Human Resource Strategic Issues Council

Notes from Discussion

Atlanta, September 13 – 14

Our Host:  Southern Company

Ellen Lindeman, SVP HR shared an overview of HR at Southern Company:

Two years ago, an HR strategic planning process resulted in six key HR priorities, based on HR issues and in turn, strategic issues.  The emphasis is on a clear linkage to the business strategic plan, including a cost focus.  A summary framework is available from Howard.  This has guided annual goal setting; annual reviews have affirmed these as the most critical areas of business impact:

HR is continuing a gradual process of restructuring:
· Outsourcing (e.g., to Hewitt); perhaps some insourcing (bringing stuff back internally)

· Internal shared service organization, call center.

· Consolidation of HR functions across the corporation

· Emphasis on consulting roles

· Strong policy development, functional expertise at Corporate

· Effective utilization of web site for information, access

Howard Winkler explained that Southern Company has an aging workforce profile.  Implications include:

· Turnover is considered too low (4%), impeding recruitment of new/replacement talent

· Especially a problem as company tries to reduce size of workforce (eliminate positions, so don’t hire replacements)

· Higher tenure talent tend to have higher pay, above midpoint

· Longer tenure talent have low training costs, high productivity

· Pension accrual provisions and caps on retiree medical benefits encourage staying
· Recruitment and integration of new talent is needed to replace retirees and sustain continuity of capabilities
· May need to think of a retiree “brand” – a different value proposition for retirement eligibles that is attractive in some ways ( e.g., phased retirement)

This is a key focus of workforce analysis. What is the optimal bench strength?  Age mix?  What are the optimal retirement patterns?  Pension?  What will be future retirement patterns?  
Workforce Architecture

Howard Winkler presented an approach being considered at Southern Company.  Following this, Jim Walker presented an outline and approach for analyzing and redefining the workforce architecture – the segments of the workforce and how they may be more effectively managed (value propositions and cost structures).  

Focus is on how work gets done and by whom (full time employees, part time/contingent, contractors, vendors, etc.)
The more work that goes out, the rest is less differentiated (ultimately only a core remains); virtual companies start with a core and outsource everything as it grows.

· There are different factors considered (as dimensions for defining the architecture:

· Complexity of work, time to develop skills/proficiency; cost of training and replacement

· Availability/scarcity of skills in the labor market (tough to fill/replace); uniqueness to company

· Size of talent pool (scope/scale)

· Business impact (risk of not having positions filled)

Discussion points included:

· David Hom indicated that P-B is analyzing different workforces, including regional segments (Asia, Europe) and considering what is core/non-core, and ways to improve balance, mobility.

· Karen Ruef (Lincoln Financial) indicated that their workforce is age bimodal; workforce planning may help suggest strategies.

· Howard Winkler said he and Jim Greene are focusing on the “right future workforce” and how to be ready at the right time; workforce planning is needed to be ahead of the curve.  (See earlier comments and his presentation.)

· Stan said he is leading a workforce management process that starts with establishing workforce metrics:  turnover ratios, replacement ratios and costs, planning ratios (time to fill, new hire failures, etc.), and structure ratios (paths, performance data).  Segment analysis comes later.  “How can we gain and advantage by being objective – keep the business viable”

· It is easier to outsource or retain contractors than to change the employee deals (value propositions).  Dave Siporin said people will accept change/ a different deal, but we are often unwilling or unable to differentiate among segments and make the changes.  

Outsourcing and Offshoring

Bill Stopper discussed a handout he prepared which included 

· Summary of trends/findings

· Selected readings/references

· Excerpts from relevant studies and articles

He addressed outsourcing in general, outsourcing for HR specifically, and also offshoring.

HR Outsourcing

Bill Stopper reported on a new book on HR Outsourcing:
· Human Resources Business Process Outsourcing, Edward E. Lawler III, Dave Ulrich, Jac Fitz-enz, and James C. Madden V (the CEO of Exult) show how outsourcing offers an effective, low-cost alternative to traditional administration and provides HR managers with new opportunities to contribute directly to their companies’ overall strategy and business performance. The authors explore how the HR function in corporations is structured and include a template for analyzing an HR department’s value, value added, and cost-to-serve. The authors explain new approaches organizations can take to improve HR administration and demonstrate how HR functions can be best organized.  The book describes study of Exult, Inc., the leading HR business process outsourcer (BPO), now part of Hewitt and examines four companies--British Petroleum, Bank of America, International Paper, and Prudential--that contracted with Exult for a range of HR BPO services. Each company’s "report card" reveals the substantive successes and significant challenges encountered in the transition process. 
Key points from our discussion:

· The book does not add a lot of new information, but does pull together “what is known.”  It is also a “commercial” for Exult/Hewitt.

· The emphasis should be on administrative work – total BPO runs into difficulties because vendors so far don’t have depth in all required areas of service.
· Whether HR retains functional expertise in-house depends on the size of the company (affordability) and on the business need (or CEO’s desire) for this “deep staff”.

· RR Donnelley outsourced most services to Hewitt, retaining only a small core of HR staff.

· Once outsourced, administrative processes are difficult to bring back in, although some companies have done this as fees have risen and as company technology capabilities have improved
· While some companies try to re-engineered processes before outsourcing, most let the vendors do the cleaning up – even though it means they improve their margins as a result.

Global Outsourcing
Jim Walker shared highlights of articles and studies on trends and issues.  Handouts were given to attendees (see list at end of notes)
Key points:

· Our workforce is growing, and job demand is also growing and shifting to in higher-value knowledge-worker jobs

· Most of the jobs that have been offshored are only viable in a low-wage environment (24/7 call centers would not be provided; technology would be used instead)

· Job creation has continued steadily onshore, regardless of offshoring. The number of jobs offshored is minute relative to overall job creation/job loss in the U.S.

· Long-term we anticipate a shortage of skilled talent vs. demand; there will be plenty of jobs – along with outsourcing.

· Often companies outsource to access skilled resources (e.g., customer service representatives, software programmers)  that are in fact difficult to recruit and costly to train

· Offshoring at lower costs releases capital that may be redeployed for innovation and job creation in the U.S.  

· Offshoring has a beneficial effect of reducing labor demand, dampening wage inflation and thereby stimulating economic growth.
Key points from our discussion:

· We should help communicate a balanced view/understanding of offshoring, in the face of rather exaggerated news coverage and raising of concerns

· We should work to address the social and political effects of offshoring 
· We should ensure that our companies the relative labor costs in various countries to ensure decisions are appropriate (in addition to cost of utilities, transportation, real estate, taxes, capital expenses).

· David Hom shared Pitney-Bowes’ strategies for global supply chain, transactional processes/call centers, and IT.  Also he shared the parameters of an operation variables/cost model for evaluating global business relocations.

Retirement

Jim Walker cited trends regarding retirement and the aging workforce

· We may have seen the peak of early retirement (before age 65).  For several reasons, workers aged 55 – 64 are expected to continue to work later, deferring or redefining traditional retirement.  Why?  For income, health insurance, work enjoyment, pursuit of new interests.

· Boomers have mortgages, low savings, continued spending patterns, and high aspirations for retirement

· Towers Perrin reports that 78% of workers will work past retirement age; most will work part time and will leave their current occupation.

Companies may wish to retain talent, particularly for talent with critical skills or talent purposes of knowledge transfer.  Tools include:

· Phased retirement (e.g., shorter hours, more flexibility)

· Reduction or elimination of early retirement subsidies/incentives (increase discount, no special windows)

· Offer deferral of early retirement benefits to be paid as a cash payment later (from pension plan)

· Reduction of retiree medical coverage (increase employee share)

· Allow post-retirement employment (sometimes prohibited today as double dipping)

· Providing more useful assistance to employees for late career transitions (currently most see no useful information other than on benefits).

Our discussion points included:

· Recruiting older workers an opportunity

· They want the money; focus on cash pay rather than benefits

· Emphasize the entrepreneurial spirit, enable contract/contingent relationships

· For part-time employees, may change policies (have less insurance coverage, employee discounts)

· Why not accept an older workforce?  Necessity to assess capabilities vs. requirements; long-term disability risk, cost (and claims by some seeking this over retirement benefits) 

· Major concern is achieving a pipeline of talent, which implies a demographic mix.

HR Metrics

Howard Winkler presented the metrics that are being introduced at Southern Company, including:

Workforce KPIs (for senior executives, aligned with key people issues/strategies)

Workforce Indicators and Benchmarks (for HR use)

Manager Desktop Metrics (for the line manager)

HR Organization Metrics (for the HR function – service metrics, balanced scorecard).

Key discussion points:

· We keep changing the metrics and the definitions, to become more useful

· We are moving away from presenting raw data points and toward more meaningful ones (e.g., ratios, trends, indexes)

· Need to tell a meaningful story; difficult to do this so go hot and cold on measures

· Too much manual work, labor intensive, so stopped doing metrics; new data mart may enable metrics

· A few focused slides on key metrics -- a few meaningful data points to provide perspective.

· HR has not been very capable in this area (what to measure) plus data has not been good

· Metrics should focus on the pressing issues – what is the question being answered, the value?

There was also discussion of the use of employee surveys as a source of measurement information.  Member companies are working with newer, smaller firms to customize surveys and to provide more meaningful analysis, particularly within the context of a “research-based framework” (e.g., commitment model identifying relevant factors).  Members using such firms are:

· Lincoln Financial:  People Metrics

· Pitney Bowes:  Konexa (?)

· Deloitte:  Symmetrics

Reports on Business/HR strategies 
Lord Corporation:  Accelerating business growth through new products and military applications.  Improved order – production – delivery process with customer engagement.  Realigning training, pension benefits.  Improved assessment and development of talent.  Improved accountability, responsibility management.

Pitney-Bowes:  David Hom shared an update of their employee “value proposition” (Great Place to Work), which was developed with the leadership of the CFO. “What we offer and what we expect” It is the latest in its evolution.  The company is pursuing organic growth while managing expenses, balancing the needs of the business and organization, in the manner of HP and IBM.

.

XOMA:  Chris Wells reported that growth is slow due to disappointments in the development of new drugs.  The company is leveraging its development and manufacturing expertise, including clinical trials for drugs.  He indicated that an inordinate amount of time has been spent on Sarbanes-Oxley compliance.
ATT Wireless:  Facing its merger with Cingular, the company continues to expand its workforce to drive account growth. However, many functions have been minimized (e.g., development), and turnover is high as other companies aggressively recruit it talent.

Lincoln Financial:  Customizing financial products for relationship distribution (through other channels).  Shifting to new income and wealth transfer products (focusing on the aging population) is complicated by ambiguity of the business model, phasing of change, and the culture that focuses on existing products.  They are working to improve work design, productivity, and distributor relationships.  Also finding that competitive salaries are going up rapidly for certain skills
Deloitte:  Stan is focusing on the attitudes and work preferences of the next generation of employees (currently 14 – 21): short attention span, multitasking, comfort with multiple technologies (use of own PDA, IMing).  Many prefer to go on line than face-to-face for interaction.  And gender differences are emerging (women as better team workers).  More to come.  These young people also say they want to stay with one company long term, a reaction to their parents’ mobility.
Handouts from the Atlanta Meeting
Distributed at Meeting, will be mailed to all other members:

· McKinsey Quarterly article, “Exploding the Myths of Offshoring” 

· Walker, Summary outline of research findings on Global Outsourcing

· IBM Study, Best Practice Guidelines for Offshoring (from report) 
· Stopper, Offshoring and Outsourcing bibliography, summaries, and excerpts

· Pitney Bowes, Employee Value Proposition

· Pitney Bowes, offshoring guidelines and assessment criteria.
Will be mailed to all members:

· Articles on retirement trends, discussed at the meeting

· Howard Winkler’s presentation on workforce planning, Southern Company’s HR Strategy Summary

· Agenda for working group on workforce architecture (workforce segmentation analysis and value propositions)

Future meetings of the Council were set as follows:
· February 24 – 25, 2005, Phoenix, Arizona, 
(Wigwam Resort – Litchfield Park, west of airport)
· September 15 – 16, 2005, Philadelphia, Arizona 
(Karen Ruef, Lincoln Financial Group, host)
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