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Our Imperatives:
· Measure what matters:  focus on and communicate what we consider important
· Determine the business impact of human resource initiatives/investments

· Ensure that needed organizational capabilities are being developed

· Improve our internal human resource operations – and processes across the organization

· As HR leaders, use human resource strategy and measures more effectively

· Align priorities with business priorities/ integrate HR and business strategy – “a line of sight from HR actions to business outcomes”
· Obtain and sustain management support/resources for HR initiatives, including ones that are proactive (creating new value for the business strategy)
· Monitor performance of HR activities and processes as a basis for continuous improvement

A Timely Opportunity:

· New ideas and approaches are flying about

· New research and new approaches from academicians and consulting firms

· Corporate Leadership Council:  HR Measurement Laboratory

· Balanced Scorecard Collaborative:  Human Resource Action Working Groups

· Conference Board Working Group: Human Capital Reporting and Measures

· Senior executives and HR leaders are open to a redefinition of HR based on its impact

· While repositioning of HR was previously based on re-engineering, it is now based on business impact and the value added by services provided

· A strong business case can be made based on the connection between HR operations, organizational capabilities, and business performance

Objectives of this Council Meeting

· Conduct a reality check on HR strategy and measures:  what’s relevant? What works?

· Build a common understanding of the new ideas and approaches

· Share and compare company experiences in HR strategy and measurement

· Stimulate ideas for members to apply and for further research
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Business Impact Measures

1.  Focusing on business achievements influenced by people-related initiatives

Measures focus on business achievements relevant to human resource initiatives/strategy.  A business-driven HR strategy defines people-related issues, initiatives, and measures from a business perspective through an analysis of forces driving the business, key business issues, business strategies and initiatives
Tools/Approaches

· Strategic analysis

· Assess strategic outcomes/changes (strengths/weaknesses, critical issues resolved, strategic initiatives executed, strategic objectives achieved) –  more specific and tangible focus than simply financial or market-based measures

	Core Business Strategies


	· Business restructuring and cost improvement 

· Market growth and development

· Product and service innovation

· Mergers, acquisitions, and alliances


	Integrative Strategies


	· Globalization

· e-business


· Business-Driven Approach to HR Measures

· Assess whether important people-related issues (problems, gaps, opportunities) relating to strategy have indeed been resolved (and how did this contribute to strategic outcomes/changes)

· Assess whether human resource initiatives were effectively implemented and, in turn, the impact on issues and strategic outcomes

Business-driven approach

	Business Issues/

Business Strategies



	Were the strategies executed effectively?
	Did the business issues go away?



	People-Related Issues/

Strategies



	Were the strategies executed effectively?
	Did the people-related issues go away?

	Actions/Initiatives



	Were the actions implemented effectively?
	

	Results


	
	Were the desired outcomes achieved?


· Value chain analysis (strategic paths or maps)
· Identify the relationship among business variables and assess the role/ impact of HR variables in business value chains (how the business creates value)
· Different organizations have different business models, reflecting choices regarding the resources they apply and paths they choose to achieve objectives
· Value chains are conceptual diagrams – which need to be updated and adapted to remain relevant as planning and communication tools.

· A strategy map is a popular tool today (and a first step for developing a balanced scorecard)
· Stakeholder perceptions of impact
· Assess the business impact of HR initiatives through perceptions of managers, employees, customers, or other stakeholders (e.g. success of merger, accelerated product launch, SAP implementation)

· Customer survey responses – satisfaction, loyalty, retention, referral, etc. (but internal customers don’t count except as part of the value chain)
· Goodwill/Intangible asset impact
· Assessment of changes in intangible assets or market value attributable to the human resource contribution to shareholder value 

· Research by  Baruch Lev has  shown that intangible assets (e.g., goodwill) can be attributed to strategy implementation and management systems (in large part human resource practices)

· Jeanne M. DiFrancesco has developed a protocol for estimating investment in human capital (expenses and other allocations) relative to technology or physical capital investments and then estimating the return on that investment in terms of the proportional share of intangible asset value.  The model is used then to project value creation by specific investments.   (www.proorbis.com)
Lessons Learned

· Strategies and their people implications are most meaningful at the business unit level
· Corporate strategies are directional and aspirational; so HR strategies are also (e.g., strategies based on corporate values)
· Business and local unit strategies are focused on specific outcomes and initiatives, and so HR strategies may be also

· Simple prescriptions for strategic fit conceal the subtleties that are important

· Either business or HR strategies must be difficult to imitate
· An approach to fit each type of strategy – operational excellence, product leadership, customer intimacy (e.g., Treacy & Wiersema, Discipline of Market Leaders - Perseus, 1997) 
· The specific connections between practices and business outcomes are important, but are elusive because of the multiple variables and changing relationships among them.
Discussion Questions/Issues

· Based on our business strategy, what are our people-related issues and priorities?  How are we interpreting business strategies (challenges, initiatives)?  How are we aligning/integrating HR and business priorities?

· How effectively do we build a strong business case for people-related business initiatives?  How are we engaging line management to build the business case and accountability?

· Are our human resource strategies proactive -- do they stretch business thinking and identify opportunities for impact through people? Yet are the strategies also practical and actionable?  

Capabilities Impact Measures

2.  Focusing on organizational capabilities

Measures focus on assessment or improvement of organizational capabilities considered important to strategy execution.  The capabilities and initiatives that address them reflect management views of opportunities or gaps 
Tools/Approaches

· Company priorities/initiatives:  attention focused on a set of factors that management believes will achieve a desired outcome

· Employer of choice (or employee commitment, employee engagement) -- a set of factors that are determined to attract, retain, develop, and motivate talent
· Strategic agility and change -- a set of factors that are determined to enhance adaptability, speed, teamwork, innovation, etc.
· Knowledge sharing and innovation – a set of factors that will enhance rapid knowledge transfer, collaboration and sharing across boundaries, and nurturing of new ideas/innovations
· Globalization – a set of factors that will enhance the organization’s penetration of markets globally and achieve benefits of branding, economic scale, etc.
· Enhancing human resource / people management systems – focusing on priorities for improving processes based on management guidance, internal HR function planning, audits, or benchmarking 

· A high-performance work system is part of an organization’s overall strategy implementation system.
· Key elements are talent management, goal alignment/commitment, performance management, rewards, learning, and leadership.

· Critical success factors:  GAO, OPM, and OMB have developed human capital models to guide Federal agencies in implementing strategic human capital management in support of their mission and objectives.  Factors and standards are defined for leadership; strategic human capital planning; acquiring, developing and retaining talent; and results-oriented organizational cultures.
Lessons Learned

· Capabilities may be considered broadly as all of the things that enable the organization to perform effectively
· Or it may be viewed narrowly as the competencies or capacity of employees to create value

· As part of capabilities (or in addition) are motivation/attitudes, opportunity/access.

· The notion of employee engagement 

· Capabilities may be compound (clusters or bundles) rather than single factors
· Rewards at work may include an array of levers (versus incentive compensation)

Discussion Questions/Issues

· How do we address organizational capabilities (how do we define them, how do we use them to shape priorities and measures?)

· How do we measure the impact of initiatives/investments on capabilities/organizational effectiveness 

· How are measures of HR process/system results being linked to business performance (e.g., retention, performance, learning and development)?

Capabilities Impact Measures, continued
3.  Focusing on initiatives that research has shown drive business performance

Measures focus on the critical factors that are believed to drive business performance.  Research typically identifies practices that contribute most to business performance (e.g., EPS, total shareholder value, EVA, RONA, customer retention).   
Tools/Approaches

· Watson Wyatt research:  Human capital as a lead indicator of shareholder value (Human Capital Index)

· Based on studies in 750 companies, relationships were found between certain human resource practices and shareholder value measures.

· Expected change in market value associated with a one standard deviation improvement in the HCI dimension

	Practice
	Impact on Market Value

	Total rewards and accountability
	16.8%

	Collegial, flexible workplace
	 9.0%

	Recruiting and retention excellence
	7.9%

	Communications integrity
	7.1%

	Focused HR service technologies
	 6.5%


· Specific practices are identified in each practice dimension (see Exhibit)
· Source:  Bruce Pfau and Ira T. Kay, The Human Capital Edge (McGraw-Hill, 2002)

· Mark Huselid and Brian Becker research:  a series of studies have shown correlations between human resource practices and measures of business performance.

· Four national surveys with nearly 3,000 firms

· Measures include cash flow per employee, sales per employee, employee turnover

· Thirty measures of human resource (capital) practices, evolved through research

· Results suggest that progressive HRM practices, including selectivity in staffing, training, and incentive compensation, are positively related to organizational performance.

· The impact is greater among companies that are moving beyond a solid base of practices (reaching for competitive edge)

· Source:  Mark Huselid, Brian Becker, and Dave Ulrich, The HR Scorecard (HBSP, 2001)

· Hewitt Associates:  Hewitt conducts a analysis of employee engagement factors relative to financial  or other business results within a company (e.g., examining measures of engagement or tenure with loan and deposit revenues among bank branches).  The basic Hewitt engagement model includes:

· Culture and purpose, sense of purpose, organizational values and behaviors

· Total compensation: pay/financial recognition, and benefits

· Work activities: impact, challenge/interest, status/pride

· Relationships: coworkers, managers, customers

· Leadership: credibility, trust

· Quality of life: physical environment, time/work/life

· Opportunity: growth/development, advancement, interaction

· Jim Collins: examined eleven companies that attained extraordinary results and sustained them for fifteen years.  They identified certain capabilities that differentiate the top performing organizations (concepts more than specific HR practices:
· Leadership with personal humility and professional will

· First who, then what – the right people

· Confronting brutal facts and having the faith you can and will prevail 

· Strategy reflects what you are passionate about, what you can be the best at, and your economic engine

· A culture of discipline (not hierarchy)

· Applicatoin of carefully selected technologies

· Execution that builds momentum, like a flywheel

· Source:  Good to Great (Jim Collins, Harper, 2001)

· Charles A. O’Reilly and Jeffrey Pfeffer: examined eight successful companies that achieved extraordinary business results with “ordinary people.”  The levers identified were:
· Values, culture, and strategic alignment

· Hiring for fit

· Investing in people

· Widespread information sharing

· Team-based systems

· Rewards and recognition

· Source:  Hidden Value (Harvard Business School Press, 2000)

· Other  Research initiatives:  Towers Perrin, PwC, Accenture, Ernst & Young, CapGemini Ernst & Young, BCG, McKinsey (War for Talent), John Boudreau (Cornell), etc.
Lessons Learned

· Any capabilities framework (strategic alignment or fit model) is useful as a context for analysis, planning, and discussion.

· Such models date back to McKinsey’s 7-S model and others (Lawler, Nadler)
· A framework allows for evaluation of capabilities relative to strategy requirements and identification of strengths and opportunities (weak links)

· Models are useful in relation to value chain/strategy map analysis
· Research is useful because findings from statistical analysis are compelling to many executives
· Most research takes leaps from practices (or combinations of practices) with financial outcomes.  While interesting, this fails to define the causal linkages in the value chain.
· Models associating practices with business outcomes are now common, and may therefore become more of diagnostic than persuasive value
· Analysis within an organization is more compelling because it is anchored in relevant data, issues, and problems.
Discussion Questions/Issues

· Are we familiar with these models?  Do we use them?

· What has been our experience in utilizing research-based capabilities in HR strategy and measurement?  What is the best way to leverage this research?
· What’s coming next?  Is this a solid foundation for advancing strategic management of people or is it today’s popular science?
HR Operational Impact Measures

4.  Focusing on outcomes/results of human resource management activities

Measures focus on specific outcomes of activities across the organization (e.g., recruitment, retention, movement, employee attitudes, development of talent, performance improvement, diversity).

Emphasis is on workforce measures which are the joint concern of managers and HR leaders.
Tools/Approaches

· Effectiveness – measures of results achieved in building, retaining, and motivating a workforce to support business needs

· Measures reflect speed, quality, etc. relative to objectives, standards, or benchmarks 
· Outcomes are often considered in terms of a framework similar to the Kirkpatrick levels of training impact (reactions, knowledge gained, application on the job, etc.)

· Increasingly, the focus is on outcomes that contribute to resolving issues identified/ broader HR strategic initiatives

· Cost/effectiveness  – cost-benefit or cost-quality ratios indicating the realized value relative to the cost incurred 
· Ratios help evaluate alternative practices/solutions (e.g., recruitment, training, staffing options).
· Return on Investment (ROI) measures subtract the cost from the total value realized and then express the ratio of net gain to cost as a percentage (Jack J. Phillips et al, The Human Resources Scorecard (Butterworth-Heineman, 2001);  Jack Fitz-enz, The ROI of Human Capital (AMACOM, 2000);
· Marginal utility analysis projects total costs of an HR practice and the streams of revenue that can be attributed to the practice (John Boudreau, various publications)
· Six Sigma measures – Used in companies such as GE or Motorola that apply this quality process across the business.  “Six-up measures” include quality, cycle time, cost/quality, cost, innovation, and satisfaction

· ROK (return on knowledge) indicates the increased value of the output produced by participants since receiving certain knowledge through training – whether selling, marketing, producing, or servicing.

· This shifts the focus away from training costs or isolating the value added to business results 

· Source: Thomas Housel and Arthur H. Bell, Measuring and Managing Knowledge, McGraw-Hill, 2001
· HR Dashboard:  Some companies (e.g., Prudential, Intel, IBM, Sun) provide an on-line summary of selected human resource management measures for line managers, senior executives, and HR managers
· Topics customized (e.g., headcount, turnover, attitudes/climate, performance, pay, etc.)
· Helps clarify/shape user expectations regarding measures

· Typically draws data from a central system which in turn Integrates data from different systems

· Provides reports on key factors and querying capability

· Survey responses from 278 companies found the following metrics:

	HR Operational Measure
	% of Companies Using this Measure

	Cost
	64.1%

	Satisfaction
	60.6

	Volume 
	58.0

	Effectiveness
	54.0

	ROI/Impact
	14.6




Source:  Exploring the Measurement Challenge (Corporate Executive Board, 2001), p. 47
Lessons Learned

· This is a major step forward from traditional functional (activity and cost) measures.  It makes the vital step toward enabling managers to manage their workforce as a capital asset.

· Results measures are still elusive, because they are often interrelated (with each other and other measures/causes)

· Measures need to be relevant to business performance and useful to line managers – relevant to decisions they must make
· Measures are more relevant, current, accurate, and accessible when technology enabled (e.g., dashboard)
Discussion Questions/Issues

· Are we using the right performance indicators (relevant to user, data-based, decision-oriented, etc.)?  What measures make the most sense? 

· How are these measures used – what impact do they have?
· How are companies developing data-based reporting systems to help managers make better workforce-related decisions? 
· What is our ideal future state regarding providing managers with useful HR/workforce metrics?
HR Operational Impact Measures 

5.  Evaluating cost and quality of activities/services performed by the human resource function (and vendor management)
Measures focus on the internal efficiency of human resource services.  Metrics are evaluated relative to improvements, standards, or benchmarks.  Such measures are increasingly important for shared services or outsoucing.  Effectiveness and cost-effectiveness measures (previous section) are also applicable as HR function measures.
Tools/Approaches

· Customer/user satisfaction – perceptions of services provided relative to defined criteria (quality, cost, timeliness/speed of response, professionalism, etc.)
· Monitored by service area (e.g., recruiting, training) or as an integrated survey/assessment

· Sometimes part of a periodic audit (interviews, survey, etc.)
· Internal customers may not necessarily indicate how well business needs are served

· Efficiency -- there are hundreds of cost-based and ratio-based measures applicable to human resource activities.
· The HR function needs to determine which measures are most useful as a basis for planning and implementing meaningful improvements
· HR function measures may suboptimize results – costs may be low for HR, but may result in higher costs or inadequate value for the organization

· Overall costs of the human resource function – FTEs/total employees, total cost/company employee, share of administrative expenses, budget changes, etc.
· Generally not all that helpful unless there is some meaningful target, standard, or benchmark

Lessons Learned

· These measures help ensure that HR (as a “business” or service provider) is performing up to expectations (both delivery and costs) of its users/customers.  
· As such, it is an internal operations management/control tool – not an external persuasion or influence tool (except for some critical line executives and CFOs).
· Such measures are assumed as part of running a services operation, and should be applied within HR or to external vendors/partners.
Discussion Questions/Issues
· How do we measure internal HR operations?  Why did we select these measures (how have they evolved?)
· What measures have proved most useful?  To whom and for what purpose?
· How do we differentiate these from other measures so as to avoid painting all measures as internal “HR function measures”?

· Are we spending more or less time on such measures (are we making these a matter of routine?)
6.  Using a Balanced Scorecard

A measurement system for the HR organization aligned with a balanced scorecard for the business.  Measures are selected that are most meaningful to an organization based on strategic priorities.  
Tools/Approaches

· The scorecard approach is simple and compelling

· A strategy map defines the value chain that explains the “theory of the firm”.  

· The scorecard concept incorporates “balanced performance measures”  for financial, customer, internal business processes, and learning/growth areas 

· A scorecard is defined for the overall organization and for successive business units and functions
· The HR scorecard is typically derived from the Learning/Growth segment of the business scorecard and provides a template for assessing HR performance and setting future priorities.
· Five issues/themes are used as a prescriptive framework to guide thinking -- identified from scorecard examples and by the first BSC HR action working group)
· Strategic skills/competences – the availability of skills, talent, and know-how to perform activities required by the strategy (80% of all HR scorecards include this)

· Leadership – the availability of qualified leaders at all levels to mobilize the organization toward its strategies (90%)

· Culture and strategic awareness – awareness and internalization of the shared vision, strategy, and cultural goals needed to execute the strategy (90%)

· Strategic alignment – alignment of goals and incentives with the strategy at all organizational levels (70%)

· Strategic integration and learning – sharing of knowledge and staff assets with strategic potential (60%)

· HR programs/functions, high performance practices, and measures are defined for each category, rounding out the process as a human capital development program (in common parlance, a human resource strategy)

· Strategic objectives

· Measures

· Targets

· Actions/initiatives

· Sources: Brian E. Becker, Mark A. Huselid, and Dave Ulrich, The HR Scorecard (Harvard Business School Press, 2001); James Creelman, Creating the HR Scorecard (Business Intelligence, 2001 -- www.business-intelligence.co.uk)

Lessons Learned

· Too often, the approach focuses narrowly on human resource measures 
· If it is limited to the learning and growth sector of the balanced scorecard, it bypasses analysis of HR implications of other business scorecard areas
· It may leap too quickly to a set of capabilities, relying on a template to guide choices

· It may leap too quickly to tactical actions and measures relating to their implementation
· The challenge is to adopt a rigorous process that reflects the breadth of analysis and accountability that fits the enterprise
· The approach to key capabilities risks being generic, not company unique
· The emphasis is on defining, tracking, and evaluating the support provided by human capital for strategy implementation, not innovation
· The categories used are not that much different from those in any capabilities approach

· The challenge is to examine issues from the business perspective (not HR perspective) and to tailor the approach to the enterprise
· The approach may view the scorecard as the responsibility of the HR function/organization

· It becomes an internal scorecard for the human resource organization, not a scorecard for managing human capital across the organization

· It may regard the overall HR function as a business (which it is not) – through a strategy map

· It assigns accountability to the function (not shared, collaborative)
· Many measures tend to be performance measures for HR operations and are cost measures, 

· The challenge is to provide measures that address strategic business/organizational issues, process improvement issues, and internal HR organizational issues
Discussion Questions/Issues
· What has been the experience of companies adopting the Balanced Scorecard approach to strategy and measures?
· What approaches have worked best?  How have you adapted the BSC, Hewitt, or other approaches?  
· How closely is the HR scorecard integrated with the business scorecard (and not relegated to the support area?).  What steps are necessary to achieve this integration?
· What have been the benefits of the approach?  What are the anticipated benefits?
· Will we be likely to be using this approach five years from now?  What will change and why?  Is this a fad?  What will survive?
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