspecifies seven BPO subsectors: back office
operations contact centres software developmentanimation data transcription engineering
developmentand digital content creation (Box 1). The BPO sectm also be divided into two broader
categories, depending on whether the servicesgedvinvolve back-office or front-office operations,
the latter involving consumer support servicesugtodirect interaction with the clients’ customers.

Box 1
BPO subsectors

» Contact centres provide both inbound and outboumidevservices for sales, customer service,
technical support and other business processes.

» Back office operations provide services relatefirtance, accounting (i.e. bookkeeping) and human
resource management (i.e. payroll processing).

2In some countries, for example the Federative Biépof Brazil, business processes may be outsouice
enterprises in the same country.

Decent Work Technical Support Team for East and South-East Asia & the Pacific 2



» Software development services include all the pses required for the creation and management of
software, e.g. analysis, design, prototyping, progning and testing, customization, maintenanceg.

* Animation services involve the design and provisadrcinematographic drawings and models| of
inanimate objects through 2D and 3D technology.

» Data transcription services are used to interprdtteanscribe oral dictation for such clients aaltne
professionals and legal offices.

e Engineering development involves the engineerind dasign of such products as civil works,
buildings and components, and electronics.

» Digital content services provide such digital produas music and information available on electroni
media.

Source: IBPAP in Bird and Ernst (2009

Most BPO remains highly labour intensive, and countries with high educational
endowments and modern ICT infrastructure most surely benefit

Despite the increasing reliance on information nedtgy (IT) for the delivery of services in the BPO
sector, most related activities remain labour igites This is the main reason outsourcing companies
rely on developing countries with both abundanpdiep of low-cost labour and high technological and
educational endowments. Thus India and the Philggi both with abundant supplies of educated
workers, present two of the most favoured BPO dastins. A global ranking of destination cities for
BPO services in terms of availability of compettituman capital, good business climate and ICT
infrastructure shows that the top-ten list is daated by India, followed closely by the Philippines
(Tholons, 2014). In fact, Krakow, Poland, is théyatity outside of Asia and the Pacific to appeaar i
the top ten. If countries rather than cities anesadered, on the other hand, then top BPO desiimsati
include the Republic of Costa Rica, the Czech Ripubeland, Malaysia and the Socialist Republic
of Viet Nam.

India, the world’s largest BPO service providersgesses both the educational and technological
endowments and the advantage of low labour costsEex 2). Studies have shown, however, that the
Philippines fares better than India in terms ofdbality of its talent — a recent study found tB@tper
cent of Filipino graduates are employable, compaoednly 10 per cent in Indi&The Philippines’
comparative advantage in the BPO sector has bé&#vugtd to three main factors: English is spoken
with a neutral accent (which is typically untruelindia), the workers share cultural similarities with
Americans (because of the country’s colonial past)l Filipino workers bring a typical cordiality to
their work (Lee et al., 2014). Globally, the succes$ the BPO sector is closely tied to continued
investment in skills and modernization of telecominations infrastructure.

BPO is an industry that has benefitted from lowtdosations with relatively highly endowed, skilled
workforces. Many BPO services involve repetitivek&athat are considered low skilled in much of the
developed world. However, such services are often provided by -skilked professionals in the
developing world, who are attracted to the sectohigher wages. Indeed, evidence suggests that
median hourly earnings in the ICT sector and IQ&tesl occupations (including BPO) is about 150 per

3 The Associated Chambers of Commerce & IndustryS@SHAM): “India’s losing 70 per cent incremental
voice & call centre business to Philippines: StufB/Apr. 2014). See
http://assocham.org/newsdetail.php?id=4455 [acdeB4zec. 2016].

4 This has been less true in recent years, as ¢esitive moved up the value chain. For examplék biice
services and knowledge process outsourcing (KPI®) end to be high-skilled, both in developed and
developing economies.
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cent higher than they are in urban non-ICT sectérgthermore, firms engaged in industries
characterized by greater Internet and softwarengitle faced higher wage increases across all skills
level compared to the rest of the economy (Worldk32016).

Research shows that the BPO sector is likely tdilmoa growing in the near future, as firms will dee
to achieve greater competitiveness by focusindpein tore business, meanwhile outsourcing their non
core activities to more competitive and specialigexice providers (HfS Research, 2013). Aside from
the People’s Republic of China, India and the Ppities, countries that are likely to see furthe©BP
sector expansion include Brazil, the United Mexié&tates, the Republic of Poland, and Romania
(Deloitte, 2014). On average, the ICT sector inallgping countries employs 1 per cent of their total
workforce, while in the Organisation for Economio-Gperation and Development (OECD) countries,
around 3-5 per cent of the workforce are engagetthéniCT sector (World Bank, 2016). As new
technological advances, notably cloud computingaaridmation, transform industries such as the BPO
sector, companies engaged in offshoring non-cosinbases will increasingly recognize a country’s
ability to adapt to new technology and innovatibayond any cost advantages stemming from low
wages (Deloitte, 2014).

Box 2
BPO sector in India

India is the top global sourcing destination for@&Representing 55 per cent of the world’s markers — an
estimated market size of $146 billion in 2015, vé#port accounting for 67 per cent of total revexfu@verall,
the industry accounts for 9.3 per cent of IndialBRGand employs 3.7 million workers (NASSCOM, 20164)

The Indian BPO industry developed in the early ¥996llowing liberalization policies that aimed attract
foreign direct investment (FDI). India, with a lasglow-cost pool of highly educated, English-spagki
workers, provided cost savings of about 40-50 et 0 companies that were able to offshore noe-cor
businesses (D’Cruz and Noronha, 2010). In the nmeanthe Indian BPO sector has progressively upggtad
since the 1990s, creating new markets and indegffiernandez-Stark et al., 2011).

IT services represent the biggest subsector witi@nndustry, accounting for $68 billion in revesue 2015,
while business process management (BPM) account$2® billion, which closely matches the size of th
BPO sector in the Philippines. The difference irmi@ology — BPM in India, as opposed to BPO in the
Philippines — is due to the fact that NASSCOM iditnrelabelled BPO as BPM to reflect the highewugal
added services provided by the subsector. IndeedTtBPM industry in India is highly diversified terms
of services provided, and has increasingly prizeii skills over scale: in 2015, the industry registi 7 pern
cent growth in employment, compared to 13 per gemwth in revenue (NASSCOM, 2016b).

Foreign direct investment: The main factor in BPO sector development

In some cases, countries have developed BPO cigabthrough indigenous firms, but explosive
growth has typically come only with the inflow adrign direct investments (FDI) as foreign firms
started looking for low-cost locations to outsouseevice delivery. The first wave of growth occuaire
as MNEs started establishing subsidiaries. Incbaiges a case in point, where local companiesestart
providing computer programming services in the K&t the BPO sector only began to boom in the
1990s, when foreign firms began to establish operain the country (Messenger and Ghosheh, 2010).

Indeed, FDI inflows to India were flat until thergal990s, swelling in the late 1990s and contiguin
on an increasing trend ever since, albeit withd@idke in the aftermath of the financial and economi

5 The NASSCOM definition and scope of the IT-BPOustly in India is broader, including as it does IT
services, business process management, produdbgdment, software products, hardware and e-commerce
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crisis in 2008-09 (Figure 1). As a share of GDP irflow into India in 1992 was 0.1 per cent ($0.3
billion); this increased to 1 per cent in 200, and by 2008 it amsalto 3.5 per cent ($43.4 billion). It
declined after the crisis but has recently pickpdgain, at 2.1 per cent of GDP in 2015 ($44 hi)io
Meanwhile, in the Philippines the trend in FDI lee®n more volatile, already peaking as a share of
GDP back in 1998, at 3.2 per cent ($2.3 billiony.ZB08, it was 0.8 per cent of GDP, or $1.3 bilken

in the last few years, however, FDI inflow into tRbilippines has followed an upward trend: in 2015,
it was 1.9 per cent of GDP, or $5.7 billion (stiinsiderably smaller than that in India).

Figure 1. Foreign direct investments into India andhe Philippines, 1985-2015
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e N et inflows (BOP, USS millions) Philippines = e e Net inflows (BOP, US$ millions) India

50000 4

45000 35

40000
35000
2.5

30000

25000

USS milliond
N
% of GDP

20000
1.5

15000

10000

0.5
5000

.

2
—
0 i 0
n O NN 0 OO O 1 N O < 1N O N0 0O O &N < 1N O N 00 O O =5 AN MM < N
0 00 00 00 00O OO OO O OO OO OO OO OO OO OO O O O O O O O O O O H ™ ™ o —
a OO OO OO OO OO OO OO O OO OO OO OO OO O O O O O O O OO OO oo o o o o
™ = o 1 1 H AN AN AN AN AN AN NN NN NN NN NN

SourceWorld development indicatqra016.

Additional factors: Innovations in technology, particularly cloud computing and
business process automation

Innovations in technology and communication systeage an enormous impact on the BPO sector,
creating demand for new skills and affecting emplept outcomes. Two types of innovations have
been key for the BPO sector: i) cloud computing; and ii) business process automation. As these
innovations, in particular cloud computing, are dutly adopted, there are likely to be significant
consequences for the labour market. Indeed, cloogpating has the potential to transform fixed costs
into variable costs, rendering the provision ofibess services more flexible (see Box 3). Cloud
computing allows firms to pay for ICT services atliog to the extent of their usage. This “pay as yo
go” model substantially reduces fixed costs famfiy since they no longer need to invest in expensiv
hardware or software to run their daily operations.
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Box 3
Innovations in BPO industry: Cloud application senices

» Infrastructure as a service (laaS)is a self-service model for accessing, monitodang managing
remote infrastructure such as storage, networkmgreetworking services (e.g. firewalls). Instead of
having to purchase hardware, users can subscrymgfor only as much of the service as they
consume.

» Software as a service (Saa$3 a software distribution model in which applioas are managed hy
a third-party vendor and typically made availaloielients over the Internet.

« Platform as a service (PaaSprovides operating systems and associated serviegasthe Interne
without any download or installation. PaaS is somes$ called “cloudware” because it moves
resources from privately owned computers into thierhet “cloud”. PaaS can be considered| an
outgrowth of software as a service (SaaS).

A recent survey of large firms showed that morentlao thirds of firms anticipate that future
outsourcing decisions will be influenced by clowdnputing (Figure 2). Other innovations likely to be
important going forward include big data, businpescess as a service, and hosted virtual desktop.
Indeed, as investments in technology infrastrucime: economies of scale become less relevant, these
innovations can level the playing field betweenliliginesses and small and medium-sized enterprises
(SMEs), thereby fostering local development anddgmdation. Cloud computing could have positive
implications in terms of employment, since thishisalogy enables employees to work from any
location as long as they have access to a reliat#denet connection and the necessary cloud phatfor
This in turn enables crowdsourcing, where individuzan provide services to clients looking for
specific tasks to be completed. Moreover, the imsirgy flexibility of BPO service provision can have

a positive impact on the following vulnerable greupromen, who tend to be constrained by cultural
norms and family obligationpeople with disabilitiesand individuals who live far from large urban
centres. For example, the Kudum-bashree projethdia has allowed companies to outsource IT
services to women-run cooperatives in rural areéh,almost 80 per cent of these women earning at
least one dollar a day (World Bank, 2016). In additthe fixed-cost savings to BPO firms that deriv
from not relying on set locations with the concanttrent, electricity and transportation costs doul
be directed instead to higher wages for employassuming international labour standards are
followed.
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Figure 2. Anticipated influences on future outsouring decisions cited by firms, 2014 (% of respondegt
more likely to outsource as a result of following dvelopments)

Gamification | NG 13
Bring your own device (8YoD) I
crowdsourcing | -
Open innovation [ /1
Enterprise mobility | -
Bigdata |, -5
Hosted virtual desktop | 5o
Business process as a service | 0

Cloud computing | 0%

0% 10% 20% 30% 40% 50% 60% 70% 80%

Note: The Deloitte Consulting Global Outsourcing\&yr2014 included 157 unique respondents represeidO
public and private sector entities.

Source: Deloitte, 2014.

Automation is another technological innovation efifeg the BPO sector. This process involves using
computer programmes to perform repetitive taskeravtthe chances of unforeseen errors are lesser
than they would be if humans were doing them. Lalbogt advantages can provide firms, where they
offshore their non-core operations to developingntoes, with total cost savings of 15 to 30 pertce
Automation, for its part, is expected to reducetzty as much as 40 to 75 per cent (KPMG, 2016).
Automation could take the lead in BPO services siclT support, workflow processes and other types
of back-office operations characterized by highuvets of data and transactions, where queries and
actions are predictable, regular and suitable toraation. The need to cut costs is leading evetacbn
centres in developing countries to resort to autmmafor the provision of basic and frequently
demanded services. In South Africa, for examplecal health-care company is already using IBM’s
artificial intelligence system for its customer eaperations (World Bank, 2016).

More complex tasks, however, where basic robotic@ss automation remains insufficient, are still
likely to require human workers. Moreover, as bascvices get automated, technological updates
increase the skill intensity of BPO activities cantéd by workers. This transition to higher valdded
BPO activities is referred as “knowledge procegsawrcing”, or KPO. (Fernandez-Stark et al., 2011).
In this context, developing countries, if they wemtemain attractive BPO destinations, need ttefos
skills upgrading by investing in human capital.tAé same time, more focus is needed on issues of
non-inclusive development, as business processmwatitan and KPO are likely to preferentially employ
and otherwise benefit groups of skilled and higtdycated workers.

Innovations in the BPO sector can create challenges for the world of work

Indeed, the flexibilization of employment througimovations such as cloud computing could also bring
challenges in terms of decent work stemming froghér volatility in employment and lower access to
social protection, since employees are hired pejepr rather than on a fixed-term basis. Further
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expansion of this “on-demand economy” might reqairethinking of the social protection schemes in
place, perhaps by delinking social insurance fronpleyment through independent social assistance
(World Bank, 2016). Additionally, as a substantiagree of self-management and specialized technical
skills are needed for these flexible, ICT-enablednfs of employment, advances in cloud computing
could perpetuate the creation of elite forms of lyment in BPO, benefiting a few highly skilled
individuals while reducing the need for lower-skillworkers. Furthermore, as the pressure for near-
shoring increases — where companies relocatertbeicore business services close to home — cosintrie
with low labour costs could see a decline in joleated by offshoring. The prevalence of offshoring
would depend on the readiness of developing casitoi adopt new technological developments, while
still offering cost-competitive prices.

The Philippines scores relatively well in termsctdud readiness, positioning itself as the tenth to
destination in the world. The expanding BPO industry provides substantigbootunities for
implementation of cloud technology in that countdoreover, the Philippines was found to score
relatively well in terms of freedom of informati@s compared to most of its Asian neighbours — this
also facilitates deployment of cloud technologyweéwer, to enable broad implementation of cloud
technologies, improvements are needed in governragutations, data privacy and telecommunication
infrastructure. Moreover, challenges remain forekpansion of BPO activities in rural areas, where
access to quality ICT networks and infrastructemains limited. Since 2009, IBPAP has supported
the identification of top and emerging locationglia Philippines to set up BPO operations throtgh i
“next wave city” (NWC) project, which aims at bring economic development to more sites across
the country, as well as enabling efficient operatifor BPO companies.

Meanwhile, cloud technology could affect some BR®sectors more than others. For example, it is
likely to have a strong impact on flexibilizatioh @mployment relations in the software development
sector, which demands a relatively high level dflsland autonomy. On the other hand, customer
service operations carried out in contact centrag favour the use of the traditional business model
as it is easier to assess the performance andat®twmployees gathered in a single location. Howeve
contact centres are still likely to benefit fronowtl technologies through the “pay as you go” system
Indeed, despite the fact that contact centre dietivitend to be office-based, innovations in the
traditional business model are emerging — for exanfqusiness start-ups in the Philippines thatipiev
on-demand contact centre services through exp&tiehome-based contact centre agents working at
hourly rates.

3.BPO in the Philippines

In line with the increasing importance of the service sector in the Philippines, the BPO
sector has tripled in the last 10 years

In the last 15 years, the Philippine service sduasrgrown by over 10 per cent in terms of valwkedd
while both agriculture and manufacturing sectorgehdeclined by 22 and 10 per cent respectively
(Figure 3). This growth in services has paralledealvth in the Philippine BPO industry. Indeed, the
BPO sector has tripled its gldlmarket share from 4 per cent in 2004 to 12.3 per cent in 2014; by 2020,

it is expected to further increase its share t@diOcent (OBG, 2015). Moreover, the Philippine BPO

6 See http://www.rappler.com/business/industriesfath-biz/83186-ph-climbs-cloud-readiness-index
[accessed 8 Dec. 2016].
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industry outperformed the world’s BPO industry penfiance, posting an average growth of around 9—
12 per cent between 2004 and 2014, while globh#yBPO industry registered growth of around 5-7

per cent during the same period. In 2014, totaémere in the Philippine BPO industry was $18.4dmilli

— 6 per cent of GDP — employing 1.03 million peopliee road map for 2011-2016 prepared by IBPAP
and the Philippines’ Department of Science and fieldgy (DOST) forecasts that by 2016 the BPO

industry will reach a target of $25 billion in rewees (7.3 per cent of GDP) — matching the economic
contribution of foreign remittances — and emplo$ million people. The sector is also expected to

support 3.2 million indirect jobs by 2016, inclugiemployees in the ICT sector and research fasiliti

Figure 3. Value added by sector in the Philippine$ of GDP (2001=100)
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Source: Authors’ calculations based on the Worlgdb@pment Indicators, 2016.

Contributing to this growth: Low labour costs, highly skilled workforce with neutral
accent in English, and ICT infrastructure

Surpassing India in 2011, the Philippines has éstedal itself as a top destination for BPO serviaes
particular for contact centre business. This magtiébuted to low labour costs coupled with a good
endowment in human capital — more than a quartdéreopopulation holds a tertiary degree, and more
than half a million more graduate from college egear, most with both an excellent command of the
English language and a cultural affinity with thaitdd States. Consequently the Philippines has also
managed to develop a competitive advantage in sgiggl BPO services (Del Prado, 2015; Lee et al.,
2014). Furthermore, since the deregulation of élecommunications industry in 1993, the Philippines
has developed globally competitive ICT infrastruetuvith two fibre-optic networks covering most
regions of the country. The low cost and high dquaif available real estate is also an advantage —
per cent of grade “A” office space in central Man$ currently occupied by companies (Lee et al.,
2014).

7 See http://www.IBPAP.org/investors/benefits-ofwpibusiness-in-the-philippines [accessed 7 Dec6R01
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Meanwhile, the Government has been active in aiigadPO investment through tax incentives
favoured by the Philippine Economic Zone Autho(R¥EZA). PEZA incentives include the following:
a special 5 per cent tax on gross income eamanption from payment of import duties and taxes o
imported machinery, equipment and raw materialdeduction equivalent to 50 per cent of training
expensesand permanent resident status for foreign investdrie make an initial investment of
$150,000 or more. Industry associations have disgeg an important role in promoting BPO-related
investment in the country, establishing networkd giobal linkages, as well as encouraging the
Government to create a business-enabling environther et al.2014; Del Prado, 2015).

Contact centres: Most important revenue source in the Philippine BPO sector

Tracing the growth in the BPO industry in the Riplhes can provide a broader context. The industry
has undergone three phases: i) in the late 1998 the first BPO operations were established, most
of themcontact centres; i) during the early 2000s there was a transitionards higher value added
activities such as transcription services and lwdfike operations in accountirigd finance; and iii)

in the late 2000s the BPO sector further develdptem high value added subsectors, in particular
medical transcription services (Fernandez-Staak £2011). In 2010, in the light of this transfaton,

the Philippines was presented with the Offshorimgtihation of the Year award by the UK’s National
Outsourcing Association.

Despite this transition into higher value addedvédts, however, the Philippine BPO industry rensai
heavily reliant on contact centres. As of 2013,tachcentres accounted for 55 per cent of the total
revenue in the BPO sector ($8.4 billion), up frabnpér cent ($2.8 billion) in 2008 (Table 1 and Feyu
4). Even though other subsectors — particularlgstteiption and software development — have seen
increasing growth, they account for a much sméiaation of the total sector revenue.

Table 1. Size of BPO subsectors, in terms of salevenue (US$ million)

Sales revenue, levels (in US$ million)

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Contact centre 587.2 985.6 1455.4 2050.5 2838.7 4206.8 5260.0 6817.3 7587.2 8393.8
Transcription 4.2 8.5 20.3 32.6 34.0 56.6 84.2 1215 198.4 422.6
Animation 12.4 17.0 26.0 289 36.3 523 63.2 72.0 80.4 88.0
Software development 278.8 399.2 706.9 1098.3 1412.5 1672.3 2197.9 2469.1 2848.4 3429.2
Other BPOs 441.0 585.4 697.0 1157.3 2004.0 2269.9 2452.4 2594.4 2736.0 2971.4
TOTAL INDUSTRY 1323.5 1995.7 2905.7 4367.6 6325.4 8258.0 10057.7 12074.3 13450.4 15305.0

Source: Bangko Sentral Ng Pilipinas.

Meanwhile, the Philippine BPO sector remains hgaeliant on foreign equity, with a foreign-to-tbta
capital ratio of 93.4 in 2013 and an average o ®&tween 2005 and 2013. Contact centres attract th
highest share of FDI — $3.8 billion in 2013, repreing 48.1 per cent of the total $7.8 billion iR®
sector FDI. Historically, the United States hastie biggest foreign investor in the BPO sectioic&
2010, however, Europe — especially the United Kimgd- has surpassed the United States in terms of
foreign equity inflows in that sector. (In 2013, 4®er cent of total FDI was from Europe, while431.
per cent was from the United States.)
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Figure 4. Size of the BPO subsectors in the Phifiines (in terms of sales revenue), 2005-13
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Note: the bars refer to sales revenue for each BRP&estor out of total sales revenue in the BPQosétthe Philippines.
Source: Authors’ calculations based on Bangko SeNgdPilipinas.

Contact centres remain biggest employers, but employment growth in higher value
added subsectors more pronounced in recent years

Contact centres both generate the most revene iBRO sector and serve as the largest employers in
the Philippine BPO industry. In 2013, the contaattees accounted for 530,882 jobs, more than 60 per
cent of jobs in the sector (Table 2). None of ttheepsubsectors can boast similar levels of empémtm
Software development, a growing subsector, accduntel0 per cent of all the jobs (82,583) in 2013.
Similarly, transcription accounted for 2.4 per ceftemployment, animation even a smaller share.
Lastly, other BPOs, a category with a mix of diéfier types of activities, accounted for 213,939 jobs
2013 (25.1 per cent of all jobs in the BPO industry

Table 2. Total jobs in the BPO subsectors in theippines

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Contact centre 65,006 96,246 153,683 169,748 212,372 255,765 329,597 433,183 487,757 530,852
Transcription 901 1,785 4,956 6,621 4,321 7,060 9,131 11,084 16,997 20,172
Animation 1,488 1,864 4482 4323 5,656 3,732 3,908 3,973 4164 4206
Software development 11,975 17,829 42,657 44,870 49,893 46,987 49,516 55,464 64,922 82,583
Other BPOs 15,118 20,278 42,267 45,994 82,893 131,267 143,975 175,761 196,092 213,939
TOTAL INDUSTRY 94,488 138,002 248,045 271,556 355,135 444811 536,128 679,464 769,932 851,782

Source: Bangko Sentral Ng Pilipinas.

Meanwhile, in terms of jobs growth in different sebtors, transcription services has led the waly wit
a 20-fold increase — from fewer than 1,000 job2004 to more than 20,000 in 2013 (Figure 5).
Similarly, other BPOs (an eclectic mix of back offioperations), which are higher value added than
contact centres, have also seen a significantaseré employment — a greater than 13-fold increase
in total employment, from 15,118 jobs in 2004 t@ZB2 in 2013. Other high value added subsectors
have seen more jobs. Animation, for example, haa sethree-fold rise in jobs since the early 2000s.
Although software development has grown slightlygcent years, this subsector mostly holds promise
for job creation in the future, still accounting fovery small fraction of total jobs created i 8PO
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sector. Moreover, estimates suggest that, singeB6ent of current jobs in the Philippine BPO sect
are in routine tasks (both cognitive and manubgsé are vulnerable to automation in the neardutur
(World Bank, 2016). To avoid massive job losses,abuntry needs to continue moving towards higher
value added — i.e. non-routine and cognitively deaiirag — tasks.

Figure 5. Employment growth in the BPO sector, 200413 (2004=100)
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Source: Authors’ calculations based on the Bangkur8eNg Pilipinas.

Higher wages in the BPO sector: The biggest draw for young graduates in the
Philippines

Compensation per employee in the Philippine BP@oséx substantially higher than the average wage
in the rest of the economy (Figure 6). In 2013, umhaverage compensation per employee was $9,297
per year in the BPO sector, while the average aailge in the rest of the economy was $2,580 par yea
(ILO, 2014). The highest paying subsector was sawdevelopment, where the average annual
compensation per employee was $18,453 — this repiex$ a growth of 11.5 per cent between 2009
and 2013. The transcription services category éslavest paid in the industry, where the average
annual wage was $6,198 in 2013, although thatdigemained well above the average income in the
Philippines. Indeed, as it is evident from Figura@erage wages in the BPO sector are 3.6 timagtho
in the rest of the Philippines, which declined fra@09, owing mostly to increased wages in theakst
the economy, since it has been growing much fakseer the BPO sector (albeit starting from low
levels). In terms of the wage premium in the BPQaesoftware development is the most attractive —
over seven times the average annual wage in thefrése economy — underscoring the need to move
towards higher value added activities in the BPdustry.
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Figure 6. Wage premium: Ratio of average annual wagin the BPO subsectors to average annual
wage in the Philippines, 2009-13
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BPOs have a large economic impact in the Philippines but lack linkages to other
sectors

The BPO sector in the Philippines has clearly esttims one of the most important industries in the
country, quickly closing in on the economic conttibns from migration and inflow of foreign
remittances. Indeed, Philippine workers have loegrbleaving their country in search of better
economic opportunities abroad — currently thesekarsrare contributing $25 billion to the economy.
But as the BPO sector continues to expand, ik&lito surpass remittances as a source of national
income — indeed, within the next two years thel teteenue generated by the sector is likely to amou
to $30 billion.

In terms of the sector’s impact on the rest of doenomy, a study commissioned by the Asian
Development Bank (ADB) found that the Philippine @fhdustry had only limited inter-sectoral
linkages. In particular, out of the 240 sectorsligtd in the Philippines, the BPO sector ranked 1 88t
terms of forward linkages, and provided servicesmipao the following businesses: tour and travel
agencieswholesale and retail tragand banking. Similarly, the BPO sector ranked k78tterms of
backward linkages, requiring output from bankinbgctricity and communication services for its
operations (Magtibay-Ramos et al., 2007). As theOBiddustry grows, however, increasing
employment and compensation should have a pogitigact on domestic demand and consumption.
According to research conducted by the Oxford BagsriGroup (OBG), BPO workers tend to spend all
of their earnings onshore, and each new job iB#® industry therefore generates 2.5 additiona job
in retail, public transportation and other suppenvices (OBG, 2015).
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4.Challenges for decent work in the BPO
sector

This section presents the main value added of diperp employing as it does structured interviews
across all the major BPO subsectors, and idengjffyndustry challenges in terms of decent work
creation (

Figure 7). These interviews targeted IBPAP repredimes, general managers, human resource (HR)
executives and BPO employees. Taking into accdumtntost recent estimates of BPO employee
numbers, total employment generated by the compamtierviewed for this study represented roughly
7 per cent of the total BPO industry workforce. 3&companies interviewed operated in both the voice
and nonvoice BPO categories; the latter included IT, medical transcription, financial accountingda
HR services. Employment figures at each of thesepemies ranged from around 500 to more than
40,000 workers (

Figure 7). Areas of investigation included theduling: skills development, worker well-being, gende
disparities and workers’ voice and representafidns section also proposes key public and private
interventions to address decent work challenges.

Figure 7. Profile of companies that responded to #11LO (number of employees covered)
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4.1 Skills shortage

Expanding BPO sector in the Philippines threatens concomitant skills shortage

The Philippine BPO sector employs mainly collegaduiates, since the minimum requirements for
positions usually includes at least two years dege education with excellent command of spoken
and written English. According to a study by BirteErnst (2009), 80 to 90 per cent of employees in
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the BPO companies tend to be college graduatedeWhd contact centres subsector tends to accept
any type of educational background from the gragkjahe software development subsector requires
more specialized technical skills acquired throdglgrees in IT-related subjects. Furthermore, BPO
companies specialized in higher value added nocew&gérvice activities recruit employees who usually
have specialized international certifications: ,efmancial analysts have CFA (Certified Financial
Accountant) certifications, while employees engamethedical transcription are usually specialized
nurses. Not surprisingly, employees at the BPOditemd to be relatively young, with an average age
of 23-28 years and with limited or no previous werperience (Bird and Ernst, 2009). Indeed, the
BPO sector has created better quality employmembdpnities for college graduates with no previous
work experience — a large majority of these worlgeviously relied on six-month contractual jobs in
wholesale and retail sales, earning close to minminweage in their first post-degree employment
(Amante, 2010).

Given the relative attractiveness of BPO jobs &ssaemployment for young graduates, firms in the
sector report difficulties hiring candidates td filacancies. Minimum entry requirements usually
include a strong command of the English languagmputer literacy and a customer-oriented mind
set. These qualifications are proving increasimifffcult to find, considering the recent expansiai
the industry. Reportedly, only 3 per cent of apiits that apply for BPO jobs are adequately skilled
(Keitel and Ledesma, 2013). With contact centrmsexample, which should have an easier time §llin
positions, IBPAP estimates that in fact only 10qmart of applicants qualify for contact centre foss.
The skills gap in the BPO sector is likely to beeomore severe as the industry expands — experts
estimate that for the sector to grow at the tarjedée of 15 per cent per year 150,000 new enteasts
needed each year, not taking attrition into accolims would require 60 per cent of all new gradsat
to enter the BPO sector, which, given the recew@-tgp rate, is unrealistic. As the sector expatigse

will likely be too few college graduates to meetnded. This is a particularly pressing problem,
considering that the Philippine BPO sector aimsansition to higher value added activitfes.

High turnover of BPO workers putting further strain on employers’ ability to train
workers for higher value added activities

Aside from skilled labour shortages, the BPO setetiods to suffer relatively high turnover ratesjalih
translate into higher recruitment and initial tiagncosts for employers. According to IBPAP, averag
yearly industry turnover for its members wsper cent in 2009; that figure decreased to 19 per cent
in 2015, but remained high compared to industrpddiads. Moreover, empirical evidence shows that
the turnover rate can vary significantly accordinogthe companies surveyed and across years. For
example, enterprises surveyed by Bird and Ernfd9p68howed that the annual turnover rate ranged
between 19 and 47 per cent. On the other handandseonducted by Amante (2010) suggested a
turnover rate of 20-30 per cent. One of the congsaimiterviewed for this paper reported a monthly
turnover as high as 50 per cent for employees addeship positions, and 75 per cent for analyst
positions.

Amante (2010) shows that the main factors behigt BPO industry turnover include the following:
i) lack of competitive compensation (22.2 per a#dnmespondents)i) lack of professional growth (21.6

8 The animation subsector illustrates the challerfgeig the industry: there is a limited pool ofeta in the
country that can do the job, since more skilledkeos tend to emigrate looking for better opporiesitbroad,
leaving the Philippine industry with the productioh 2D animation, rather than the fast-growing andre
lucrative 3D animation services (Tschang, 2011).
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per cent) and iii) stress in the workplace (17 per cent).tlrenmore, the practice of “call centre
hopping” is common and, considering the limited @ypof skilled and experienced professionals,
employees that change jobs are likely to obtaihdrigompensation with a new employer. Additionally,
career development in the Philippine BPO sector lwahimited, especially in contact centres. For
example, Bird and Ernst (2009) found that senionagars in contact centres represent 0.5 to 2 pér ce
of the total workforce, compared to the 80 to 90qmnt of workers who are agents handling inbound
and outbound calls — monotonous jobs that invobwe $kills, for which college graduates are often
overqualified. The situation is better in the s@aftevdevelopment subsector, where managers coastitut
of 5 to 26 per cent of the total workforce. In btitese subsectors, promotion to managerial position
does happen internally, but the average workeiscés for advancement are slim.

Initiatives to tackle the problem of skills shortagand high turnover include the following:

» Public-private partnership (PPP) between IBPAP andhe Technical Education and Skills
Development Authority (TESDA). This PPP was established to address the skills gap
challenge. The 2011 memorandum of agreement (Metyyden IBPAP and TESDA resulted
in the creation of the Industry Training for Workh®larship Program (I-TWSP), aimed at
providing training to “near hire” applicants whastl just below the threshold requirements to
fill positions in the BPO sectdDifferent BPO categories require different typégraining,
so that subjects taught, funding and hours vargraatg to the specific BPO subsectbor
example, the I-TWSP allocates 100 hours of trairtmgeach selected applicant in contact
centres, whereas 500 hours of training are allddateach new hire in the more skills-intensive
software development subsector. As I-TWSP beneigsanclude high-school graduates, this
scheme has the potential to diminish labour shesag the BPO industry while promoting
inclusive growth. As the interviewees for this studvealed, the I-TWSP has supported moves
on the part of participating companies to incre¢hsé return on investment through access to
subsidized training.

* Aiming to reduce recruitment costs and promoting asteadier supply of BPO employees,
IBPAP has designed a national competency tedthe test addresses basic skills in demand in
the BPO sector, namely proficiency in English amanputer literacy. IBPAP has share
information on scores with educational institutionghe country to ensure that the existing
curriculum is in line with global industry requiremis. As part of its skills development effort,
IBPAP also partnered with educational institutestsnADEPT programme, which aims to
improve language skills among university studeRts/ate sector efforts have supported the
development of the medical transcription programfoe,example the MTC Academy, the
largest medical certification institution in the ilgjpines. MTC has partnered with the
American Association for Medical Transcription ttsare that the certification system matches
the curriculum requirements of BPO enterprises atp®y in the subsector. The Government
has also supported subsector growth by offeringlacships for specialized training of health
professionals (Fernandez-Stark et al., 2011).

e The Philippine 2011-2016 Development Plan targeteithe BPO industry as a priority
sector. As part of this, the Government has introducedrrmefoto the education system to
address labour shortages and facilitate the tiansid higher value added services. For this
purpose, a service management program has beedeadin college curriculum in partnership
between IBPAP and the Commission on Higher Edusdt@HED). This initiative establishes

9 The programme is still in place, but is now manbsgglely by TESDA.
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synergies with the 2011 reform of Philippine’s eatimn system, which extended the pre-
university cycle from 10 to 12 years. The servi@agement programme provides final-year
college students the opportunity to take electiverses as their minor degree specialization,
enabling students to acquire a basic knowledgeeBPO industry, or more advanced skills
tied to the sector, by following the Lean Six Sig@exrtification Programmé.

» Strengthening Knowledge-Based Economic and SocialkeRelopment.This ADB technical
assistance programme supports IBAP and the Uniyearsthe Philippines in the promotion of
inclusive skills development in the BPO industryotigh the creation of e-SPM, an online
platform that makes the service management progeataaght in universities available online
free of charge. This programme is expected to taBg@00 students (50 per cent of them
women) and involve 900 teachers (50 per cent wotdBPAP observed that migrant Filipino
workers around the world — for example in Europengi Kong (China) and the Kingdom of
Saudi Arabia — are following these online coursesmfabroad. This may eventually support
the return of the Philippine diaspora to their haroentry, equipped with skills adequate to
finding quality employment in the BPO industry.

» Private initiatives by big firms to match efforts by Government and universities.While
smaller companies tend to rely on industry-levéidtives promoted by IBPAP, two of the
largest MNEs operating in the non-voice subseatoperate with universities in establishing
curricula in line with industry requirements. Thdaeelude skills development in customer
service, communication, analytics and social mediaagement. An MNE interviewed for this
paper had been active in cooperating with Philippiniversities to address these areas of skills
development. Another resource the sector needsoigle with advanced technological skills,
including cloud-based analytics to handle “big tldt#&eanwhile, some companies also provide
graduating students with access to on-line traimivagerials. As part of their talent attraction
strategies, large BPO enterprises normally engagsailieer orientation seminars as well as
recruitment events in university campuses across cibuntry. One of the largest BPO
companies in the Philippines also promotes soamgact training initiatives, among these
helping disadvantaged youth gain the job skillsdeeein the BPO industry and providing
training and certification for rural BPO workers.

* Increasingly common on-the-job training and other n-house efforts. Internal skills-
development strategies may involve in-house trgitivat can last from a few weeks to six
months, depending on the level of technical skélguired for a certain position. In addition,
continuous training best practices exist amonglangest players in the BPO sector. These
range from career development seminars to on-liamihg materials, personal financial
management courses and advanced training suchoagththe Lean Six Sigma certification.
One of the companies interviewed encourages thatioreof various “employee resource
groups”, which gather workers with similar intesesind lifestyles to provide personal and
professional development through mentoring and conity involvement. These initiatives

10 Universities have also been supported by the f@isactor in developing middle-management skiltsugh
pre-MBA programmes and e-learning tools, and hatweaced additional support from Harvard Business
Publishing (Fernandez-Stark et al., 2011).

L Interview with IBPAP. For more information seetgat/fics.upou.edu.ph/index.php/projects/88-
strengthening-knowledge-based-economic-and-soelatldpment [accessed 8 Dec. 2016].
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can support career advancement in leadership iotemally, while increasing employee
satisfaction and reducing attrition.

4.2 BPO sector employee health and well-being

Employees report high-stress work environments with detrimental impacts on health

Working conditions in the BPO sector are reguldigadhe Philippine Labor Code, which addresses
hours of work, pay and benefits, social securibdustrial relations, collective bargaining and
occupational safety and health (OSH) issues. Asghper has indicated, wages in the BPO sector tend
to be higher than in the rest of the economy, hisdd a major pull factor for young graduates. ldoer,
wages are only one of the many aspects of decat watudy by Amante (2010), for example, found
high levels of stress were common in the BPO sggéoticularly in contact centres. On average, tgen
in contact centres each took 78 calls per daytHayt might have to deal with more than 100 calls pe
day. Agents had to respond to at least 91 perafeéhese calls within 22 seconds, and then werergiv
5-6 minutes to address clients’ requests. Emplopéen suffered from health problems such as
headache, fatigue, eye strain, chest and back gaihvoice problems. Meanwhile, since most
Philippine BPO operations served American and Eemaglients, employees had to work night shifts
(considering time zone differentials). Night wodnccause disruptions in employees’ work-life badganc
and affect their psychological well-being. Harasstrfeom irate clients was the prime cause of stress
among the surveyed BPO employees, and the maior fiactheir decision to leave.

High incidence of HIV/AIDS among BPO workers

Meanwhile, workers in the BPO sector experiencérgaer incidence of HIV/AIDS than did other
sectors in the Philippines. For example, a 2018ystutitled “Lifestyle and Reproductive Health lesu

of Young Professionals in Metro Manila and MetrobG& conducted by the University of the
Philippines Population Institute (UPPI), shows tRhilippine workers in contact centres, compared to
workers in other sectors, faced a higher probgbiit exposure to HIV/AIDS the stress they
experienced in the workplace, among other factasld encourage risky sexual behaviour. This study
claimed a 150 per cent higher rate of engagemaeigkip sexual behaviour among male contact centre
workers, compared to their non-contact centre arparts, and a 450 per cent higher rate of
engagement in risky sexual behaviour among fen@iéct centre workers, as compared to their non-
contact centre counterparts (Salvana, 2012).

Meanwhile, an ILO-funded study by the DepartmenPsfchology, Ateneo de Manila University,
corroborated the prevalence of risky behavioursragramntact centre workers, including early sexual
activity, infrequent condom use and promiscuity (e et al., 2009). Another study identified
employment in contact centres as a significantfaskor for testing positive for HIV — 12 per ceaoit
the total sample tested positive for HIV and, wiifee-third of those tested indicated that they wdrk
in the contact centre industry, one-half of thos® wested positive reported being contact centeatag
(Gangcuangco et al., 2010). Aside from high lewéls/orkplace stress, other factors might partially
explain these findings, for example causes reladd8PO workers’ higher-than-average incomes and
demographic profiles.

Efforts have been made to enhance general welglsid health among BPO sector employees:
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» Initiatives to promote compliance with OSH and geneal labour standards. In 2014, the
Department of Labor and Employment of the PhiligginDOLE) and IBPAP signed a
memorandum of agreement (MOA) to foster voluntamynpliance with OSH and general
labour standards set and monitored by DOLE. Effmidtude provision of training materials
and promotion of increased awareness on welfatesss the BPO sector, while fostering
voluntary adoption of labour code standards. Uritlex programme, BPO companies can
voluntarily sign up for labour inspections. In caeé non-compliance, DOLE provides audited
companies with flexible support in complying witkbbur standards. These standards include
provisions that address issues related to unhelidigsyyle among BPO workers, the presence
of on-site medical facilities, mandatory breaksbogastfeeding women, and free transport for
workers doing night shifts. Since the launch o$ tiiogramme, DOLE has conducted labour
inspections that found 39 per cent of the firmsargding these voluntary audits comply with
the standard¥.One interviewee stated that MNEs operating inRthiippine BPO sector are
in most cases compliant to national regulation @ivkn the need to attract and retain talent,
they often adopt standards that go beyond it.

» Efforts to improve employee health and wellnesdn order to share best practices related to
mental and physical health of employees (espedialted to stress in the workplace), IBPAP
explained that BPO companies had been partneritig mgalth management organizations
(HMOs) to improve their wellness programmes; this was in line with the practices reported by
the interviewed companies. Meanwhile, some of itmasf provided on-site fitness centres to
their employees to encourage physical activity angroved overall health. Well-being
programmes also included classes targeting godthheaad wellness practices (i.e. stretching
exercises), free massages, first-aid training eessiZumba and yoga classes, personal
counselling sessions. Employees could suggest éthess activities to the HR managers.
Other firm initiatives included recreational acti#s such as retreats, running events, summer
outings, photo shooting events and birthday cetedns, all with the aim of reducing stress in
the workplace, improving relationships among emeésyand reducing attrition rates.

» Government efforts to reduce the incidence of HIV/ADS among BPO workers.In 2015,
the Department of Health reported that the incidesfdHIV/AIDS was on the rise among call
centre workers. A congressional inquiry was pushed strengthen the Philippine
Comprehensive Policy on HIV/AIDS prevention throutle implementation of an effective
National HIV/AIDS plan. With government-led initiaés and in close partnership with
participating firms, HIV/AIDS awareness seminars held on a yearly basis (these seminars
are promoted by the provincial governments).

Box 4

Labour issues in the Indian BPO industry: Similarities to the Philippine experience

e Continued demand for skills and public-private initiatives. As in the Philippines, India’s IT-BMP
industry relies on young (25 years on averagehlhigducated segments of the population, withatla
college degree if not a postgraduate education €am2004; D'Cruz and Noronha, 2010). To engure
continuing availability of qualified personnel, NESEOM has partnered with universities to strengthen
professional education in line with industry regaients. This has been complemented by in-houseértgali
efforts by BPO companies (Fernandez-Stark et @lL1p

12 Interview with IBPAP.
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< High attrition rates and efforts at retaining staff. Attrition rates are also high in the Indian IT-BMP
industry, with NASSCOM (2016b) estimating an averatirition of 30-40 per cent for BPM services and
15-18 per cent for IT services. Therefore, asénRhilippines, employee retention is a seriousissuihe
Indian BPO sector, especially in contact centrasalso for back-office operations. The high turnolas
been mostly attributed to the strong result origmta continuous monitoring and night-shift wofk
characteristic of BPO jobs, with the concomitantkvelated stress and work-life imbalances. Empéoye
decisions to leave are often accompanied by aalssiind more rewarding career opportunities beiter
match their level of education (Ramesh, 2004; Nbaoand D’'Cruz 2006; D'Cruz and Noronha, 2010).
Various initiatives have been promoted to increamployee motivation to stay, including highly attrae
compensation packages (considering that BPO salarealready higher than those in other sectoi) a
the use of the “early warning system” in human veses management to identify individuals likely|to
leave and then prioritize immediate interventiod@5COM, 2016c).

« Women'’s participation in the BPO sector.In India, the IT-BMP industry serves as an impatre&mployer
of women, and it has been championed for its gemugusivity. In 2015, NASSCOM estimates, the
industry directly employed more than 1.2 millionmwen. In rural India, an awareness programme reggndi
opportunities in the BPO industry successfully @ased both enrolment in relevant training programme
and elementary school enrolment among young difler{d Bank, 2016). However, women represent
around 35 per cent of the total sector employediguae not as high as that in the Philippines.sTimiay
reflect stronger cultural barriers against womerpleyment in the industry, associated with work-ljfe
imbalance and difficulties in meeting family obligms.

* Workers’ voice and representation in the industry § limited. NASSCOM, as the leading industry
association, promotes the view that unionizatiothi sector is irrelevant because salaries anding
conditions are substantially better than the nafiaverage. Any union activity is perceived negayivon
the grounds it could hamper sectoral growth aneligment (D’'Cruz and Noronha, 2010). On their side,
Indian BPO employees have been reluctant to joiensnbecause of their higher professional status
compared to blue-collar workers (Sandhu, 2006)e0f#ctors have included high labour mobility amang
BPO employees, a general aversion to conflict, déamployer backlash, and managerial policiesreen
on individualism (Noronha and D’'Cruz, 2006; Ramexd04; Taylor et al., 2008 in D’Cruz and Noronha,
2010). Alternative arrangements, similar to thaséhie Philippines, have been offered in some cases
provide space for people to voice their grievar{@sdhu, 2006; James and Vira, 2009; Pratap, 2010).

~

—

4.3 Women in the BPO sector

More than 50 per cent of workers are women, but they tend to be concentrated in
low paid, low-skilled work

According to the most recent estimates from théigfiines Statistics Authority (PSA), more than 55
per cent of workers in the BPO sector are womenméfo were present in medical transcription
industries (74.5 per cent), data processing (6&r2cpnt) and call centre activities (58.8 per cent)
Furthermore, the study by Amante (2010), where p8r3cent of respondents were women, indicated
the presence of a significant wage differentialaetn male and female BPO employees, with men
earning 13 per cent more than women. The repogadey pay gap is mostly explained by the fact that
men tend to occupy higher and better paid positisunsh as technical and IT engineering jobs. Women,
on the other hand, are found in lower-skilled angdr-paid employment positions such as sales agents
and customer service representatives.

Formerly, moreover, Philippine labour law prohibitwomen from working night shifts (between 10
p.m. and 6 a.m.). In 2011, however, due to the grgwontribution of the BPO sector to the national
economy and since most BPO employees were womeingetustomers in different time zones,
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employers successfully lobbied for the repeal & grovision. Subsequently, new requirements for
employers were established, including mandatomnspart services for women doing night shifts and
other social services, catering in particular twsthwith children. While the prevalence of nighftsh
has closed the gap in demand and supply for BP®extiours, it has raised concerns regarding work-
life balance for women.

Efforts are being made to address the concern®uofam in the BPO sector:

* Private sector initiatives. One of the firms interviewed, which was among ldrgest non-
voice BPO service providers in the Philippines,ddticed a four-month maternity leave, going
beyond the minimum 60-day leave mandated by ndtieggslation. At another company,
employees were granted a 90-day maternity leatheeyf had spent at least two years with the
firm. Another firm in the industry granted a six-nb maternity leave, thereby improving the
gender balance within the company. Normally, howetree BPO companies followed a 60-
day maternity leave policy in compliance with Ripiine labour law. But as salaries tended to
be higher than the social security contributiongviaternity leave, some large BPO firms could
afford to cover the difference.

» Telework from home provisions for workers with children. Among the largest BPO firms
interviewed, employees with children — regardidsheir gender — were eligible for telework
from home. Moreover, to promote work-life balanoee of the companies surveyed offered
its employees the option of working half days ond&ys (compensated by working an
additional hour each day from Monday to Thursdai)s allowed workers to spend more time
with their families (this initiative, however, whging promoted by the company’s headquarters
in the United States).

» Dialogue between single parents and executivess part of its employee engagement efforts,
one company interviewed promoted dialogue amongalensingle parents and married
executives to voice their respective concerns &adestheir personal victories. This initiative
helped to reduce attrition among the employeeswdo Moreover, the same company
celebrated a “women month”, when various activitkesre conducted with the goal of
empowering women and making them feel appreciaf@tbther company interviewed
promoted similar initiatives by allocating fundg the promotion of leadership activities and
career mentoring through women-specific resouroegs.

44 Workers' voice, collective bargaining and ability to organize

Trade union activities almost non-existent in the BPO sector, although in theory
workers in the sector can organize

In 1953, the Philippines ratified the fundamentaDIConventions on freedom of association and
collective bargaining® Commitment to these international labour norne mflected both in the
Philippine Constitution and in the Labor Code.dutf article 255 of the Philippine Labor Code pdaa
employees with the right to elect their represévgatin labour management committees, effectively
allowing employees to participate in policy dedisdhat regulate their rights, benefits and welfare

13 Freedom of Association and Protection of the Rigldrganise Convention, 1948 (No. 87); Right to
Organise and Collective Bargaining Convention, 1848. 98).
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theory, therefore, workers in the BPO industryjraany other sector covered by the legislation, are
allowed to form unions, participate in union adtes and engage in collective bargaining with their
employers. In practice, however, union formatiod antivities in the Philippine BPO sector are very
limited or non-existent. Research indicates thgpleyers in the sector tend to be opposed to unions,
as salaries and working conditions are already elpational standards. Furthermore union activity is
seen by employers as unnecessary and somethingwibialid risk impairing the industry’s
competitiveness and growth (Amante, 2010). Amonges®PO firms located in EPZs and PEZAs,
where there tends to be lesser government inteorera “no-union” provision is sometimes stipulated
in employment contracts (Reese and Soco-Carreds3)20

Meanwhile, there is mixed evidence regarding woib@rceptions of the need to unionize. Amante
(2010) found that 49.2 per cent of BPO employegsessed the need to have unions. The study by
Reese and Soco-Carreon (2013), meanwhile, reveélagdPhilippine contact centre agents do not
collectively organize for various reasons, inclugthe following: i) they feel that their currentjds

not partof their lifetime career; ii) they are discouraged from unionizing by th&itployers; iii) they
tend to solve issues with HR on an individual hasisthey underestimatenarket power; they are
intimidated by the complexity afmployment agreements; they feel that unions are “something for
bluecollar workers”; and they share a prevailing antipathy for unions. MeesFp given the labour
shortages present in the industry, BPO employees mmbeve it easier to engage in “call centre
hopping” than to ask either directly or throughrade union for better working conditions from their
current employer. Hence, given an overall neggiereeption of unions, and given labour shortages in
the industry and abundant worker opportunity tongeaemployers, no significant union activity is
being conducted in the Philippine BPO sector.

Efforts are being made to unionize workers andpime cases, create avenues for them to express thei
concerns or lodge complaints:

* A*“Magna Carta for call centre workers”, a recent &fort to organize workers, has failed to
gain traction. In 2007, major trade union federations, with supgrom the ILO, attempted to
establish a union in the sector. More recentlyitigal figures in the country have been trying to
push for stronger unionization in the BPO indusimy2013, the introduction of a “Magna Carta”
for call centre workers was pledged by a memb#rerupper house of Congress, aiming to enforce
the right of call centre workers to organize anih j@bour unions, as well as to ensure better
contractual and OSH protection. Interviews condiidte this paper suggested that BPO firms
viewed this proposal negatively, as a widespredigfygrevailed that the nature of work in the
industry was performance-based and any attempbwegrgment intervention through “forced
unionization” could hamper sector growth and comntipeness, potentially scaring away foreign
investors.

+ Companies have tried to provide platforms for lodgng complaints. Some BPO companies
encourage employees to file their concerns thr@ugleb portal, whereupon these complaints are
handled by the HR department. Under this systeiyance procedures can be monitored globally
by head offices (EILER, 2012). Other mechanisméuohe an “open door policy” and a helpline
made available to employees for expressing theicems individually. In some cases, employees’
concerns are also addressed through annual sttisfagurveys, through which workers can
express their views anonymously. At one of the cammgs interviewed, feedback mechanisms were
implemented through monthly focus group discussimetsveen managers and employees. Most
complaints received by employees at the companiesiiewed were related to relations with their
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superiors (whose management style was often regjaslexcessively harsh), lack of career growth
opportunities, or workplace conditions (such aspgerature and air-conditioning, or cleanliness of
bathrooms). Issues related to working conditiorsugés were often addressed immediately.
However, these measures are criticized by labdiwists as a “top-down” approach on the part of
HR departments. Labour activists claim that HR ficas are seen in the BPO sector as a substitute
for the role of unions in the promotion of workenights (EILER, 2012).

* Addressing decent work issues in the BPO sector wigubenefit from continued efforts to
provide workers with a stronger voice and greater pwers of representation.lt is clear that
workers in the BPO sector are not unionized. Funiloee, workers generally view the role of
unions in a negative light. But more effective pation of better opportunities for organization
and bargainingould resolve many sector issues, particularijéfollowing areas: supporting and
encouraging additional training and skills upgradimeducing stress at warkackling the
prevalence of HIV/AIDSand promoting more equal career advancement opptegiamong men
and women. Addressing these concerns would help Wotkers and employers to alleviate the
problem of high staff turnover, which tends to léadhigher recruitment and training costs.

5. Conclusion

The growth of the Philippine BPO sector has prodideer a million jobs, and BPO has become the
second-largest contributor, after remittances fowerseas Filipino workers, to the country’s GDP. As
the industry moves towards maturity, technologicalovations will likely bring a new wave of
development, creating a demand for higher skilleskers. The challenge for the Philippines is to
remain competitive as a BPO destination while @ngudecent work for over a million workers,
especially women, engaged in the sector.

While talent retention challenges remain, and tekdgical innovation may widen skills gaps, the
Philippines has proven its potential to move towantjher value added in the BPO sector through
efforts by the Government, universities, IBPAP amdividual MNESs. In this respect, the Philippine
BPO sector provides a positive example of econapirading through participation in service GSCs,
mostly by way of a localized development strateglge remaining skilled labour shortages may
potentially contribute to a “race to the top” in rkimg conditions, favouring social upgrading in the
industry. While social protection and effective goiance with national labour legislation are
becoming necessary to attract and retain workgrs;lével strategies are increasingly emphasizing
employee well-being programmes, and these oftdmegond the minimum legal standards.

Union activities are virtually non-existent in tRéilippine BPO sector. Employers generally mistrust
unions, while BPO workers still have only limitediareness of the benefits of joining unions, and
individualism prevails. Employers tend to adoptivigbial complaint mechanisms, and complaint
resolution often does not involve employees. Thi@aach has been criticized by academics and labour
activists, who claim that BPO workers do not getdae their real complaints for fear of losingithe
jobs.

Civil society, along with the social partners, abylay a role in strengthening workers’ voice and
representation by engaging in capacity-building anéreness-raising campaigns. The Government
could also play a role in creating a platform focial dialogue between workers and employers in the
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BPO sector, aiming to foster mutual understandihghe remaining labour issues and pursuing a
tripartite approach to finding sustainable solution
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Annex

Table 3. Economic indicators for the BPO sector ithe Philippines, 2004-13

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Sales revenue ($ million) 1324 1996 2906 4368 6325 8258 10058 12074 13450 15305
sales revenue growth (%) - 67.9 41.7 40.9 38.4 48.2 25.0 29.6 11.3 10.6
Export revenue ($ million) 888 1388 2288 3490 5288 7717 9470 11160 12503 14175
excport revenne growth (%o) - 56.3 64.9 52.5 51.5 459 227 17.8 12.0 13.4
Export-to-revenue ratio (%) 67.1 69.5 78.7 79.9 83.6 93.4 94.2 92.4 93.0 92.6
Total equity ($ million) - 492 622 934 1957 2587 4395 5746 7327 8367
equity growth (%) - - 26.5 50.1 109.5 32.2 69.9 30.7 27.5 142
Foreign direct investment ($
million) - 329 376 821 1825 2376 4288 5355 6959 7815
EDI growth (%) - - 14.3 118.5 1222 30.1 80.5 24.9 30.0 123
Foreign-to-total-equity ratio (%) - 66.9 60.4 87.9 93.3 91.8 97.6 93.2 95.0 93.4
US investment (%o of total FDI) - 67.3 71.5 54.2 54.0 57.2 71.8 385 37.3 31.4
EU investment (% of total FDI) - 22.1 57 23.5 18.6 31.8 7.3 46.2 41.2 48.7
Employment (headcount) 94,488 138,002 248,045 271,556 355,135 444,811 536,128 679,464 769,932 851,782
employment growth (%) - 46.1 79.7 9.5 30.8 25.3 20.5 26.7 13.3 10.6
Annual compensation per
employee ($) 4989 5572 5105 7841 7778 7686 8398 8464 8849 9297
annual compensation growth (%) - 11.7 -8.4 53.6 -0.8 -1.2 9.3 0.8 4.5 5.1

Source: Bangko Sentral Ng Pilipinas
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Table 4. Economic indicators for the contact centrsubsector, 2004—-13

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Sales revenue ($ million) 587 986 1455 2051 2839 4207 5260 6817 7587 8394
sales revenue growth (%) - 50.8 45.6 50.3 44.8 30.6 21.8 20.1 11.4 13.8
share to total BPO sales revenne (%) 44.4 49.4 50.1 46.9 44.9 50.9 523 56.5 56.4 54.8
Export revenue ($ million) 561 949 1330 1732 2489 3938 5126 6166 7062 7578
export revenne growth (%) - 69.2 40.1 30.2 437 58.2 30.2 20.3 14.5 7.3
share to total BPO sales revenne (%) 63.2 68.4 58.1 49.6 47.1 51.0 54.1 55.3 56.5 53.5
Export-to-revenue ratio (%) 95.6 96.3 91.4 84.5 87.7 93.6 97.4 90.4 93.1 90.3
Total equity ($ million) - 243 281 596 1356 1387 2428 3063 3372 3864
equity growth (%) - - 15.9 112.0 127.3 2.3 75.0 26.2 10.1 14.6
share to total equity in BPO (%) - 49.4 45.2 63.8 69.3 53.6 55.2 53.3 46.0 46.2
Foreign direct investment ($
million) - 213 259 585 1309 1330 2421 3007 3338 3759
FDI growth (%) - - 21.7 126.1 123.7 1.6 82.0 24.2 11.0 12.6
share to total FDI in BPO (%) - 64.7 68.8 71.2 71.7 56.0 56.4 56.1 48.0 48.1
Foreign-to-total-equity ratio (%) - 87.6 92.0 98.1 96.5 95.9 99.7 98.2 99.0 97.3
US investment (% of total FDI) - 65.3 99.1 69.7 74.3 84.6 82.4 46.1 47.8 47.3
EU investment (%o of total FDI) - 33.9 0.4 30.4 25.5 13.0 12.4 50.2 39.1 40.4
Employment (headcount) 65,006 96,246 153,683 169,748 212,372 255,765 329,597 433,183 487,757 530,882
employment growth (%o) - 48.1 59.7 10.5 25.1 20.4 289 31.4 12.6 8.8
share to total employment in BPO (%) 68.8 69.7 62.0 62.5 59.8 57.5 61.5 63.8 63.4 62.3
Annual compensation per
employee ($) 5099 5772 4985 6420 7912 7640 8510 8240 8301 8569
annual compensation growth (%) - 13.2 -13.6 28.8 232 -3.4 11.4 -3.2 0.7 3.2
Source: Bangko Sentral Ng Pilipinas
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Business process outsourcing in the Philippines: Challenges for decent
work

Advances in information and communication technology (ICT) have facilitated growth in
the business process outsourcing (BPO) sector, and the Philippines ranks among the world's
major BPO destinations. This sector’s economic influence in the country has tripled in the last
ten years. Low labour costs, a highly skiled workforce and competitive ICT infrastructure
have provided the main drivers for this growth. While contact centres represent the most
important sub-sector in terms of revenue and employment, higher value added sub-sectors
are also growing. Overall, BPO is expected to expand rapidly in the coming years, further
stfrengthening the country’s participation in global supply chains (GSCs). At the same time,
this sector will face numerous challenges related to decent work.

A qualitative survey of the industry reveals four key findings: i) a real danger of skills
shortages threatens as employers struggle to find correctly trained workers and, once they
are hired, to retain them for longer periods; i) employees report high-stress work
environments, with concomitant defrimental impacts on health, while an increasing
incidence of HIV/AIDS is evident among BPO workers; iii) more than 50 per cent of workers
are women, but they tend to be concentrated in low-paid, low-skilled work; and iv) trade
union activities are almost non-existent in the BPO sector. This study sheds light on efforts to
address these challenges, and draws lessons for the future. In general, the paper shows that
continued efforts to provide stronger voices and representation for workers could do much
to address the challenges in providing decent work.
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