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A typical small to midsized 
company doesn’t have much 
fat so watching and controlling 
costs is an everyday part of life. 
One cost under routine scrutiny 
is the cost of recruiting. Most 
of the largest costs of talent 
acquisition are hidden in varia-
tions in new hire performance 
and management time spent 
trying to do it yourself. Cost 
effective recruiting involves  
attending to these real costs, 
not just the direct cash outlays.  
In this article we will help you 
understand what is driving 
your cost of recruitment and 
help answer the question:  
“Is there a better and cheaper  
alternative?” 

The Biggest Cost: Variation in 
New Hire Performance
The biggest cost an organiza-
tion can incur in hiring is get-
ting a poor performer. Hiring 
a person is not like buying a 
physical asset (like a PC) be-
cause the variability in new 
hire performance is so much 
greater. You may calculate 
that a Dell notebook will have 
a lower total cost of owner-
ship than an HP notebook or 
vice versa; but you won’t go 
far wrong with either brand. 
The same can’t be said for hir-
ing. It’s easy to go very wrong 
with a hire and the costs of 
making a sub–optimal choice 
dwarf all the other cash costs 
involved in recruiting.

The obvious wrong hire is the 
one you fire or who resigns 
after a couple of months. All 
the direct and indirect costs of 
hiring and onboarding have to 
be incurred a second time to 
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replace the failed hire. How-
ever, the largest cost to your 
organization is not the obvi-
ous failed hire; it’s the poor 
hire that is slow to learn the 
job, never performs very well, 
doesn’t fit the culture of the 
company and is certainly not 
bench strength for the next 
level up. This type of person 
will cost your organization 
money month after month 
and most likely will become a 
turnover statistic.

So the CFO’s number one 
question when looking at con-
trolling hiring costs has to be 
“Are we reliably following the 
right hiring process to ensure 
that we are attracting and hir-
ing only top performers?”

The Second Biggest Cost:  
Wasted Management Time
The second biggest cost for or-
ganizations that don’t have a 
specialized recruiting depart-
ment is the cost of manage-
ment time. Does the plant 
manager end up spending 
a couple of hours crafting a 
poorly written job placement 
ad instead of looking at ways 
to cut defects or improve pro-
ductivity? Is the sales manager 
spending the afternoon sort-
ing through 50 unqualified re-
sumes instead of shadowing a 
rep on a sales call?

Recruiting is time consum-
ing and if your managers are 
spending time doing work 
that a specialist could be do-
ing faster and better then that 
is a waste of an expensive re-
source. It’s not just the cost 
of a manager’s salary that is 

of concern; it’s that they are 
distracted from leading their 
department, being productive 
and adding value.

The CFO’s second question is 
“Do we have the right people 
working with the right hir-
ing process to ensure that we 
are attracting and hiring only  
top performers?”

The Final Set of Costs –  
Direct Cash Outlays
The direct cash costs of recruit-
ing are highly visible and are 
mainly sourcing related (e.g. 
the newspaper ad, the job 
board ad, the cost to attend a 

job fair) or agency fees (if you 
use a search firm). From an ac-
counting point of view what is 
nice about these costs is that 
they are easy to track but they 
difficult to define in term of re-
ceiving value for money spent. 
Value here should be defined 
by a great quality of candidate 
response not a great quantity 
of responses. Would you rather 
attract five candidates with the 
skills, knowledge and behav-
iors to be a top performer than  
50 candidates who are far from



qualified? Time spent imple-
menting a poor process to attract 
poor quality is a wasteful and 
costly burden on your recruiting 
staff and is unproductive.

The risk is that in trying to 
reduce these visible costs, or-
ganizations inflate the less 
visible costs. If cutting back 
on sourcing or employment 
agency expenses leads to low-
er quality of hire, longer time 
to hire or more management 
time spent on recruiting then 
it is a false saving.

The Argument for  
Outsourcing and Agencies
As we’ve discussed, if you 
look at the income state-
ment you won’t see the two 
biggest costs involved in re-
cruiting (poor quality of hire 
and the time your managers 
spend running an inefficient 
recruiting process); what you 
may see is the cost of using 
a recruitment process out-
sourcer (RPO) or employment 
search agency. Is this a cost to  
be avoided?

The argument for using third 
party service providers in re-
cruiting is the same as for any 
other aspect of the business: 
very often a specialized third 
party has the expertise, a fine-
ly honed process, an invest-
ment in technology and the 

economies of scale to do the 
work better, cheaper and fast-
er than you can do in–house.
One shouldn’t underestimate 
the value a third party can bring 
to recruiting. A good search 
firm is up–to–date on the latest 
search tools, they have a mod-
ern applicant tracking system, 
and they are well trained in 
sourcing and selection. In par-
ticular, if they really are experts 
in this area then they have ac-
cess to passive candidates that 
your firm just won’t have. Pas-
sive candidates are people who 
are not actively looking for 
a job but can be lured to the 
right opportunity. Professional 
recruiters invest a lot of time 
in building a network of high 
quality passive candidates, 
something very few organiza-
tions can do in–house.

If a third party can deliver top 
quality candidates then chanc-
es are they are saving you a lot 
of money not costing you a lot 
of money.

What About Your HR  
Department?
As soon as we talk about re-
cruitment outsourcing or em-
ployment agencies someone 
will say “Shouldn’t our HR per-
son be doing all our recruit-
ment?” The quick answer is 
“No, maybe not”. Let’s under-
stand why.

If you talk to full–time recruit-
ers working in a Fortune 100 
company they’ll take pains 
to explain why their job isn’t 
anything like HR. A good re-
cruiter has a singular, aggres-
sive, sales like approach quite 
removed from the multi–disci-
plinary process oriented style 
of a great HR professional. 

If your organization has a single 
HR generalist then they will cer-
tainly know something about 
recruiting, but they won’t be 
an expert. It’s also unlikely that 
they’ve been allocated suf-
ficient time to do a thorough 
job of sourcing and selecting 
candidates. Depending on your 
needs an HR generalist may 
be able to handle most duties 
effectively, but for many com-
panies it’s asking too much for 
them to create and implement 
an effective recruitment pro-
cess. Drawing upon the exper-
tise and resources of outside 
service providers can assist to 
fill in the gaps in the process 
and produce better results. This 
is a far better option compared 
to making a bad hire and com-
promising your productivity, 
performance and profitability.

What to Do?
Recruiting is a tough area for 
CFO’s to tackle because the 
most visible and easily calcu-
lable costs are not the most 


