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ABSTRACT
177295

Outsourcing labor system has been increasingly adopted for the merit of organizational
down-sizing and administrative cost saving. However, use of outsourcing workers in
manufacturing industry in Thailand remains not so widespread. This study, therefore, has the
objective to compare the production cost and efficiency between the use of outsourcing workers
and the use of regular workers employed by human resource division of Fritolay Thailand for
snack production in manufacturing plant in Lamphun Province.

Data for analysis were monthly data in two periods: July 2000-December 2001 during
which all machine operators and general workers in production line were recruited for
employment by the company’s human resource division and January 2002-June 2003 when the
majority of workers came from outsourcing. The data were calculated for percentage, average
value and analyzed for the optimal labor input level for profit maximization.

Monthly outputs were found to vary between 300-1,695 tons normally at higher level in
the first half of the year and lower in the second half. The number of outsourcing workers used
was relatively higher compared to the regular employment method particularly in the first year of
using the new system; and thus resulted in a higher level of direct labor costs. With outsourcing
workers, direct raw material costs and product defects appeared higher than before. Meanwhile
production efficiency measured by the number of products hold by the quality control department
during the production process was quite comparable between the two periods. However, the
number of customer complaints about the product became higher when outsourcing workers were
used implying lower production efficiency. For the production range of 300-1,695 tons, the
optimal labor inputs should be 300-400 persons or 350 persons on the average for the former
regular employment system and 400-500 persons or 440 persons on the average for the
outsourcing system.

Although the study found that the number of workers used in the outsourcing system
became higher as did production costs, the system still has the advantage in the flexibility
allowing for the adjustment of labor inputs appropriately according to production plan of each
month. This can be seen by the reduction of labor inputs in the second year or the recent six
months under the outsourcing system, with results in lower production costs and higher
production efficiency but still not up to the standard of regular employment method. It is believed
in the long - run, with better planning, management and control, the outsourcing system will have

better potential due to the advantage of its flexibility.





