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Preface

Focus OF THE BoOOK

The initial research and development for this book began in the "80s. I exam-
ined hundreds of studies, surveys, and interviews to identify the most effective
practices and processes to show the human resources (HR) contribution. The
lengthy development process allowed me to apply new techniques and models
within operations and analyze them for effectiveness before including them in the
book. Two major studies were initiated specifically for this book and their results
are reported in several chapters. After a decade of development, this significant
work should be a valuable contribution to the field.

1 have been fortunate to tackle HR measurement and evaluation from several
perspectives. First and most importantly, as a human resource executive for many
years, | struggled directly with the issue of accountability and attempted to bring
a bottom-line focus to the human resources function. Second, as a top executive
in a major financial institution, I viewed human resources from a completely dif-
ferent perspective, as a user of the services. Third, as an experienced author and
researcher, I explored, examined, and reported on this topic for several years.
Using available research, I attempted to show human resources practitioners the
best practices. Finally, as a consultant, 1 have been fortunate to work with a vari-
ety of organizations to help them improve the contribution of the human
resources function.
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From these perspectives, several impressions begin to emerge about the HR
profession, all underscoring the need for increased accountability of the HR func-
tion. Collectively, these perspectives provided a unique vantage point from which
to write this book. The final product should be a valuable contribution to help
human resources managers tackle this important issue.

IMPORTANCE OF MEASURING THE
CONTRIBUTION

The evidence is very clear: the human resources function in organizations is
continuing to grow in importance and influence. Among the reasons for the
increasing influence are:

B Growing budgets that make human resources the greatest single expenditure
in most organizations.

B The consequences of improper and ineffective human resource practices.

B The vast potential for using human resources to enhance productivity,
improve quality, spur innovation, contain costs, and satisfy customers.

M The integration of human resources into the mainstream functions in the
organization.

With this high-profile posturing, all HR executives are faced with an important
challenge: A need exists to ensure that the function is managed appropriately and
that programs are subjected to a system of accountability. In short, there must be
some way to measure the contribution of human resources so that viable existing
programs are managed appropriately, new programs are only approved where
there is potential return, and marginal or ineffective programs are revised or elim-
inated altogether.

Among the hottest issues in the human resources field are the subjects of ensur-
ing accountability, calculating the return on investment, developing a value-
added approach, and making a bottom-line contribution. When any of these top-
ics are discussed, they attract attention. Why? Because there is now more
pressure to show this contribution than ever before. The pressure comes from top
executives who demand accountability for the tremendous investment in human
resources. Key operating managers also ask the HR function to help them get
results by building a more productive and effective organization. Finally, today’s
progressive human resources managers are business managers first and profes-
sional HR managers second. They recognize that they must contribute to the
organization in real terms and in ways that executives fully understand-—bottom-
line impact.
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While this trend toward HR accountability is highly visible and significant,
many HR professionals are still reluctant to accept this responsibility and meet
the demands of accountability. They often contend that measurement and evalu-
ation systems are too difficult and costly, and in some cases, impossible. In real-
ity, a measurement and evaluation system can be simplified and implemented
with little cost. It requires upfront planning, some additional tasks, and more
importantly, a change in philosophy and attitude of not only the human resources
staff, but of those it serves.

TARGET AUDIENCE

The primary target audience for this book is practicing human resource pro-
fessionals. The book equips HR professionals with the tools necessary to show
the contribution of programs. Presented in a systematic format, from a practical
viewpoint with many examples and illustrations, it is based on actual experiences,
accepted practices, and a strong research base. Each technique and idea has been
tested and proven in actual practice.

A second target audience is students of human resources management who are
preparing for assignments in this important field. This book will help them devel-
op a results-based approach to the study of human resources practices in organi-
zations. It also provides the tools necessary for job success in the HR field.

A third target audience is middle and top level managers who want to know
more about how human resources can contribute to the bottom line of the orga-
nization. It shows managers how to help the HR staff become results-based con-
tributors to the organization.

STRUCTURE OF THE BOOK

The book is divided into four parts. Part One (Chapters 1-2) presents a gener-
al framework for evaluating the human resources function. Chapter One explains
the need for a results-based approach, and it is included to convince those indi-
viduals who do not yet fully embrace the concept. It shows important trends and
challenges and opportunities that exist when measuring the return on investment.
Chapter Two focuses on the approaches, outlining 13 different ways organiza-
tions now use to measure the HR contribution. Each is presented with a brief
assessment of its usefulness. It is from this list that specific approaches are iden-
tified for expanded coverage in other chapters.

Part Two (Chapters 3—4) presents the issues involved in developing a results-
based approach to human resources. Chapter Three describes a nine-step result-
based model to implement a new HR program. It discusses a variety of fundamen-
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tal concepts and issues, including the purposes of evaluation, the myths of evalua-
tion, the levels of evaluation, the various obstacles to evaluation, and the responsi-
bilities of evaluation. The attitude of the staff is also explored because it is so crit-
ical to the success of the effort. The chapter ends with an application of the model.
Chapter Four highlights the important role of management in the success of the
human resource contribution. It addresses specific strategies to strengthen relation-
ships with key managers. Techniques for improving management commitment,
support, and reinforcement for programs are fully explored, along with specific
ways to get managers more involved in human resources function.

Part Three (Chapters 5-9) is the heart of the book and focuses on specific ways
to measure the contribution of human resources. Chapter Five presents data col-
lection techniques using surveys, questionnaires, interviews, focus groups, obser-
vations, and performance data, which can be used in various combinations to col-
lect the data necessary to measure the contribution. Chapter Six explores
evaluation design and implementation issues. Common designs are presented
along with techniques to obtain feedback on human resources programs and
activities. Useful techniques for measuring improvement are outlined, including
action planning and performance contracting. Chapter Seven presents ways in
which the total human resources effort can be meuasured and highlights five
important measures that collectively should determine much of the success of
human resources. This chapter presents an important study. with a useful model
that details how these measures can be combined to form an HR effectiveness
index. Chapter Eight presents measures from each specific human resources
functional unit. More than 100 measures are presented in this chapter. Finally,
Chapter Nine discusses benchmarking as a way to measure HR effectiveness and
compare it with other organizations. The various phases of benchmarking are pre-
sented, showing step-by-step how an organization can develop its own bench-
marking survey.

Part Four (Chapters 10-12) explores data analysis and presentation of results.
Chapter Ten reports on human resources costs and shows the various ways in
which costs can be monitored and used to measure the contribution. The impact
costs of human resources are explored as important variables closely related to
human resources practices. Chapter Eleven explains data analysis and data inter-
pretation and shows how the influence of the HR program is isolated from other
factors. It discusses various ways to convert data to monetary units to include the
actual calculation of the return on investment. Chapter 12 discusses communica-
tion of HR program results to demonstrate how the successes of HR contribute to
the organization.

Appendices provide additional information and examples of tools and tech-
niques used in the chapters. Overall, each chapter is self-contained, although some
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chapters build on information presented earlier. It is not necessary to read the book
in sequence. The reader may absorb only the chapters of particular interest.

WHAT THIS BOOK WILL Do FOR YOU

This book explores the key issues of human resources measurement and eval-
uation. After completing the book, the reader should know how to:

M Assess the current status of measuring the HR contribution in the organization

M Explain the importance of and necessity for measuring the contribution

B Identify the various approaches that can be used to measure the contribution

B Develop programs with an emphasis on accountability

W Establish a results-based approach when implementing HR programs

M Design data collection instruments and techniques for measurement and
evaluation

B Improve management commitment and support for the HR function

B Build partnership relationships with key managers

M Select the optimum evaluation strategy for the organization

B Determine the costs of HR programs

B Isolate the effects of HR programs from other variables

M Convert HR program data to monetary values

M Calculate the return on investment in HR programs

8 Communicate the results of HR programs

In summary, this is the first book to communicate concise, practical methods
to evaluate any type of HR program. With its systematic process, ranging from
developing the framework for evaluation to communicating the results, this book
is designed to be a standard reference on measurement and evaluation for every
HR professional.

Jack J. Phillips

P.O. Box 380637

Birmingham, Alabama 35238-0637
serieseditor@aol.com
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Part |
General Framework for Evaluation

CHAPTER ONE

The Need for a
Results-Based Approach

During the last decade, the Human Resources (HR) function experienced dras-
tic change in its role, status, and influence. Some HR executives recognized the
change and stepped up to the challenge. A panel of top-level Human Resources
executives recently assembled by Personnel Journal agreed that “HR is moving
away from the transactional, paper-pushing, hiring/firing support function it has
been and is becoming a bottom-line business decision maker.”! Indeed HR is
becoming a strategic business partner. But how does HR become more involved
in business decisions? How does this affect the day-to-day role of HR?

A sample of the comments from panel members revealed details of this trend.
“Being a strategic partner means understanding the business direction of the com-
pany. including what the product is, what it's capable of doing. who the typical
customers are and how the company is positioned competitively in the market-
place,” explains Tim Harris, senior vice president of HR for Novell Inc. in San
Jose, California.

Tim Epps. vice president of People Systems for Saturn Corp., in Troy, Michi-
gan, adds, “HR must become bottom-line valid. It must demonstrate its validity
to the business, its ability to accomplish business objectives and its ability to
speak of accomplishments in business language. The HR function must perform
in a measurable and accountable way for the business to reach its objectives.”
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The ways in which HR becomes “bottom-line” vary depending on a company’s
strategic objectives. Generally speaking, traditional HR responsibilities, such as
training, compensation and performance management, are linked to tangible busi-
ness goals and measuring the contribution to those goals. John McMahon, cor-
porate vice president of HR for Stride Rite Corp. in Cambridge, Massachusetts,
explains that his company has developed an HR strategic plan that details the HR
implications of each of the company’s overall business goals.

What makes this strategic HR role possible in many companies is the HR
department’s shift from being a doer to an enabler, from being a staff function that
delivers prepackaged HR services to the rest of the company to being a service that
helps line managers create and manage their own customized HR policies.

That’s what has taken place at Dallas-based Texas Instruments Inc. “My job
early on was to make people happy . . . to worry about training, pay and benefits,
communication and employee satisfaction,” says Chuck Nielson, vice president of
HR, who has been with TI since 1965. “But when we viewed our role in HR as
keeping people happy, we found ourselves on a separate track from operating man-
agers who were concerned with such things as yield, billing, scrap and other hard
business issues. Operating people weren’t supposed to spend any time on person-
nel—it detracted from their “real” jobs. Today, one of the most dramatic changes
in our company is that HR folks are in partnership with the operating managers.

There is no doubt that the HR field is in the midst of this change, yet few HR
managers are equipped to deal with it. Perhaps the situation is best described in a
recent article on accountability:

Sooner or later it all boils down to money. Human resource executives
can grapple with such issues as rising health care costs, a widening skills
gap, an increasingly diverse work force, the conflicting demands of work
and family, and government regulation, and can develop responses to each.
Ultimately, however, every idea—however innovative, farsighted and
workable it may seem—must undergo the scrutiny of some tough ques-
tions: “Where will we get the money to pay for it? Will we see a return on
investment? And perhaps the two most fundamental questions, Can we
afford to do it? And its corollary, Can we afford not to do it??

Because human resources represents a significant cost to the organization, the
effectiveness of the function can influence the overall success or failure of the
organization. Indeed, some organizations have failed because of ineffective HR
policies. For example, many experts agree that much of the Eastern Airlines fail-
ure can be pinned on ineffective employee relations practices. The decline of the
U.S. steel industry is blamed, in part, to costly employee and labor relations poli-
cies. A contributing factor to the recent problems of IBM, General Motors, and
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Sears are their HR policies that left these three organizations saddled with
tremendous human resources costs.

In perhaps its largest gesture of big spending, GM capitulated repeatedly to the
United Auto Workers, thereby burdening itself with enormous wage and benefit
costs. One kind of cost, health benefits for retirees that were to be paid in the
future, was for many years invisible because accounting rules did not require it to
be recorded as current expense.® In 1992, the new accounting rules brought the
retiree health benefit problem into perspective, and GM took a monumental
charge of $33 billion in pre-tax costs. This charge left GM with a loss for 1992
of $23.5 billion, far and away the largest loss of a Fortune 500 company in U.S.
business history.

For years, IBM has been trying to come up with innovative ways to get their
employees to leave. Through a variety of incentive packages and finally shelving
of its no-layoff policy, IBM is taking huge hits for employee costs. The layoff
policy, which seemed to be one of the cornerstones of IBM’s success, became one
of the problems in trying to remain profitable.* Other examples are abundant
throughout business in which human resources costs make organizations unprof-
itable and very uncompetitive in today’s global economy.

Because they expect an adequate return on their investment in human, as well
as other resources, some executives question whether the HR department should
continue to expand if there is not a clear connection between its activities and the
overall results of the organization. One chief financial officer of a Fortune 100
company was quoted as saying to his company’s director of human resources: “I
invest in human resource planning programs the way I invest in a machine tool.
If you can’t show me an ROI equal to this firm’s cost of capital, I'm not buying
and your budget is going to be cut.” This blunt demand is becoming typical of
the new bottom-line orientation to human resource management that now domi-
nates most major corporations.

On the positive side, the success of many outstanding companies today, such
as 3M, Procter & Gamble, Motorola, Federal Express, Merck, and Coca-Cola,
can be traced to effective HR policies. Chief executives, striving to improve pro-
ductivity and achieve performance goals, are demanding—and getting—cost-
effective and productive approaches from their HR function. At America’s top
organizations, chief executives are recognizing the link between the people and
the bottom line. Faced with issues as diverse as re-engineering, executive suc-
cesston, and government regulation, they see how important employee relations
can be to competitiveness.® The literature is laced with hundreds of examples of
organizations making a tremendous contribution with the human resource func-
tion. HR departments are taking significant strides in reducing costs, enhancing
customer service, improving profits, and boosting productivity. They accomplish
this through a rigorous program of accountability for the function, and at the heart
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of accountability is measurement and evaluation. An important tenet of continu-
ous process improvement (CPI) is nothing improves until it is measured. The CPI1
corollary is that when something is measured, it automatically begins to improve.
This phenomenon is put into practice and is paying off in handsome dividends.’

The Human Resources department is, in effect, a function charged with advis-
ing and directing management on the investment of its human assets. Though it
has traditionally been viewed as an expense center, its efforts can have significant
impact on productivity and profits. The magnitude of employee costs alone
should command the attention of top executives. For example, Texas Instruments,
a high tech electronics firm with 65,000 employees worldwide, calculates its
employee costs at 55 percent of operating costs. Even in capital intensive organi-
zations where employee costs are relatively low, the long-term investment in
employees is significant. For example, consider the investment in an employee
for the tota! length of employment based on reasonable assumptions about
expected duration of employment, anticipated salary increases, and expected
increases in benefit costs. When the initial salary is adjusted upward to reflect
predicted salary and benefit increases, the investment in an employee quickly
becomes staggering. A major study conducted in the Upjohn Company revealed
that the average cost of an employee over the full length of employment was 160
times the initial starting salary. For example, a $25,000 starting salary would
result in a $4-million investment for a 30-year duration of employment.® When
discounted to today’s values, the figure is over a million dollars. Thus, a decision
to hire an employee could be viewed as a million-dollar decision if the employee
remains with the organization for 30 years. Although this may be exaggeration,
the point is crystal clear: HR decisions are expensive. With this perspective, it
seems logical that an organization should maximize the effectiveness of human
resources and ensure that employees arc properly selected, trained, and support-
ed, and are always producing at optimum performance levels.

Another view of this issue is to consider the consequences of incorrect deci-
stons on human resources issues. Improper decisions, based on subjective data,
can result in serious consequences for the organization, possibly reducing its
profitability or, in some cases, even leading to serious losses or bankruptcy. For
example, a disastrous communications breakdown in New York City caused by
AT&T was traced to a shortage of one or two technicians in a critical area. The
technicians had been dispatched to attend a training program. Sears Roebuck and
Company faced a significant decline in its auto repair business after allegations
of widespread fraudulent behavior in several shops became public. Sears blamed
an improperly designed incentive compensation plan.® HR decisions must be
based on all the objective data that can be assimilated on an economical basis.

Unfortunately, a results-based approach is far from common practice in HR
departments. One estimate is that 60 to 70 percent of HR departments are not
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using any method to measure their effectiveness.'® While there are several obsta-
cles to introducing measurement and evaluation of HR functions, in many cases
HR professionals do not know how to measure the results of their efforts. Mea-
surement and evaluation is not usually a part of their professional preparation. In
other cases, managers do not want to be measured, living in the echoes of the past
when it was generally accepted that the function was subjective and difficult to
measure. Also, top management has not always demanded measurable results
from HR. Without top management encouragement, many departments have not
vigorously pursued quantitative evaluation.

The pressure to remain competitive in a dynamic, international economy has
forced some organizations to develop a results-based approach. For these organi-
zations to remain competitive in today’s economy, they must have innovative
products and services, excellent quality control and customer service, and effi-
cient operations and delivery systems. This can only be accomplished through
proper investment in HR programs designed to recruit quality employees, train
them adequately, and keep them involved, challenged, and motivated.

This book focuses on the process of, and the techniques for, measuring the con-
tribution of the HR function. It demonstrates methods to determine whether the
investment in human resources produces a return. This initial chapter provides the
foundation by reviewing the basic principles of the HR contribution.

IMPORTANT TRENDS RELATED
TO HR CONTRIBUTION

Emerging trends, issues, and priorities of the HR function are getting their share
of attention. Peter Drucker predicted these changes in The Wall Street Journal over
ten years ago when he asserted that the personnel department, in addition to chang-
ing its name to human resources, must behave quite differently and follow the line
mode of behavior rather than the staff mode. Line managers are involved in pro-
ducing, distributing, or selling the organization’s products or services and are con-
cerned about output, quantity, and cost. Staff employees provide support and assis-
tance and are often less concerned about these issues. According to Drucker,
“Above all, the personnel department would have to redirect itself away from con-
cern with the cost of employees to concern with their yield.”!"! This important con-
cept has had and will continue to have a major influence on organizations. HR
executives can help shape the future direction of their organizations by focusing
on specific strategies to implement the changes suggested by Drucker.

From recent articles, reports, books, and interviews on the subject, seven trends
can be identified that have a significant impact on an organization’s bottom-line
results and the HR function’s role in the process. These trends include the
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increased importance of the HR function, increased accountability, organization-
al change and quality programs, improvement in productivity, adoption of human
resources strategies, growing use of human resources’ information systems, and
reliance on partnership relationships. Collectively these trends enhance or com-
plement the efforts of the HR department to monitor and improve its contribution
to organizational performance.

Increased Importance of the HR Function

The importance of the HR function and its connection to the bottom line is
sometimes subtle, occasionally mysterious, and at times very convincing. Above
all, it seems to be well publicized. Probably the most publicized reports come
from the popular press’s treatment of the importance of HR practices in organi-
zations. List after list appears for the most profitable, fastest growing, most
admired, and best managed companies in America. Among the lists are Fortune
magazine’s annual list of most admired companies, Business Week's annual list of
America’s most competitive companies, /nc. magazine’s list of the best small
companies to work for in America, and other publications such as The 100 Best
Companies to Work for in America.'? The basis for many of these lists is often the
HR practices of these organizations. Even a magazine not known for its admira-
tion of business, Mother Jones, has developed its own list. Among the issues
examined were such variables as the workplace, treatment of employees, and the
degree of company ownership.

Top executives’ attitudes about the importance of the HR function have a signif-
icant impact on an organization’s bottom line. In a major study involving top U.S.
businesses, executives were asked about the critical competitive issues facing U.S.
companies and their suggestions for strengthening U.S. business competitiveness.
The study clearly showed that top executives believe that internal management and
human resources improvements are the best ways to improve the quality of U.S.
goods and services and to make them more competitive in the world market.'? This
viewpoint was particularly underscored by larger organizations.

The importance of HR is recognized in many ways. Probably no recognition
has been more meaningful than the awards given by Personnel Journal, a practi-
tioner publication serving the human resources field. The Optimas awards, with
ten categories, were created in 1991 to recognize the importance of HR and its
value to the organization. Table 1-1 presents the winners for the 1995 awards and
shows the range of the awards and types of programs. The 1995 award winners
share two things in common: They are all important participants in the corporate
decision-making process, and they all contribute to the organization's bottom
line. Overall, the awards show the importance of the function and its contribution
to organizations.'* It is interesting to note that the general excellence award was
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won by the City of Hampton, Virginia. Previous award winners in this category
include First Chicago Corporation, Levis-Strauss & Co., Hewlett Packard Co.,
and AT&T Corporation. Hampton has been working diligently implementing a
variety of value-added and high-impact programs simtlar to those used in the cor-

TABLE 1-1

PERSONNEL JOURNAL OPTIMAS AWARD

AWARD CATEGORY

1995 WINNER

BASIS FOR AWARD

General Excellence

Competitive Advantage

Financial Impact

Global Outlook

Innovation

Managing Change

Partnership

Quality of Life

City of Hampton, Virginia A public deployment of

Mirage Resorts, Inc.

Springfield Remanufac-

turing Corp.

Colgate-Paimolive Co.

Hotel del Coronado

San Diego, CA

The Seattle Times Co.

Intel Corp.

Calvert Group

corporate tactics
Selective staffing and
commitment to training
gives Mirage Resorts a
competitive edge
Springtield Remanufactur-
ing turns financial training
into a game and workers
into entreprencurs

Out of a year-long strate-
gy-development process
came a global HR system
linked to business goals
To cover Mexican work-
ers’ dependents, Hotel del
Coronado established the
first Mexican HMO
Diversity training and
content audits help keep
The Seattle Times current
with its community

Intet teaches an Arizona
school quality manage-
ment principles in
exchange for educational
involvement

Benefits programs at this
investment firm address
social responsibility as
well as individual needs

feontinued on next page)
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TABLE 1-1 (CONTINUED)
PERSONNEL JOURNAL OPTIMAS AWARD

AWARD CATEGORY 1995 WINNER BASIS FOR AWARD

Service PepsiCo, Inc. A stock-option program
for all full-time employ-
ees supports this firm’s
entrepreneurial culture

Vision Minnesota Mining and A decade-old strategy has

Manufacturing Co. (3M) helped 3M prevent down-
sizing while continuing to
recruit new talent

Source: Halcrow, A. “Optimas Awards Recognize Triumphs in HR,” Personnel Journal, January
1995, pp. 66-80.

porate sector. Many of their programs are producing results and adding to the bot-
tom line.

The competencies required for the HR function underscore the changing role
and importance of the function. A comprehensive study of HR competencies in
the 90s revealed some important trends for success in the function. The study
identified a three-part framework for conceptualizing HR competencies including
a knowledge of business, delivery of HR practices, and managing the change
process. As shown in Figure 1-1, business capabilities are an important part of
this framework. According to the study, HR professionals fail to add their full
value to an organization if they do not understand how the business operates.
Knowledge of an organization’s financial, strategic, and technological capabili-
ties is essential to any strategic discussion. HR professionals who are knowl-
edgeable exclusively in industrial, employee, or human relations may be compe-
tent in their discipline, but fail to understand the essentials of the business world
in which their firms are involved.'’

Probably one of the most visible indicators of the developing importance of the
HR function is the status, influence, and position of the HR manager in major
organizations. More and more, human resource executives are making their way
to CEO positions and into corporate boardrooms. It is not unusual to find an
employee who worked in HR for most of his or her career promoted to CEO, as
is the case of Mike R. Bowlin, an HR veteran who leads ARCO, one of the
world’s largest oil companies.'® While many HR executives attend board meet-
ings as observers of the process (as non-voting participants), in some cases, they
serve as directors.'’

One of the most dramatic developments has been the shift in reporting rela-
tionship of HR executives. Often the title of the person to whom the function
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MANAGING | BUSINESS
CHANGE | CAPABILITIES
PROCESSES

Financial,

Diagnosis, | Strategic,

influence, | Technological
Contracting,
Intervention,
Problem Solving,
Relationships,
Communication

HUMAN
RESOURCES

Staffing, Development,
Appraisal, Rewards,
Organization Planning,
Communication

FIGURE 1-1. COMPETENCIES OF HR PROFESSIONALS.

reports is a reflection of the status and influence of the function. Human resources
executives have gradually moved their reporting relationship to higher levels. In
the early 80s, human resources managers usually reported to a chief administra-
tive officer, chief operating officer, or chief financial officer. Currently, they usu-
ally report to the chairman, president, or CEO. An analysis of the Personnel Jour-
nal 100, which is a listing of the top 100 HR executives, reveals that 76 percent
of them report to a person with the title of chairman, CEO, or president—a
tremendous improvement in just a few years. Also, in the same list, at least three
HR executives serve as members of the board of directors.'®

Accounts of the importance of HR appear regularly in the newspapers. A read-
er doesn’t have to venture very far into a newspaper to uncover a major story
involving human resources. From massive loss of jobs to labor disputes, many of
the major stories dominating business headlines have been directly related to
human resource issues. These situations underscore what leaders in the nation’s
most progressive organizations have been saying for years: organizational suc-
cess is inextricably linked to effective HR strategies. The popular press’s treat-
ment produces some interesting twists, particularly in the finance and investment
tield. There is some evidence that human resource organizational practices are
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one of the items mutual fund investment managers use to pick stocks for their
portfolio. With greater emphasis being placed on customers, quality, employee
empowerment, and flattened hierarchies, mutual fund managers are beginning to
include the HR factor in fund selection. '

Finally, looking to the future, HR skills and issues will become more and more
critical. A major study of 1,500 senior executives conducted by Columbia Uni-
versity revealed some insight into the knowledge and skills required of CEO’s in
the future. This study focused on what skills and knowledge they have now and
will need for the year 2000. Among the current skills, human resource manage-
ment was ranked third behind strategy formulation and marketing and sales. By
the year 2000, human resource management skills will be second behind strategy
formulation and will be followed by marketing and sales and accounting and
finance. This trend shows the increasing importance of the HR function, not only
among those who are involved in the field full-time, but for those top executives
who must also devote time to this important function.?

Increased Accountability

The trend toward accountability can be illustrated in many ways and has been
referred to by many different labels, as Figure 1-2 illustrates. These terms appear
regularly in HR literature. Almost any professional HR publication devotes a
tremendous amount of print space to HR accountability issues. Articles, presenta-
tions, and interviews all make a pitch for HR professionals to embrace the bottom
line.?! The accountability issue is illustrated by hundreds of published examples of
HR programs that present their successes in measurable improvements and, in
many cases, show monetary values. Some articles show that the connection
between HR practices and the bottom line is quite clear and evident.?? Organiza-
tions are offered numerous strategies to help move them from an activity-oriented
process to a results-based orientation, usually by providing prescriptions to add
value and measure the success of programs.>* Fortunately, some of these strategies
are working because evidence has been published of significant moves toward
increased accountability in HR. In one survey, HR executives were asked how
often the HR function was evaluated and in what ways. Thirty-two percent of the
executives indicated that their HR department is evaluated at least annually.
Unfortunately, 29 percent say they seldom or never conduct such an evaluation.?*

Numerous empirical studies are conducted that attempt to relate the effective-
ness of the HR function to organizational outputs. One study compared the HR
practices of organizations identified as the top 100 rapid growth companies.? In
this study, companies were divided into two groups, those that were engaged
extensively in HR practices and those with moderate or low HR involvement. The
profitability of the two groups was compared and the results indicated a strong
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FIGURE 1-2. LABELING THE CONTRIBUTION OF THE HUMAN RESOURCES
FUNCTION.

relationship between HR practices and the bottom line. The statistically significant
results showed a tremendous difference in average net income between the two
groups. A three-year study sponsored in part by the Society for Human Resource
Management examined the relationships between sophisticated HR practices and
productivity, turnover, and financial and accounting performance criteria. This
study showed a strong correlation between the use of sound HR practices and
increased firm performance by examining the gross rate of return on capital, total
shareholder return, and price-cost margins. Sound HR practices are also associat-
ed with lower turnover and increased productivity measured as sales per employ-
ee. The study’s author, Dr. Mark Huselid, of Rutgers University, states that “HR is
the last great unrationalized area of business. Gains in production and performance
won’t be found in new financial and accounting methods. They probably won’t be
found in marketing. It’s the HR area that has been overlooked.”2¢

Another study, conducted by Hewitt Associates, a human resources consulting
firm, shows the impact of the HR function in both financial and productivity per-
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formance. The study examined the effect of programs that focus on worker per-
formance. It compared 205 companies with performance management programs
to 232 companies without programs. Table 1-2 shows the results of this study.
The companies with these programs posted higher profits, better cash flows,

TABLE 1-2
THE IMPACT OF HR ON FINANCIAL PERFORMANCE

COMPANIES COMPANIES
WITHOUT WITH
PERFORMANCE PERFORMANCE
MANAGEMENT MANAGEMENT

Financial Performance: Return on Equity 4.4% 10.2%
Return on Assets 4.5% 8.0%
Productivity and Sales Per Employee $126,100 $169,900
Income Per Employee $1,900 $5,700

Source: “Effective People Management Helps the Bottom Line,” Personnel Journal, December
1994, p. 17.

stronger stock market performance, and higher stock values. As the table shows,
significant gains in productivity and financial performance were realized.
According to the study’s author, Edward L. Gubman, head of the HR consulting
practice at Hewitt, “The study has broad implications for top management and
human resource executives. In essence, this study proves that good human
resource management practices produce a payoff in terms of bottom-line finan-
cial performance.?’ Programs that relate HR practices to bottom-line contribu-
tions are not limited to compensation programs such as incentives and gain shar-
ing. They cover a broad range of programs. Even areas difticult to evaluate, such
as diversity training, are now being linked to organizational success.?

Another interesting way in which HR accountability is being recognized is
through awards presented to individuals and organizations for their HR programs
that connect to the bottom line. One particular award is designed expressly for
that purpose. The American Management Association annually provides HR
awards of excellence to honor HR professionals who have demonstrated innova-
tive programs and initiatives that positively impact the bottom line. For example,
the 1994 award winner went to Thomas DuPree, policy manager for IBM’s ideas
department. DuPree was honored for technologically enhancing IBM’s 63-year-
old suggestion plan. The result: IBM ideas, an online computer application that
makes it easier for the company’s 124,000 employees to submit suggestions and
have them evaluated and implemented faster. The program’s response increased
by 25 percent with the new online process. and actual savings realized by 1BM in
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1993 reached $140 million. Program costs related to the ideas program has been
reduced to 5 percent of savings accrued, down from 14 percent under the previ-
ous method.

Finally, the ultimate way in which HR accountability can be demonstrated is
by gradually shifting the HR function to the profit center concept. Although this
concept is controversial, there has been some movement toward the profit center
concept in a few organizations.’® Several companies are converting programs and
services to a profit center internally and externally. In some cases, HR services
are sold to outside firms.

Organizational Change and Quality Programs

A third dramatic trend related to HR contribution is the proliferation of a vari-
ety of organizational change and quality programs. These programs are some-
times referred to as re-engineering, restructuring, total quality management, con-
tinuous process improvement, employee empowerment, and customer focus. For
many of the programs, the HR department implements the program. The role of
HR in the process has never been more evident than in the survey of the Person-
nel Journal 100.*' This survey asks the top 100 human resource executives what
was their most challenging human resource issue in 1994. Of the total, over 70
percent said managing change, and another 30 percent indicated re-engineering.

Presently, the most common change program has been total quality manage-
ment, sometimes labeled continuous process improvement or quality assurance.
Recently the editors of HR Focus, a practitioner publication from the American
Management Association, asked its readers in a random poll to identify the issues
that would demand most of their time in the near future. The top three issues were
promoting employee involvement, improving customer service, and supporting
total quality management. According to the survey director, Sherri Brown, of the
American Management Association, “These definitely are key concerns. In order
for America to be competitive, companies must focus on employee involvement,
be more aware of customer concerns and needs, and of course enhance the qual-
ity of their products and services.”*

HR’s significant role in managing change has brought about a re-examination
of its own function. In short, human resources must increase its value to the orga-
nization by becoming consultative rather than administrative, automated rather
than paper driven, and lean rather than layered. That’s exactly what happened to
American Express.®>® As the HR executive became the leader in the company’s
organizational change effort, the HR department reexamined its mode of opera-
tion and the way it was perceived in the organization.

The quest for quality continues to be an obsession in corporate America. For
the vast majority of progressive firms, Total Quality Management (TQM) has
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become a way of life in the 90s. The extent of publicity and media coverage for
this concept has been overwhelming. TQM has been given credit for turning com-
panies around, increasing market share, increasing or creating significant growth
rates, and more importantly, producing top quality products while increasing
profitability. Much of the hoopla over TQM comes from the Malcolm Baldrige
National Quality Award. Created in 1987, this award has become the most impor-
tant catalyst for transforming American business, and more than any other initia-
tive, public or private, it has reshaped manager’s thinking and behavior. The
Baldrige Award does more than signify the principles of quality management in
clear and assessable language. It provides companies with a comprehensive
framework for assessing their progress toward the new paradigm of management
and such commonly acknowledged goals as customer satisfaction and increased
employee involvement.>* The relationship of HR to the Malcolm Baldrige Award
is very clear. Of the seven categories, otherwise known as the Seven Pillars of
Baldrige, human resource development and management ranks third highest in
point value, having a total of 150 out of 1,000 possible points.*> In addition, HR
activities such as training and development can influence other categories such as
leadership, strategic quality planning, and customer focus and satisfaction. When
evaluating the HR function, Baldrige’s judges examine how companies enable
the workforce to develop its full potential. In doing so, they ask companies to
describe their approach and proof of positive results in five categories:

. HR planning and management

2. Employee involvement

3. Employee education and training

4. Employee performance and recognition
5. Employee well-being and satisfaction

The advent of TQM foreshadows great and positive change for corporations
and for human resource professionals in particular. In the past ten years, the most
forward thinking corporations in the United States have began a cultural shift that
will transform work. HR can and will play a key role in this significant change.*®
The role of human resources can evolve into one of several possibilities. The HR
director may be a passive receiver of a TQM effort initiated by another key man-
ager. The HR manager may become part of a quality improvement project team
or may be a member of a quality steering committee. Increasingly, however, the
HR manager may be tapped to spearhead the total quality effort and belong to the
quality council, a group of senior managers who direct the quality initiative.

The role of the human resources department in the quality effort is subject to
much debate. Some researchers do not think that HR should lead the quality effort
because staff groups rarely lead any key strategic initiative successfully. Ed
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Lawler, professor at the Center for Effective Organizations at the University of
Southern California in Los Angeles, believes that line management should lead the
effort, but HR has to be involved as a partner from the beginning. In the early
stages of the quality effort at Xerox, one of the pioneers of total quality manage-
ment, the decision was made to exclude the human resources department. Previ-
ously, HR had managed all cultural change strategies and management felt that if
HR led the quality effort, it would be perceived as just another flavor of the month.
Instead, line managers and vice presidents carried the quality torch. It wasn’t long,
however, before Xerox managers realized they had made a mistake. The company
had to align its HR systems with its quality goals for the effort to be successful.
Xerox invited the HR department to the table and asked HR professionals to share,
among other things, their expertise in training, rewards, and recognition.’’ Regard-
less of the approach, the HR manager should be involved in the process and there
is evidence to indicate that HR’s role is increasing.’®

Unfortunately, not all change efforts are working. In fact, many of them are
coming under fire. Consider this example. After $700,000 and 18 months of
analysis, meetings, and recommendations, a midwestern company suspended its
TQM efforts. Its CEO actively supported the process, trained the employees, par-
ticipated in the quality council, and surveyed customers and employees, yet con-
cluded that he had missed the boat. Business was flat, the market share was
unmoved, and employee morale was back where it once was. Although he could
point to some process improvements, the payoff was illusive.* The Wall Street
Journal reported that two-thirds of all quality improvement efforts ultimately fail
because organizations simply do not understand what quality means or how to
attain it.¥

Regardless of the outcome of TQM and organizational change programs in the
workplace, three important conclusions emerge:

B The process continues to expand to all types of businesses. There has been sig-
nificant growth in its application to government and nonprofit organizations.

B The role of human resources continues to increase with the implementation
of these programs. More HR departments are driving the TQM process and
other change programs in their organizations.

B The greatest challenge is to continue to reap the initial results achieved in
the early stages of implementation. The process of continuous improvement
must produce results on a long-term basis.

The third conclusion provides a challenge for HR professionals. They must be
poised to make the most of the process. A strong measurement and evaluation
process is essential in every program implementation and may be the most impor-
tant ingredient to the program’s success.*!
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Improvement in Productivity

During the decade of the 1980s, the United States struggled to understand the
erosion of its position as the world’s economic power. International competition,
particularly from the Far East, made deep inroads into the steel, automobile, elec-
tronics, rubber, and other industrial segments of the United States. Declining pro-
ductivity was singled out as the root of the competition problem. This conclusion
has led to a profusion of productivity improvement programs emphasizing issues
such as participative management, commitment to excellence, empowerment,
self-directed work teams, innovation, value added programs, entrepreneurship.
automation, and Japanese management techniques.

With the consensus that there is a productivity problem in the United States
economy, American management’s interest in productivity reached dramatic pro-
portions. So much has been said and written about the problem that many orga-
nizations joined the effort to reverse this trend simply because it appeared to be
the thing to do. An important part of this trend is the increasing role of the HR
function in productivity improvement programs. The HR department now plays
a vital role in initiating, implementing, monitoring, and evaluating these pro-
grams. The role and impact of the HR function on productivity improvement are
underscored by examining the causes of productivity problems, the barriers to
improvements in productivity, and the elements necessary for a successful pro-
ductivity improvement program. At the top of almost any HR practitioner’s list of
critical issues are those relating to competitiveness or productivity.*?

The types of productivity improvement programs vary considerably. Some are
strictly based on pay-for-improved productivity while some integrate cost sav-
ings, incentives, and participation. Others provide nonfinancial incentives, such
as time oft for improvements in productivity. Some plans operate on improve-
ments in productivity based on changes in management style and philosophy to
encourage participation in the workforce and the empowerment of employees.
Still other programs will rely strictly on behavioral concepts, such as organiza-
tional behavior modification, to realize important productivity improvements. It
appears that productivity improvements can be linked to almost any organiza-
tional variable.** Productivity improvement programs have spread through all
types of settings including nonprofit and government organizations. One report
shows that the productivity growth rate of the federal government is slightly
ahead of the private sector.

The important aspect about productivity is that, before it can be effectively
improved. it must be measured. and this is where the HR function is actively
involved. Measurement can be accomplished by isolating output by division.
department, work team or by individual. The cost that went into producing the
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output has to be determined including labor and capital costs. Using a previous
year as a baseline period, the HR manager must compare the current year figures
with those of the previous years.*’ Standard productivity reporting methods must
be integrated with generally accepted financial reporting practices. Actual pro-
ductivity results should be included in regularly published financial and opera-
tional reports and should be an integral part of the goal setting and budgeting
process in any business.

Some observers question the motivation and work ethic of the U.S. worker.
Critics point to the declining role of work in the U.S. coupled with the rising
demands for more feisure time. Many firms, however, proudly point to their pro-
ductivity increases and claim that increases are due to employees working
smarter, not harder.*® The most powerful tools for productivity improvement
often lie within management control, but the tools have to be applied consistent-
ly and within the framework of an overall strategy for performance improvement.
Many HR programs are designed to improve productivity or performance. Train-
ing, compensation, motivational programs, employee relations practices, and
organization development usually focus on performance improvement. A com-
bined strategy must coordinate all the elements of human resource management.

Successful stories are reported regularly in the press. Consider an
IMPROSHARE plan for example in which workers are essentially paid bonuses
equal to % of any increase in productivity. A study of its use in manufacturing firms
found that defect and downtime rates feil by 23 percent in the first year of its intro-
duction. In the median firm, the overall increase in productivity was more than 5
percent in the first three months and more than 15 percent by the third year. By
comparison, productivity increased by only 2 percent, on average, in these manu-
facturing sectors as a whole.*’ Improvement in productivity results from all types
of HR programs. Consider for example, a program at Xerox where changes in
work schedules produced impressive results. Xerox found its rigid 8:00 to 5:00
work schedule created stress among the employees and difficulties for employees
who needed more flexibility with child care and family problems. When Xerox
announced that employees could determine their own hours, they obtained some
interesting results. Ten months after the announcement, about % the employees
chose new starting times or compressed work weeks, while continuing to cover the
work. Absences fell by /4, teamwork improved, and surveys show that morale rose.
Other companies such as GTE, Stride Rite Corporation, and Chicago’s Harris
Bank have reported similar results. In fact, GTE managers are constantly astound-
ed at the creativity employees bring to make nontraditiona! arrangements work.*®

From all indications, it appears that the HR function will continue to play an
integral part in productivity improvement efforts. In addition, because of their
impact on the organization's bottom line, productivity improvement programs
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provide a means for the HR function to make a significant contribution to over-
all organizational effectiveness.

Adoption of Human Resources Strategies

Perhaps one of the most intriguing trends in recent years is the adoption of HR
strategies by organizations. Strategic planning is critical to an organization’s
growth and prosperity when it attempts to gain or retain a competitive advantage.
The growing importance has significant implications for both corporate strategy
and HR management. The HR planning strategy is fundamental to measuring and
evaluating the contribution of HR toward organizational effectiveness. Because it
is tied to business success, it must be data based. While every planning process
involves many subjective and expert judgments, the more relevant facts and
information used, the greater the chances are that the plan will be appropriate,
realistic, and effective.

Human resource strategies are essentially plans and programs to address fun-
damental strategic issues related to human resource management. Randall Shuler
has defined strategic human resource management in this way:

Strategic human resource management is largely about integration and
adaptation. Its concern is to ensure that 1) human resources management is
fully integrated with the strategy and the strategic needs of the firm. 2) HR
policies are both across policy areas and across hierarchies, and 3) HR
practices are adjusted, accepted, and used by line managers and employees
as part of their everyday work.*

The importance of the human resource function to an organization’s strategy is
underscored by reviewing the overall functions of strategic planning. These
include periodic forward scanning, analysis based on longer time frame, commu-
nication about goals and resource allocation, framework for short-term plan eval-
uation and integration, institutionalizing longer term time horizons necessary for
investments, and decisional criteria for short-term decision making.® It is impos-
sible to address these critical issues without bringing in the human resources fac-
tor at each element of the process.

In the early development of strategic planning and strategic management, there
was little concern about the human resources function until the actual implemen-
tation began. Rarely was the human resource function brought into the planning
process. Now this is changing. Strategy and human resource planning are inte-
grated early in the process.’’ As shown in Table 1-3, there are several benefits of
integrating human resource planning with strategic planning, making it impera-
tive for this integration to be regularly pursued.’” This issue is so important that
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TABLE 1-3
BENEFITS OF INTEGRATING HUMAN RESOURCE PLANNING WITH
STRATEGIC PLANNING

I. Generates more diverse solutions to complex organizational problems.

2. Ensures constderation of human resources in organizational goal-setting
processes.

3. Ensures consideration of human resources in assessment of the organization’s
abilities to accomplish goals and implement strategies.

4. Reciprocal integration prevents strategy formulation based on personnel
rigidities/preferences.

5. Facilitates concurrent consideration of strategic plans and managerial
succession.

6. Ensures that a comprehensive measurement system is in place.

Source: Adapred from Greer, C. R. Strategy and Human Resources: A General Managerial Perspec-
tive. Englewood Cliffs: Prentice Hall, 1995.

some experts have suggested that the human resource manager be labeled Direc-
tor of People Strategy.>

Because of the importance of strategy in the success of firms and the critical
ingredient of human resources in the strategic plan, human resource managers are
finding themselves heavily involved in the strategic planning process. Because
strategy is related to the organizational goals, the ultimate opportunity to show
the contribution of human resources begins in the strategic planning arena.

Growing Use of Human Resources Information Systems

During the last decade, no trend has been more visible than the growing use of
computers in the HR function. Advancements in the computer and data process-
ing industry have expanded the use of HR information systems. These advances
allowed HR managers in all types and sizes of organizations to tap the capabili-
ties of computers. It is now possible to automate the HR function with a complete
information system for under $10.000. Powerful microcomputers are changing
the way managers and professionals work. In the early 1980s, there were only a
few dozen software programs for the HR field. Now there are over 600 micro-
based programs for personnel applications with more than 200 vendors.**

The vast capability of systems allows greater amounts of data to be analyzed.
monitored, and reported, and ultimately leads to more accurate measures of per-
formance at the organization, division, and department level. It is not uncommon
for typical data elements in a human resources information system (HRIS) to
include 150 variables on employees. These data represent a tremendous potential
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in developing measures, analyzing results, and reporting them to management.
This trend alone has a tremendous influence on the organization’s ability to mea-
sure the contribution of the HR function.>

With the tremendous pace of technological changes, this part of the HR func-
tion has changed more rapidly than any other element. There have been remark-
able advances in the way massive amounts of information are collected,
processed, and manipulated. As a result, the human resource function now pivots
on the capability of the information system. In the late 80s, it was the norm to
request information on a monthly basis and expect a week’s delay to generate that
information manually. Today, that information can be obtained instantly.

An effective HRIS system has altered senior management’s expectations of the
HR function. Because benefits and compensation costs represent huge invest-
ments with a major impact on the bottom line, senior management is keenly inter-
ested in HR costs and the ways to calculate and control them. Senior management
is becoming accustomed to calling on HRIS to generate data and conduct “what-
if” calculations and make projections. This information is needed on a timely
basis to make proactive decisions about business strategy. Historical information
is examined so that the organization can learn from past errors and successes.

It would be impossible to think of administering benefit and compensation pro-
grams without HRIS. It has become an important and essential tool for the human
resource function managing a growing database for the organization. While the
principal focus of HRIS in the past has been to keep records and analyze data in
a variety of ways, emerging applications now make it possible for HR functions
to accumulate and analyze data related to specific HR programs. Thus, the com-
puter in the HRIS system will become the principal tool to track and monitor data
to show the overall contribution of the human resource function.’

Reliance on Partnership Relationships

A final important trend related to the HR contribution is the movement toward,
and reliance on, partnership relationships in organizations. There is no doubt that
organizations change, particularly in the way they work internally. As part of this
rapid change, many HR professionals have aligned themselves with key man-
agers of functions in the organizations. In simple terms, the HR profession is des-
perately trying to collaborate with line management. HR executives have
watched their roles shift from the reactive to the proactive and now to the collab-
orative role where they work hand-in-hand with key managers in anticipating
problems and planning the strategic direction for the organization.”’

Building this relationship is not easy. It takes a tremendous amount of time and
a deliberate plan for HR managers. A critical ingredient to a partnership arrange-
ment is that the HR manager must be knowledgeable of the business and con-
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tribute to business decisions. Also, HR managers must take the time to develop
individual relationships; however, doing so takes precious time from other impor-
tant activities.”® But the investment can reap tremendous dividends, as many HR
managers have experienced. An important part of the partnership relationship is
convincing line management of the bottom-line contribution of HR. When line
managers see the contribution and understand it, they are less reluctant to enter a
partnership relationship. Because of the importance of this trend, it will be pre-
sented in more detail later.

THE IMPORTANCE OF THESE TRENDS

There are other important trends in HR such as global expansion, diversity
management, and the implementation of work teams; however, the unique feature
of the seven trends described here is that they are tightly integrated and are direct-
ly related to HR’s contribution to the organization’s bottom line. Changes in the
HR function in the last decade have focused more attention on these trends
because they have a significant impact on HR’s ability to improve organization-
al performance. Clearly, the human resources function has taken on new dimen-
sions and has become a valuable business partner in any organization. Still, there
is much progress to be made. Increased concern for HR accountability has sur-
faced, and top management, as well as the other constituencies served by the HR
function, are expecting significant contributions from human resources. It
appears that the HR function must meet this demand with new and improved
measurement and evaluation strategies.

CHALLENGES

The seven trends presented here set the stage for the development of concrete
links between HR performance and organizational performance. Three important
challenges are identified:

B The human resources function should be integrated into the strategic
planning and operational framework of the organization. It is essential
that human resources become involved in the overall strategic direction of
the organization. Also, it must be an active participant in the organization’s
operational planning. Otherwise, the important link between human
resources and the organization’s bottom line will not be clearly identified nor
fully realized. It is no longer acceptable for organizations to develop strate-
gic plans without considering all the ramifications of the employee costs or
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the potential contribution of employees to strategic initiatives. HR must be
an integral part of the planning and not an add-on part of the process.

B The human resources staff must build relationships with other key man-
agers in the organization, with a particular focus on the line organiza-
tion. The line function has a responsibility for achieving major organization-
al goals, and it must have the support of the HR department to achieve those
goals. In many cases the extent of the combined contribution of the line orga-
nization and the HR staff depends on the quality of their relationship. The
challenge is for the HR staff to refine and improve this relationship.

M The HR staff must improve techniques and processes in order to mea-
sure the effectiveness of the function. This important challenge is rela-
tively new to the field. For too many years the cost of human resources has
been recognized and not chalienged. Employee contributions have been
forced, not inspired, and organizations are now faced with the conse-
quences. Programs have been added, but the return on the investment has
not been developed. The HR staff must implement specific processes appro-
priate for the organization to measure the contribution. The remainder of
this book will focus on these three challenges with a particular emphasis on
the second and third challenges.

PARADIGM SHIFTS

Many HR managers are inadequately prepared to make the shift from tradi-
tional HR function to a more results-based approach demanded in today’s envi-
ronment. As depicted in Table 1-4, the movement represents a significant para-
digm shift for the HR manager and staff. In the traditional approach, new
programs were initiated by request or suggestion from any significant manager or
group. This led to a tremendous proliferation of programs, often too many to
manage effectively. The new approach requires the HR staff to initiate programs
only after a legitimate need is established and to focus its effort on a manageable
number of programs that have a significant impact in the organization. In the tra-
ditional approach, existing programs were rarely, if ever. eliminated. Once estab-
lished, they appeared to be set in concrete. The new approach means that there is
a systematic review and adjustment of programs. If one is no longer needed, or if
it is not making a contribution, then it has to be eliminated.

The basis of accountability has shifted significantly. In the traditional approach,
activities, such as number of programs, hours of involvement, and the number of
participants. are counted. In the results-based approach, specific measures of con-
tribution are developed for each program. In the traditional approach, limited
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TABLE 1-4
PARADIGM SHIFTS NECESSARY FOR A RESULTS-BASED APPROACH

TRADITIONAL APPROACH

RESULTS-BASED APPROACH

New programs initiated by request or
suggestion of any significant manager
or group.

A multitude of programs in all areas.

Existing programs are rarely, if ever,
eliminated or changed.

Count activities, hours of involvement,
number of employees involved, etc.
Limited management involvement in
the HR process.

HR viewed as cost center.

HR staff unfamiliar with operations
issues.

HR statf lack knowledge of finance
and business concepts.

New programs initiated only after a
legitimate need is established.

Fewer programs with greater opportu-
nity to make an impact.

Existing programs are regularly reviewed
and eliminated when necessary.
Measure the impact of programs on the
organization.

Extensive involvement and collabora-
tion with management.

HR is viewed as an investment in
employees.

HR staff very knowledgeable about
operations issues.

HR staff versed in basic finance and
business concepts.

opportunities for management involvement in the HR process were possible. Both
sides seemed to be comfortable with this arrangement. Relationships were not very
productive. In the results-based approach, there is extensive involvement and col-
laboration with management, particularly at the middle and upper management
levels. In the traditional approach, HR is viewed as a cost center and it is reported
as such in all company documents. In a resuits-based approach, HR is viewed as
an investment in employees. Some programs are undertaken to actually enhance
the organization and thus produce a return on the investment.

In the traditional approach, the HR staff is unfamiliar with the basic issues,
goals, and concerns of the operations of the organization. They also lack the
knowledge of basic business and finance concepts. The results-based approach
requires the staff to be knowledgeable in all of the key operational areas of the
business and be versed in the basic finance and accounting concepts.

This is a tremendous shift for many HR managers who still cling to the tradi-
tional mode of operation. All the evidence in this chapter underscores the critical
need to make this shift to the results-based approach.
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CONCLUSION: PAYOFF OF MEASURING
THE HR CONTRIBUTION

This chapter described an important movement toward accountability in the
HR field. Central to this movement is the increased attention to the measurement
and evaluation of HR. At least six important payoffs will result from a more for-
mal approach to evaluation.>® These payoffs are as follows:

H Evaluation makes good economic sense. Every HR program should pro-
vide an appropriate return on the investment. It makes good business sense
to show a program’s worth by providing convincing evidence that can only
be obtained through a formal measurement and evaluation process.
Accountability is a basic business principle.

H Evaluation shows proof of results. The HR staff need to see the results of
their efforts. The staff should know how well they are performing, and man-
agement must see how well the function is progressing. This is difficult to
accomplish without a formal approach to measurement and evaluation.

B Results from evaluation encourage the HR staff to focus on important
activities. Evaluation brings into focus those activities that will make a dif-
ference in the contribution to organizational effectiveness. When program
outcomes are tied to a bottom-line contribution. the HR staff can identify
which programs have the most impact and concentrate on them. Otherwise,
the HR staff may devote too much time on activities that may have little
impact on organization success, wasting time and financial resources.

H Data collected for evaluation isolate the causes of problems. The HR
staff often focuses on problem areas and implements new programs and
policies to solve those problems. Sometimes they may attempt to solve
problems that are beyond the scope of HR. A formal measurement and eval-
uation effort provides data necessary to clearly identify the causes of prob-
lems and to measure progress toward problem resolution when the problem
can be corrected by HR.

M Results from measurement and evaluation can lead to additional
resources. As the HR function continues to make contributions, additional
resources are needed for new programs, services, and policies. One of the
most effective ways to justify additional resources is to show the results
from previous programs through the evaluation process.

M Evaluation increases personal satisfaction and position. An important
sense of personal satisfaction comes from seeing the results of one’s work.
Evaluation allows the HR staff to judge their success much the same way as
production or sales employees view their output. This not only increases per-
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sonal satisfaction, but it can increase the influence and respect enjoyed by the
HR function. As the function’s importance grows from positive contributions,
its influence will grow as well as the personal position of HR employees.

Together, these important payotfs should provide the incentive for HR depart-
ments and HR executives to pursue an ambitious, formal program of measurement
and evaluation. To do otherwise. may lead to disappointment and frustration.

A SELF-ASSESSMENT TooOL

Evaluating the HR function and specific HR programs involves more than
developing performance measures and administering evaluation instruments. It is
a results-based philosophy that the organization must adopt at ali levels if evalu-
ation efforts are to be effective. Assessing current attitudes about measurement
and evaluation in the organization poses difficult problems for HR practitioners.
The instrument shown in Table -5 has been developed to assess the current sta-

Text cominued on page 28

TABLE 1-5
How RESULTS-BASED ARE YOUR HUMAN RESOURCES PROGRAMS?
A QUICK CHECK FOR THE HUMAN RESOURCES MANAGER

Select the response that best describes the situation in your organization and
circle the letter preceding the response. See Appendix | for scores.

1. Performance measurements have been developed and are used to deter-
mine the effectiveness of:
A. All human resources (HR) functions.
B. Approximately half of the HR functions.
C. At least one HR tunction.

2. Major organizational decisions are:
A. Usually made with input from the HR function.
B. Usually made without input from the HR function.
C. Always made with input from the HR function.

3. The return on the investment in HR is measured primarily by:
A. Intuition and perception by senior executives.
B. Observations by management and reactions from participants and users.
C. Improvements in productivity, cost savings, quality, etc.

{eontinued on next page)
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TABLE 1-5 CONTINUED

How RESULTS-BASED ARE YOUR HUMAN RESOURCES PROGRAMS?

A QUICK CHECK FOR THE HUMAN RESOURCES MANAGER

4. The concern for the method of evaluation in the design and implementation

10.

of HR programs occurs:

A. Before a program is developed.

B. After a program is implemented.

C. After a program is developed but before it’s implemented.

. New HR programs without some formal method of measurement and eval-

uation are:

A. Never implemented.

B. Regularly implemented.
C. Occasionally implemented.

. The costs of specific HR programs are:

A. Estimated when the programs are implemented.
B. Never calculated.
C. Continuously monitored.

. The costs of absenteeism, turnover, and sick leave for the organization are:

A. Routinely calculated and monitored.
B. Occasionally calculated to identify problem areas.
C. Not determined.

. Cost/benefit comparisons of HR programs are:

A. Never developed.
B. Occasionally developed.
C. Frequently developed.

. In an economic downturn, the HR function will be:

A. Retained at the same staffing level, unless the downturn is lengthy.
B. The first to have its staff reduced.
C. Untouched in staff reductions and possibly beefed up.

The cost of current or proposed employee benefits are:

A. Regularly calculated and compared to national, industry, and local data.
B. Occasionally estimated when there is concern about operating expenses.
C. Not calculated, except for required quarterly and annual reports.

(continued on next page}
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TABLE 1-5 CONTINUED
HOwW RESULTS-BASED ARE YOUR HUMAN RESQURCES PROGRAMS?
A QUICK CHECK FOR THE HUMAN RESOURCES MANAGER

1. The chief executive officer (CEQ) interfaces with the senior HR officer
A. Infrequently. it is a delegated responsibility.
B. Occasionally, when there is a pressing need.
C. Frequently to know what’s going on and to provide support.

12. On the organizational chart, the top HR manager:
A. Reports directly to the CEO.
B. Is more than two levels removed from the CEO.
C. Is two levels below the CEO.

13. Line management involvement in implementing HR programs is:
A. Limited to a few programs in their area of expertise.
B. Nil; only HR specialists are involved in implementing programs.
C. Significant; most of the programs are implemented through line managers.

14. The HR staff involvement in measurement and evaluation consists of:

A. No specific responsibilities in measurement and evaluation with no formal
training in evaluation methods.

B. Partial responsibilities for measurement and evaluation, with some formal
training in evaluation methods.

C. Complete responsibilities for measurement and evaluation, even when
some are devoted full time to the efforts; all staff members have been
trained in evaluation methods.

15. Human resources development (HRD) efforts consist of:
A. Full array of courses designed to meet individuals’ needs.
B. Usually one-shot, seminar-type approaches.
C. A variety of education and training programs implemented to improve or
change the organization.

16. When an employee participates in an HR program, his or her supervisor
usually:
A. Asks questions about the program and encourages the use of program
materials.
B. Requires use of the program material and uses positive rewards when the
employee meets program objectives.
C. Makes no reference to the program.

(continued on next puge)
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TABLE 1-5 CONTINUED
How RESULTS-BASED ARE YOUR HUMAN RESOURCES PROGRAMS?
A QUICK CHECK FOR THE HUMAN RESOURCES MANAGER

17. Pay-for-performance programs (bonuses, incentive plans, etc.):
A. Exist for a few key employees.
B. Are developed for all line employees.
C. Are developed for most employees, line and staff.

18. Productivity improvement, cost reduction or quality of work life programs are:
A. Not seriously considered in the organization.
B. Under consideration at the present time.
C. Implemented with good results.

19. The results of HR programs are communicated:
A. Occasionally, to members of management only.
B. Routinely, to a variety of selected target audiences.
C. As requested, to those who have a need to know.

20. With the present HR staff and management’s attitude toward results. the HR
function’s impact on profit can:
A. Be estimated but probably at a significant cost.
B. Be estimated (or is being estimated) with little additional cost.
C. Never be assessed.

Note: An earlier version of this instrument was first published in Phillips, J. J. “How Does Your HR
Department Rate? A Self Test.” The Human Resources Professional Vol. 1. No. 6, Sept./Oct.
1989, pp. 12-17.

Text continued from page 25

tus of measurement and evaluation efforts and measure progress in the future.
The instrument examines 20 issues related to a results-based philosophy that
should help organizations assess the extent of success of their HR programs. It
should also provide a means to compare one organization’s efforts to another. The
instrument is appropriate for all professional HR staff members. although the tar-
get audience is the individual responsible for the function. Responses should be
candid and anonymous. After responding to all statements, the instrument should
be scored using the guidelines provided in Appendix 1. The rationale for deter-
mining the correct responses is briefly outlined, and an interpretation of scores is
also presented. Completing and scoring the instrument is usually an enlightening
exercise that could alter the approach to program implementation.
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CHAPTER TWO

Measuring the
HR Contribution: A
Survey of Approaches

The concern for the contribution of the HR function dates back to the 1920s
when personnel research set the stage for the development of measures of the func-
tion’s activities and performance. In the 1940s and 1950s, about the time the func-
tion became a legitimate and essential part of organizations, practitioners and
researchers began to explore ways of measuring its contribution. In the years that
followed, HR practitioners wrestled with this difficult problem. By the late 1970s,
evaluation became a part of some HR departments. Considerable advancements in
measurement and evaluation took place in the 1980s, but it is still far from being
widely practiced. The decade of the 1990s is seeing tremendous growth in this area.

A milestone was achieved when the Society of Human Resources Management
(SHRM) in the early 1980s identified the evaluation process as one of the ten spe-
cialty areas of the HR field. By being classified in this way, the specialty areas of
review, audit, and research are considered major functions of human resources
along with such functions as training and development, staffing, compensation,
and labor relations.

3
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There is little question that the HR function, which includes a variety of activ-
ities, should be evaluated in some way and linked to the success of the organiza-
tion. The difficulty in doing this lies in selecting the right combination of
approaches to develop an adequate evaluation system. The approaches are varied,
with some clearly more effective than others. The trends outlined in Chapter |
presented an overview of these strategies. This chapter describes twelve
approaches that have been used to evaluate the HR function. Each one is pre-
sented separately, although there is overlap in the techniques, processes, and
focus of some approaches.

SURVEYS

Several organizations use attitude of climate surveys to evaluate the eftective-
ness of their HR department. These surveys attempt to link employee attitudes to
the organizational performance. For example, Federal Express created a fully
automated survey program in 1993 and considers it a key ingredient in the com-
pany’s success.! Another study designed to determine the impact of surveys on an
organization compared the use of employee surveys with the profitability of the
company. As expected, those organizations responding as more profitable than
most of the industry were high users of employee surveys. On the other hand,
those organizations describing themselves as less profitable rarely used surveys.’

A major study conducted by the Hay Group examined the attitudes of employ-
ees in two groups of companies, high performers and low performers, based on
performance data such as revenue and asset growth. Not surprisingly. in the high-
er performing companies, the attitudes of employees were more favorable.’ The
cause and effect of this relationship is not completely clear, but suggests that
either positive attitudes could have enhanced organizational performance or the
environment of a successful organization could have created positive attitude.

Some organizations have taken surveys a step further and have developed a
Human Resources Index (HRI) that enables an organization to compare its
progress over time and with other organizations. The Mayflower group, which
consists of over 30 companies including Xerox, General Electric, IBM, and Pru-
dential Insurance, have done pioneering work in cross-organizational exchange
of attitudinal data.* According to its developer, the HRI is proven to be effective
in many organizations for measuring attitudes, overall satisfaction, and commit-
ment to organizational goals as well as pinpointing trouble spots and issues
requiring concentrated efforts. One flaw with the use of this index is in the valid-
ity of its questionnaire. It was not possible to determine predictive validity
through correlation with a criterion measure. Although this method of evaluation
is intriguing and its developer claims that it represents the proven connection
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between people and profits, there is little evidence of any direct connection with
organizational performance.

HR REPUTATION

Some HR professionals suggest that the effectiveness of the HR function
should be judged by the feedback from those it is designed to serve, often referred
to as constituencies or clients. Constituencies depend on, or exert control over,
the HR function. Proponents of this approach argue that effectiveness is a value
judgment. Even objective criteria are only one step removed from subjectivity.
Someone has to determine what level of objective performance is considered
effective and what level is considered ineffective. For these proponents, it is more
important to measure the perception of the function in the mind of constituents.’
After conducting three major studies on this approach, one researcher found some
evidence, although moderate, to suggest that HR effectiveness, as perceived by
constituents, is positively related to overall organizational performance.®

Another major study focusing on the constituency or reputational approach
was sponsored by IBM. In this study, 785 opinion leaders, presumed to have well
informed perspectives of current HR practices, were interviewed. Among those
included were corporate officers, HR executives, faculty members, placement
directors, leading consultants, and disseminators of business information.” Col-
lectively. they determined what they perceived to be effective HR policies and
practices. They were asked to rate the importance of 25 specific factors that they
might use in judging the overall effectiveness of an organization’s HR policies
and practices. The factors rated as most important by these experts were:

Bl open communication

B high-performance standards

B rewards to employees based on performance

B effective use of employee skills and abilities

B cncouragement of employee participation in work decisions
B advancement opportunities

B identification and development of high potential managers.

It is important that the HR function is perceived as effective and its clients and
users are satisfied. However, there is little concrete evidence of a relationship
between levels of satisfaction among constituencies and overall organizational
performance. This process ignores HR outcomes that may have a direct impact
on the bottom line.
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HUMAN RESOURCES ACCOUNTING

A somewhat novel approach to evaluation, which gained popularity in the late
1960s and early 1970s, is Human Resources Accounting (HRA). Although its inter-
est seemed to diminish in the early 1980s, it has recently obtained renewed empha-
sis. This concept attempts to place a value on employees as assets in an organiza-
tion and to measure improvements or changes in these values using standard
accounting principles. HRA was originally defined as the process of identifying,
measuring, and communicating information about human resources to facilitate
effective management within an organization.? It is an extension of the accounting
principles of matching cost and revenues and of organizing data to communicate
relevant information in financial terms. With HRA, human resources are viewed as
assets or investments of the organization. Methods of measuring these assets are
similar to those for measuring other assets. However, the process inctudes the con-
cept of accounting for the condition of human capabilities and their value as pro-
vided by the measurement tools of the behavioral sciences.

From a practical standpoint, the concept is very sound. Consider, for example,
a large consulting firm where the quality of service lies in the strengths and capa-
bilities of the consulting staff. If, at one point in time, 30 percent of the consult-
ing staff resigned, a tremendous drain on the organization as well as a devalua-
tion of its assets would result. However, in standard accounting principles. the
exit of the consulting staff would not be taken into consideration. The human
resources accounting process attempts to show the value of these human assets.
HR literature records many case studies of organizations, ranging from manufac-
turing firms to professional baseball teams, that have used this concept. The
Upjohn Company for example, uses HRA principles to measure and forecast the
return on its investment in people.

HRA is not without its share of critics. The concept developed very slowly, pri-
marily because of controversies surrounding three important questions: are
human beings assets, what costs should be capitalized, and what methods are
most appropriate for establishing a value for employees with the eventual alloca-
tion of such value to expense. There are legitimate problems concerning the con-
cept that employees can be owned or controlled by an organization, which is a
prerequisite for defining them as assets. Many professionals question the source
of the information provided by HRA, particularly when it is measured against the
cost involved in developing an adequate and equitable system.’

Because of its negative image, the potential users of HRA (HR managers) have
not realized the many possible uses of this concept and have not pressed account-
ing professionals to join them in developing this potentially useful idea. Promis-
ing signs indicate that many corporations will begin listing the financial value of
their human assets on the balance sheet, and that action can lead to benefits that
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greatly outweigh the cost of implementing an HRA system.'” The U.S. Depart-
ment of Labor is also encouraging changes to accounting rules to allow compa-
nies to treat training expenditures as investments rather than expenses. "

In the context of measuring the HR contribution, HRA does not focus on the
performance of the HR function but instead reflects the value and contribution of
all employees. Thus, it falls short in linking HR performance to organizational
performance.

HR AUDITING

A human resources audit is an investigative, analytical, and comparative
process that attempts to reflect the effectiveness of the HR function. It undertakes
a systematic search that gathers, compiles, and analyzes data in depth for an
extended peniod, frequently a year, instead of with daily formal and informal
reports. The use of HR audits has increased significantly. One reason for this is a
commitment to moving the HR function from service to the strategic arena.'?

HR auditing is an extension of traditional auditing, which until recent years was
limited to the financial practices of the organization. There has been a tremendous
expansion in the extent, scope, and types of information being audited. In addition
to human resources, auditing has now moved into production, operations, sales,
quality, data processing, and engineering. It has become a critical analytical tool to
assess how well—or how poorly—an activity is performed. HR auditing provides
the necessary baseline data so that actions can be taken to improve HR perfor-
mance. The scope of the HR audit is increasing. A survey of 200 HR profession-
als yielded 16 categories to be measured, as shown in Table 2-1."3

A variety of methods can be used to conduct audits including interviews, sur-
veys, observations, or a combination of these. The survey is the most preferred

TABLE 2-1
HR AUDITING CATEGORIES

B Department Mission B Compensation

B Department Organization M Human Resources Planning

W Department Personnel B Organizational Planning and Development
B Labor Relations B Equal Employment Opportunity

B Recruitment and Selection B Safety

# Training and Development M Security

B Employee Relations B Facilities

B Employee Benefits B Documentation

Source: McComnell. J. H. “How Are You Doing? Designing an Audit of the HR Function.” Human
Resources Professional. March/April 1989, pp. 61-64.
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approach. In a typical audit, several questions would be developed for each cate-
gory in Table 2-1.

In some cases, HR audits focus on the efficiency of internal functions. These
functions include the types of activities or processes performed by the HR depart-
ment and the degree of efficiency in administering those activities. Examples of
internal efficiency measures include items such as the number of counseling ses-
sions conducted, the length of time to fill job vacancies, and the number of com-
plaints from employees. Although these are important activities that need to be
monitored and addressed, there is no assurance that performing these functions
efficiently will increase the overall contribution to the organization.

The major difficulty with auditing is that there is little direct connection
between the information in the audit and the overall effectiveness of the organi-
zation. Auditing is an important process that can help to improve the efficiency
of the HR function and ensure that all components of an effective HR program
are in place and fully functioning. In short, it is essential and important, yet falls
short of a valid approach to measuring the contribution of the function.

HR CASE STUDIES

Another attractive approach to evaluation is to examine the success of individ-
ual programs, policies, or practices and report the results of these successes to
selected audiences. For example, an organization may report outstanding results
with a physical fitness program and may summarize the program in case study for-
mat for distribution to all key managers. Another company may describe a suc-
cessful labor-management participation program in a booklet for all employees.

Success cases have significant value and can be presented with little cost. Also,
this approach can be used to gain support for HR and help justify additional
resources for the function. Case studies are developed using data on HR perfor-
mance, reaction from individuals, or interviews with participants involved in HR
programs or services. Interviews coupled with actual results create very convinc-
ing case studies. One of the most successful efforts to use the case study approach
to show HR contribution is a new publication of the American Society for Train-
ing and Development.'*

The case study approach as an evaluation process has some weaknesses. It does
not represent a balance of the performance of the HR function or a program, but
instead provides some evidence that certain programs are successful. It usually
does not represent an ongoing evaluation of any particular program or the over-
all function, only a one-shot examination. Also, it is often subjectively based and
a program’s success is usually judged by those participating in the interview,
completing the questionnaire, or providing other input. Quantitative data are not



MEASURING THE HR CONTRIBUTION: A SURVEY OF APPROACHES 39

always a part of these studies. However, even with its weaknesses, the success
case approach should be an important part of an organization’s overall measure-
ment and evaluation program.

HR CoOosT MONITORING

While most executives are aware of the total cost of payroll and benefits, they
do not understand that changes in HR practices can result in a tremendous
increase in costs. One approach to evaluate HR performance is to develop HR
costs and use them in comparisons with cost standards. Some organizations com-
pare these costs with other internal costs; however, these comparisons could pos-
sibly reinforce complacency. Comparisons with other, similar organizations may
be more effective.

Data on HR costs per employee represent a common measure that was actual-
ly calculated and reported more than 50 years ago. The Bureau of National
Affairs and other organizations regularly reports HR costs per employee and as a
percent of both payroll and company budget. In one important project, the Sarato-
ga Institute developed standards for key measures and costs that allow organiza-
tions to compare their performance with others.'”> Some common HR costs
include training costs per employee, benefits costs as a percent of payroll, and
compensation costs. Table 2-2 shows a typical listing of HR costs monitored by
organizations.

TABLE 2-2
TYPICAL HR COSTS MONITORED BY ORGANIZATIONS

Employment Fair Employment
W Cost Per Hire B Cost Per Complaint
B Orientation Cost Bl Cost of Litigation
Training and Development Labor Relations
B Cost Per Employee B Cost Per Grievance
H Total Cost as a Percent of Payroll B Cost of Work Stoppages
Compensation Safety and Health
B Compensation Expense as a Percent Wl Accident Costs
of Operating Expense B Costs of Citations/Fines
B Total Compensation Costs
Benefits Overall HR
M Benefits Costs as a Percent of B HR Costs as a Percent of Operating
Payroll Expenses

W Health Care Costs Per Employee B Turnover Costs
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This process does have its weaknesses. Tracking costs alone is no assurance of
a direct link with organizational performance. Also, while cost comparisons are
helpful, standard HR cost data are not yet available. From a practical approach,
HR cost monitoring is necessary as input for other approaches to evaluation. For
example, in the benefits/costs analysis, HR cost data are required for comparisons.

COMPETITIVE BENCHMARKING

A few organizations developed key measures that represent the output of the
HR function. The measures are compared to measures from other organizations
that are regarded as having the best industry practices. This process is known as
competitive benchmarking. Benchmarking began as an important development in
the American quality movement and examples of companies using benchmarking
include such competitive giants as Xerox, Motorola, Kodak, Milliken, and Texas
Instruments. These companies have used benchmarking as an important vehicle
for improving their internal processes while improving quality and reducing
costs. Despite the surge of interest in the process, few companies know what they
are doing when they undertake a benchmarking study. To some managers, even
in the human resources area, benchmarking just means a process similar to indus-
trial tourism where a department or a few executives make superficial plant vis-
its 10 assure themselves and others that they are par with the host company.'®
Other managers take the process more seriously and view it as a learning process
that can improve overall HR effectiveness.

While benchmarking has proven successful in quality and other areas, it has
been slow to develop with the human resources function. Benchmarking data are
often collected in an organizational-wide project. However, if benchmarking is to
be used to improve the HR process, a separate HR benchmarking study should be
implemented. Although the process shows great promise, there are many hazards
along the way. Because of this, a later chapter provides HR practitioners with a
step-by-step guide to implement a benchmarking project.

KEY INDICATORS

In some HR evaluation efforts, key measures are developed that reflect the
major efforts of the HR function. In some cases, these measures are linked to
organizational performance. The key indicators approach is perhaps the best
known and established method of HR evaluation. It uses a set of quantitative
measures such as the accident frequency rate, absenteeism rate, turnover rate, and
average time to fill requisitions, Table 2-3 shows the key indicators and gives two
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TABLE 2-3
SELECTED KEY INDICATORS USED IN HR EVALUATION
Employment Salary Administration
B Average days taken to fill open B Percentage of overtime hours in
requisitions straight time
B Ratio of offers made to number of B Ratio of average salary to midpoint
applicants by grade level
Equal Employment Opportunity Benefits
H Ratio of EEO grievances to B Percentage of sick leave to total pay
employee population Bl Average length of time taken to
W Minority representation by EEO process claims
categories
Training Work Environment/Safety
H Percentage of employees B Frequency/severity ratio of
completing training programs per accidents
job category B Ratio of OSHA citations to number
B Training hours per employee of employees
Employee Appraisal and Development Labor Relations
B Distribution of performance B Percentage of grievances settled
appraisal ratings B Average length of time to settle
B Reliability of appraisal ratings grievances
Careers Overall Effectiveness
M Ratio of promotions to number of B Turnover rate
employees H Absenteeism rate
B Average years/months between
promotions

Source: Adapted from Gomez-Mejia, L. R., Balkin, D. B.. and Cardy, R. L. Managing Human
Resources. Englewood Cliffs: Prentice Hall, 1995.

examples of each one.!” One study in a specific company developed three mea-
sures reflecting the HR department’s contribution:

B productivity, as reflected in cost
B quality, as reflected in repair rates
B employee relations, as reflected in absenteeism and suggestions'®

On a broader scale, another study assessed the effects of several variables on
organizational performance involving 25 manufacturing plants in one company.'?
The study linked the attitudinal climate, absenteeism rate, grievance rate. disci-
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plinary action rate, and overtime ratio to two measures of organizational perfor-
mance: direct labor efficiency and quality of product. Each measure was signifi-
cantly related to organizational performance except that absentee rate was not
related to the quality of product.

A major study, conducted by the U.S. Department of Labor, examined the
research on dozens of studies concerning high performance work practices.?’
These studies indicate a positive correlation between high performance work
practices and productivity and long-term financial performance. The evidence
shows that specific practices such as training, alternative pay systems, and
employee involvement are often associated with higher levels of productivity.
Industry studies show that these and other practices can have a greater impact
when implemented together in systems.

One problem that has hampered evaluation of the HR’s contribution to organi-
zational performance is the lack of appropriate databases. While it is sometimes
easy to examine one firm’s HR practices and compare them with organizational
success, it is difficult to secure consistent and standardized information across
several organizations. Fortunately, efforts are being taken to develop these data-
bases. Representatives from the Strategic Planning Institute, Hay Associates, and
the University of Michigan recognized the need to integrate strategy and organi-
zational practices into databases. These three partners formed a joint venture
called Organization and Strategic Information Service (OASIS). OASIS is
intended to provide business managers, strategic planners, HR specialists. and
organizational researchers with an improved and factual base for designing and
implementing strategies for business success. One problem with the use of
OASIS and other databases is the lack of extensive HR data.

Although this approach of tying key measures to organizational performance
seems to be sound, there is still little empirical evidence to show this direct con-
nection. Indeed this is an area that needs additional support, research, and study.

HR EFFECTIVENESS INDEX

A few organizations have attempted to develop a single composite index of
effectiveness for the HR function. One of the first examples of such an index was
developed and used by the General Electric Company in the 1950s.2! This
Employee Relations Index (ERI) was based on eight indicators selected from a
detailed study of employee behavior. Among the indicators were absenteeism,
initial dispensary visits, terminations, grievances, and work stoppages. The indi-
cators were combined by means of a multiple regression formula with the vari-
ables receiving different weights. Constants were added depending on the level
of the variable in a plant and for the particular plant or group in question. Accord-
ing to its users, the ERI was intended to help managers evaluate policies and prac-



MEASURING THE HR CONTRIBUTION: A SURVEY OF APPROACHES 4

tices, trace trends in employee relations, find trouble spots, perform human rela-
tions duties more effectively, and control personnel costs. Index values were
compared with plant profitability (ratio of net income before taxes to capital
investment). Although the plants with the higher ERI's were the more profitable
ones, the relationship was not statistically significant.

Another index attempt was the Human Resource Performance Index (HRPX)
that uses massive data banks made available by human resource systems.>’
According to its developer. the HRPX has been successfully used to evaluate HR
functions such as selection, compensation, development, and retention. No attempt
was made to validate this index against organizational performance. In selection,
the HRPX measures the effectiveness of college-recruiting activities in terms of
success of recruits within the company and their retention rates. Recruiting suc-
cess is measured by the annualized compensation growth. Because of its con-
struction and suggested use, this index raised more questions than it answered.

Another example is the Employee Relations Index (ERI) that was developed in
the late 1970s for use in an electric utility. The ERI provided a means to measure
the status of employee relations and compare one department with another. The
index contained weighted factors for measures such as absenteeism, turnover,
safety, grievances, complaints, and motor vehicle accidents. Apparently, no
attempts were made to relate the index to any organizational performance mea-
sures such as profitability or growth.

Atlantic Richfield Company (ARCO) developed a comprehensive index com-
posed of eight items and used to predict union activity, or in a unionized plant, to
predict a strike.?® The index items are shown in Table 2-4. For each measure, the
categories were established on a four-point scale. A score of 4 meant that the
human resource problems were pronounced. Another effort, a research project
funded by the Society for Human Resource Management, attempted to link the
presence of sophisticated HR practices with financial measures of an organiza-

TABLE 2-4
INDEX ITEMS

B Absentecism (Days)

B Absenteeism (Times)

B Scparations

H Visits to the Dispensary

M Disciplinary Actions

B Grievances

M Retirement Plan Enrollment

B Group Life Insurance Enrollment

Source: Miner, J. B. and Crane. D. P. Human Resource Management: The Strategic Perspective.
New York: HarperCollins College Publishers, 1993,
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tion’s performance. The ten areas are shown on Table 2-5.2% In addition to link-
ing these practices to financial performance, the researcher found these practices
have a dramatic effect on turnover and productivity.

TABLE 2-5
SOPHISTICATED HR PRACTICES LINKED TO FIRM PERFORMANCE

8 Employment tests for selection

Bl Formal performance appraisals

B Appraisals linked to compensation

B Participation in variable pay or company incentive plans
W Formal job analysis

M Nonentry jobs filled from inside the organization

M Access to a formal grievance procedure

B A formal information sharing program

H Attitude surveys

B Some form of labor/management cooperation

Source: Thornburg, L. “Yes, Virginia, HR Contributes 1o the Bottom Line,” HRMagazine. August
1994, pp. 62-63.

The most comprehensive study on this issue was recently conducted to develop
and test a Human Resources Effectiveness Index (HREI).?® The study, involving 71
organizations from eight industry segments, provided additional empirical evidence
of the relationship between HR performance and organizational effectiveness. Six
measures of HR department performance were identified for use in the study:

W HR expenses/total operating expenses

B total compensation/total operating expenses

BB total cost of benefits/total operating expenses

M training and development expenses/total employees
M absence rate

B turnover rate

The HREI represented a composite of the six measures and significant corre-
lations were developed with revenue/employees, assets/employee costs, operat-
ing income/employee costs, and operating income/stockholders’ equity (ROE).

An index is appealing because it is simple to compute and easy to understand.
The indices described here, as well as other indices such as the HRI described
earlier, have been useful for comparing one organization to another and can be
used for internal control and goal setting.
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HR MANAGEMENT BY OBJECTIVES

Perhaps the oldest approach to measuring HR performance is HR management
by objectives. Based on the assumption that the major emphasis of human
resources should be to improve performance on certain measures, an evaluation
process of measuring progress toward objectives gained popularity in the 1960s
because of the widespread use of management by objectives (MBO).?® With this
approach, the personnel department, as well as other departments, develops spe-
cific objectives and evaluates performance against those objectives. Typical
objectives in those early years included personnel budgets, grievances, accidents,
and turnover. The approach is still used by many organizations and is factored
into their budgeting or goal setting processes.

The objective-setting process uses the characteristics of all sound objectives and
must be measurable, dated, challenging, achievable, realistic, and understood by
all parties involved. Objectives are based on what management wants accom-
plished or what is perceived to be necessary to achieve an adequate level of per-
formance. Measures of turnover, absenteeism, job satisfaction, employee health,
and compensation expenses are quantifiable and could be potential objectives for
the HR function. However, these measures must be related to organization perfor-
mance in order to represent meaningful approaches to reflect the HR contribution.

HR PROFIT CENTERS

According to some researchers and practitioners, the ultimate approach to eval-
uation is the profit-center approach. This concept requires a shift from the tradi-
tional view of the HR department as an expense center in which costs are accu-
mulated to a view of HR as an investment that can achieve a bottom-line
contribution and, in some cases, actually operate as a profit center. Increases in
the investment in HR, through additional staff, programs, and resources, are
expected to improve the performance of the organization. This is an important
shift in the perception of the HR function.”’

With the profit-center arrangement, the HR department operates as a profit
center and charges the organization for the services and programs it offers. It
establishes competitive rates for services provided to users within the organiza-
tion. In some cases, outside firms may also compete with internal HR services.
Typical examples of programs or services “sold” to user organizations are train-
ing and development programs, benefits administration, recruiting, safety and
health programs, relocation programs, administration of compensation programs,
and the implementation of union avoidance programs.*®

The underlying premise of this approach is that user departments such as pro-
duction, operations, sales, and engineering are charged for the services of the HR
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department and in some cases, have the option of using external services in lieu
of those offered by the HR department. In effect, the HR department either makes
a profit, breaks even, or experiences a loss. Assuming the services are priced on
a competitive basis, the profit represents a financial return on the investment allo-
cated to the HR function.?

Adoption of this approach requires the HR department to become client-orient-
ed and quality conscious in delivering services and programs. Some organizations
have expanded this concept to include selling HR services to outside clients, thus
generating additional income for the organization. Control Data, Dupont, General
Motors, Xerox, and Westinghouse are only a few of the organizations now selling
their programs to the public. A profit-center approach to evaluation is in its embry-
onic stage of development but is generating considerable interest. It represents a
significant departure from the traditional HR management practices, and because
of this, it may never be fully implemented in most organizations.

RETURN ON INVESTMENT

An intriguing and probably most convincing approach to HR evaluation is to
compare the cost of HR programs to the benefits derived from them. On an indi-
vidual program basis, this has been used successfully in both the private sector
and the public scctor. In most cases, the cost of HR programs can be developed
or monitored. Although confusion sometimes exists concerning ways to allocate
specific costs, overall program costs can usually be pinpointed. The difficulty lies
in determining program benefits. In many cases, subjective input is used to assign
monetary values to benefits derived from programs, particularly for those bene-
fits that are intangible in nature. Consequently, this approach is sometimes avoid-
ed as an evaluation tool. However, there are some reliable techniques that can
generate accurate estimates that will be presented later.

While this approach may be effective with an individual program, it is difficult,
if not impossible, to evaluate the entire HR function with this approach. However,
many of those managers responsible for programs will not be satisfied with the
results achieved until benefits are compared with the costs. This approach should
be an integral part of an HR department’s effort to show its contribution. Because
of its importance, this concept is presented in more detail in later chapters.

SUMMARY

While there are many approaches to HR evaluation using a variety of tools and
based on a variety of assumptions, HR departments still have difficulty achieving
success with current approaches. Unfortunately. there are few success stories
about comprehensive HR evaluation programs that show the contribution of the
function. Many researchers question the quantitative approach to evaluation, sug-
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gesting that a return on investment in employees must be approached cautiously
and judiciously, and that any such return may be the result of activities initiated
by others than the HR staff. Some professionals even question the requirement of
bottom-line results from HR programs on the premise that it is not possible to iso-
late monetary benefits an organization may receive from an HR program.
Although there is an important trend toward HR accountability, a major problem
is that evaluation approaches have been unable to deliver what top management
and even HR practitioners want it to deliver: objective data showing the contri-
bution of the HR function to organizational effectiveness.

No one best way exists to evaluate the contribution of human resources. This
chapter presented twelve approaches, each with its specific advantages or disad-
vantages. Collectively, these approaches provide an array of useful tools to help
the HR department develop a comprehensive strategy to show its contribution.
Table 2-6 summarizes and compares these approaches. The measurement focus

TABLE 2-6
COMPARISON OF APPROACHES TO MEASURE THE HR CONTRIBUTION

MEASUREMENT RELATIVE RELATIVE VALUE

APPROACH Focus cosT OF INFORMATION

Surveys Attitudes/Perceptions ~ Moderate Moderate

HR Reputation Attitudes/Perceptions ~ Moderate Moderate

HR Accounting Value of Skills/ High Moderate
Capabilities

HR Auditing Efficiency/Existence of Low Low
Practices

HR Case Studies Qualitative Description Low Low
with Data

HR Cost Monitoring  Program/Function/ Low Low
Behavior Costs

Competitive Performance High High

Benchmarking Measures/Practices

HR Key Indicators Program/Function Moderate Moderate
Performance Measures

HR Effectiveness Multiple Key Indicators  High High

Index

HR Management by  Goal Setting for HR Low Moderate

Objectives Performance Measures

HR Profit Centers Profit Contribution of High High

Programs/Services
ROI Benefits vs. Costs High High
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describes the types of data collected and/or the focus of measurement. As the
table illustrates, a wide range of possibilities exists, from perceptions to hard data
involving monetary values. The relative cost category attempts to indicate the
cost of implementing the evaluation process, when it is implemented property.
Some approaches are very low cost, such as conducting an internal audit; where-
as others, such as the HR profit center, represent a tremendous investment. A final
comparison shows the relative value of the information ranging from low value,
such as the HR audit, to high value with the return on investment approach. The
approaches with high values deserve additional attention and are presented in
more detail in this book.

Although it is possible to use all the approaches to measure the contribution of
an HR department, such a comprehensive effort would be redundant, expensive,
and potentially confusing. A more realistic effort would be to select a few man-
ageable approaches shaped by top management’s expectations of the HR function.

From a business results viewpoint, those approaches that link HR performance
with organizational effectiveness or focus on benefits vs. costs comparison
appear the most credible and valid. However, successful efforts with these
approaches have been sparse, and the reactions have been mixed. There is an
important need to continue to develop and refine approaches that will create this
link. This book meets this challenge by providing techniques for the HR staff to
develop this critical link.
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Part Il
Developing a Results-Based Approach

CHAPTER THREE

Developing a Results-
Based Approach and
a New Model

Developing a results-based approach is more than developing and implement-
ing a new technique, instrument, or computer software program. It represents a
change in philosophy, with new understandings and attitudes, and a sharing of
responsibilities. This chapter focuses on the elements necessary to develop a
results-based approach. It begins the process by outlining specific purposes of
HR evaluation. It explores the various myths and barriers that can inhibit the
implementation process. The various levels of evaluation are presented as a use-
ful framework to develop an understanding of the process. The attitudes of the
HR team are discussed because they are so difficult to change. Various levels of
responsibility are clearly defined. Most importantly, the chapter presents a new
model for initiating, developing, and implementing programs along with a
detailed example. All of these elements are necessary for a results-based
approach to HR programs.



52 HUMAN RESOURCE CONTRIBUTION

THE OPPORTUNITY TO INFLUENCE
RESULTS

Although the statement, “People are the most important assets,” has been used
s0 often as to become a cliché, it still reflects the importance of human resources
to an organization. However, too many organizations simply pay lip service to the
statement. When asked about the potential for contribution from the human
resources function, almost every CEO provides glowing remarks about its impor-
tant impact on the organization, but few executives actually expiain this tremen-
dous impact in specific terms.

Figure 3-1 presents a simplistic view of this unique opportunity. The output of
the organization (depicted as total revenue divided by the total expense) is
derived from the product of the output volume times the unit price, divided by the
total input volume times the unit cost. This concept is useful for both manufac-
turing or service industries because output can be a product or service.!

Although this is a simplified portrayal, it illustrates an important point about
the HR function’s impact. For example, consider a manufacturing firm with four
essential functional components: sales and marketing, operations, finance and
accounting. and human resources. The sales and marketing function can have a
significant impact on output (in terms of the unit sales price and output volume).
It has little or no impact on the input portion of the formula. The operations func-
tion has a direct influence on output volumes, unit cost, and input volumes. The

SUBSTANTIAL LIMITED
TOTAL REVENUE | OUTPUT VOLUME UNIT PRICE
TOTAL EXPENSE INPUT VOLUME X “UNITCOsT
SOME SUBSTANTIAL

FIGURE 3-1. HUMAN RESOURCES’ OPPORTUNITY TO INFLUENCE.
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finance and accounting function has little effect on either the total revenue or
expense except for its ability to establish the controls and reporting requirements
that assist sales and operations to accomplish their missions. Human resources
can impact both the total revenue and total expense. It can have a significant
impact on output volume, both in sales and items produced, since HR programs
are often designed to improve productivity and output. HR has some impact on
the input volume through programs that improve employee recruiting practices.
HR can have a major impact on unit costs because many HR programs focus on
cost control and cost reduction. Costs are a fundamental measure of success of
many HR programs. As this brief analysis shows, the HR function has a tremen-
dous opportunity to influence the bottom line of an organization.

PURPOSES OF MEASUREMENT AND
EVALUATION

Evaluation is usually undertaken to improve the HR function or measure its
contribution to organizational effectiveness. However, there can be other purpos-
es for evaluation and an understanding of each purpose can be helpful in planning
the evaluation strategy. The following represent the six most common reasons for
evaluating the HR function:

B To determine whether a program is accomplishing its objectives. The
most important purpose of HR evaluation is to determine the extent to which
objectives are met. Properly designed HR programs should have objectives,
stated in generally accepted terms (i.e., challenging, achievable, written,
measurable, and dated).

N To identify the strengths and weaknesses of HR processes. An evaluation
effort can help to determine the effectiveness of the content and administra-
tion of HR programs or services. Typical processes evaluated include such
items as time to fill a job vacancy, method of presentation for a training pro-
gram. response time to process medical claims, and perceived effectiveness
of an employee assistance program. These variables make a difference in the
success of HR programs and should be evaluated to make improvements.

B To calculate the return on investment in an HR program. An increas-
ingly common reason for evaluation is to determine if a program justifies
the expenditure. This type of evaluation compares the costs of the HR pro-
gram to its economic value. For example, an absenteeism control program
is implemented for retail sales associates. Absenteeism is monitored before
and after the program. The resulting benefit (absenteeism reduction) is con-
verted to a monetary value which is then compared with the cost of the pro-
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gram to develop the return over a defined time period. This type of evalua-
tion provides management with data to eliminate an unproductive program,
to increase support for programs that yield a high payoff, or to make neces-
sary adjustments in programs to increase results or value.

H To gather data to assist in marketing future programs. In some situa-

tions, HR departments are interested in knowing why employees participate
in specific programs. This type of evaluation is appropriate for programs in
which participants have an option for participation. Examples include career
development activities, flexible benefits plans, physical fitness programs,
employee assistance programs, savings plans, profit sharing plans, employ-
ee suggestion programs, and educational programs. In most organizations,
several options are offered and the HR department does not always know
why someone chooses to participate in a specific program or program
option. Questions are developed to provide insight into how employees
make choices and the results they have experienced. When integrated with
other evaluation data, this information is useful for program planning and
future promotional efforts.

B To determine if the program was appropriate. Sometimes an evaluation

can determine if the original problem or issue that necessitated the program
was solvable by the HR staff. Too often an HR program is implemented to
correct problems that cannot be corrected by the program. Other reasons for
performance deficiencies may exist, such as systems, procedures, work flows
or supervision. An evaluation may yield insight into the actual need for HR
staff action. For example, in one organization, the evaluation of outcomes
from a career resource center indicated that the center was not utilized appro-
priately and actually resulted in employees leaving the organization.

H To establish a database that can assist management in making deci-

sions. The central theme of most evaluations is to make a decision about the
future of an HR program. A comprehensive evaluation system builds a data-
base to help managers make these decisions. This information can be useful
to program coordinators and the HR management, as well as top executives
who must approve resources for future programs. For example, an ongoing
evaluation of an employee assistance program provides management with
information necessary to determine whether it should be continued and, if
so, whether any changes are needed.

HR EVALUATION MYTHS

Several faulty assumptions often surround the mysterious process of HR eval-

uation. These myths have hindered HR professionals from measuring their con-
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tributions and have slowed the adoption of sound practices in this responsibility
area. Nine common myths are presented here, along with a few reasons why they
should be discarded.

W Myth #1: Evaluation should not be undertaken if the HR staff is not
motivated to pursue it. Although HR professionals are interested in imple-
menting effective programs and achieving desired results, they often run
into difficulty in defining acceptable results. To some, results may be in the
form of self-satisfaction of seeing a program function smoothly with few
problems. For others, only bottom-line results are acceptable. HR profes-
sionals do not often view evaluation as part of their job. It is perceived as a
responsibility of other individuals or another section within the HR func-
tion. Also, HR professionals sometimes resist efforts to evaluate programs
because their individual performance may be scrutinized. They do not want
to expose their weaknesses, problem areas, and inefficiencies.

The need for evaluation must be convincingly presented to the HR staff.
They must understand why evaluation is important and, most of all, they
must perceive it as an essential responsibility of their department. Not unlike
other professionals, the HR staff resists change, and the intrusion of evalu-
ation responsibilities may represent a change that is unwanted. As with any
change effort, thorough explanations and gradual implementation are
important to having the process accepted and implemented by the staff.
After the system has been operational, the staff will usually see the impor-
tance of evaluation, particularly when HR staff members achieve measur-
able results from their programs.

B Myth #2: Evaluation is difficult. Evaluation is often perceived as a com-
plex activity because it involves data collection and analysis. For a variety
of reasons, HR professionals have a fear of data analysis and they are reluc-
tant to develop an understanding of the process. The methods for collecting
data are basic and the techniques for analyzing data are fundamental. with-
in the grasp of understanding of every HR professional. The difficulty often
lies in determining what type of data must be collected and how it will be
analyzed and presented.

l Myth #3: The least important HR activities are measurable, while the
most important HR activities are not. HR professionals sometimes see
measurement and evaluation as more adaptable to the least important activ-
ities of the HR function. Collecting data on items that may have little impact
on overall organizational performance, such as the number of grievances or
the number of employee complaints, seems relatively easy, while more
important items such as those that cause declines in productivity, employee
morale. or efficiency are more difficult to measure. Although this may be the
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perception, many of the important variables affecting morale, job satisfac-
tion, productivity, and efficiency can easily be measured and monitored. An
appropriate system to monitor the most significant performance data is
needed, coupled with the discipline to follow through on the process.

H Myth #4: Evaluation is needed to justify the HR department’s existence.

Some HR professionals perceive evaluation as a way to justify HR’s exis-
tence. Fortunately, the HR function is here to stay; an organization cannot
survive without it. A formal measurement and evaluation effort is unneces-
sary to justify the department’s existence. It will, however, enable the
department to demonstrate to top management its contribution in order to
expand or maintain services and programs. In a few cases, evaluation may
provide the basis for keeping the HR staff intact during periods of decline.
Also, evaluation can improve the reputation of the department and enhance
the influence of the HR staff.

I Myth #5: There is no time for evaluation. Evaluation can be time-con-

suming if it is not integrated into each functional area or new program. One
of the most time-consuming activities in HR evaluation involves recording
information at various stages of program or service delivery. When planned
and implemented properly, information needed for evaluation is frequently
tabulated by clerical staff and the incremental time required to collect the
required information is minimal.

B Myth #6: Evaluation is too expensive. Because it is perceived to be com-

plex and time-consuming, evaluation appears to be expensive. However,
when integrated into program conception, design, development, and deliv-
ery, the evaluation process can be inexpensive and not time-consuming. It
will represent only a small part of the total cost of a program. The conse-
quences of not evaluating must be considered here. If evaluation is neces-
sary to determine a payoff from a new HR program, how then can an HR
department afford not to allocate funds for it?

B Myth #7: If top management does not require it, evaluation should not

be pursued. It is difficult to find time for a project that is not a priority of
top management. Evaluation can be easily ignored when top management
does not require evidence of HR contribution. Unfortunately, without data
to show contributions, top management will make its own judgment about
HR contributions and this judgment may be based on inaccurate perceptions
or subjective assessments. Often, the focus will be on costs, and the conse-
quences could be disastrous. This situation is changing as more chief exec-
utives and top managers demand results from all staff departments, includ-
ing the HR function. The demand for accountability usually intensifies
during a recession. A new top executive may also require evaluation, where
the previous one did not. If the current trend continues, more top executives
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will require measurement and evaluation in the future. Prudent HR man-
agers will be prepared for this eventual shift to increased accountability. HR
professionals ignoring this trend are likely to be left out, possibly becoming
victims of restructuring, downsizing, or layoffs.

B Myth #8: Unless a return on investment (ROI) is calculated, evaluation
will be useless. Some HR managers have the mistaken belief that when a
program is evaluated, a benefit/cost ratio or ROI must be developed. ROI is
only one approach to evaluation. It is not only difficult to produce, but in
some cases it is impossible. For example, it is almost impossible to calcu-
late the ROI for an affirmative action program implemented to meet federal
regulations. At best, administrative effectiveness could be evaluated along
with an assessment of progress toward goals. In still other programs, it is not
economical to calculate an ROI, although it may be possible. For example,
suppose a new low cost employee benefit is added to keep the benefits pack-
age competitive and improve job satisfaction. Through attitude surveys and
detailed interviews, it may be possible to determine the improved job satis-
faction as a result of a new benefit. A value can also be assigned to the
increased job satisfaction with a reasonable degree of accuracy. However,
the expense of collecting and analyzing the data may be greater than the cost
of the additional benefit.

Quite often, it is sufficient to implement a new program or service
because it is needed, management wants it, or a government regulation
requires it. In these cases, it makes little sense to calculate ROL. A funda-
mental question about economic feasibility should always be asked: Should
we spend this much time and money to evaluate this particular program?

I Myth #9: There are too many variables affecting HR program perfor-
mance to measure and evaluate the function. Some HR managers believe
the HR process is a very complex and mysterious art that can be judged only
by those who perform the work. Even then, the assessment is sometimes
bounded by subjective criteria. They argue that business results measures
cannot be applied to the HR function. Some even believe that the HR func-
tion is not a business activity, aithough often it exists in, and is funded by,
the business organization.

In a work environment, several variables can affect an individual’s per-
formance including personal drive, the work environment, reinforcement,
policies and practices, and external factors. While these are significant fac-
tors not directly under the control of the HR department, they should not be
used as a basis for discarding evaluation. Some evaluation designs isolate
the impact of HR programs on organizational performance by using control
groups and other techniques. With this approach, it is possible to measure
the impact of variables for which the HR department has primary control.
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Waiting for a simpler job performance model with fewer variables is anal-
ogous to waiting for taxes to go away. It will never happen. Jobs and work
environments are becoming more complicated and require the analysis of
many interrelated variables. Although measurements may not be precise and
completely isolated, they are better than no measurements at all.

OBSTACLES TO MEASURING THE
CONTRIBUTION

Not all problems connected with measuring the HR contribution are mythical.

Some are realistic and represent genuine obstacles to a full implementation and
adoption of a resuits-based HR philosophy. They must be recognized and
addressed early in the process. Six common obstacles are outlined below.

8 Evaluation cost. Each additional stage in the process of designing and

implementing an HR program increases cost, regardless of the complexity
and necessity of the stage. The additional step of measurement and evalua-
tion will increase costs, ranging from minimal costs for basic measures to
significant costs for an extensive, formal evaluation effort. An HR depart-
ment, stretched to provide a variety of programs under tight budget
restraints, may have difficulty in allocating additional resources for mea-
surement and evaluation. However, with proper planning, measurement and
evaluation can be incorporated into the design of new systems and pro-
grams, minimizing costs. An important consideration is to always examine
the cost of evaluation when compared to the perceived value derived from
the process. In some cases, an evaluation may not be worth the added cost.

B Lack of top management commitment. Strong top level commitment to

evaluation must be present for the process to be successful. A lack of com-
mitment usually stems from executives not fully understanding the HR
function and the potential contribution it can make to organizational goals.
They do not see HR’s opportunity to influence organizational performance
and fully understand the HR goals, activities, and processes. One reason for
this situation is that few top executives have actual experience in the human
resources field.

B Lack of evaluation knowledge. A major stumbling block to measuring the

HR contribution is a lack of knowledge about the process. Many HR man-
agers do not know how to measure the success of programs. The literature
has been void of practical information in measurement and evaluation when
compared to other parts of the HR field. Until recently, only a few articles
were devoted to HR measurement and evaluation. Success stories were hard
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to find. Proven evaluation techniques were even more difficult to identify.
This void has helped create an apparent lack of evaluation efforts, particu-
larly in smaller organizations.

This problem has been amplified by the U.S. higher education system.
Although the newer generation of HR managers has had an opportunity to
study human resources in college, only a few courses are available that
focus on measurement and evaluation. Unfortunately, statistical courses are
usually based in financial, economic, or behavioral science programs, and
are not part of the human resources curriculum. Statistical procedures sel-
dom are used to measure the resuits of the human resources function.
Although some researchers have developed a few measures, there has been
little effort to communicate the results.

M Attention to evaluation in program design. The design, development, and
implementation of HR programs have not always followed logical steps,
leaving efforts to evaluate results futile and inconclusive. To be effective,
evaluation should be planned as one or more steps in program design. These
steps should focus on planning the evaluation scheme, collecting data, ana-
lyzing data, interpreting the results, and communicating them to appropriate
target audiences. A results-based model that includes these steps will be
described later in this chapter.

B Fear of evaluation. In some cases, HR program evaluation can reflect unfa-
vorably on those who designed or administered the program, if it is not
effective. All HR program results will not be positive, particularly when
reactions and observations are obtained. Unless the HR staff is ready for
criticism. evaluation should not be undertaken. Many HR managers have a
fear of exposing what they do and letting others know the results of their
efforts. Obviously, if a program or specific function is not working, the last
thing the staff wants to do is to publish a report about it. This fear becomes
even more pronounced when HR managers track the cost of programs with
the benefits. Program costs should be compared to results, which can only
be pinpointed through a properly designed and implemented measurement
and evaluation system. Otherwise, costs alone can be frightening.

B Lack of standards. The last important obstacle to measurement and evalu-
ation is the lack of standards for judging the success of HR programs. In
fields such as accounting, manufacturing, engineering, quality control, and
data processing, generally accepted evaluation standards have been devel-
oped. Unfortunately, standards have not been developed for the HR field.
Although most HR executives generally know when a measure represents
acceptable performance, there have been only a few attempts to develop
measures, standards, and indices. This obstacle may be minimized in the
future because more organizations are beginning to adopt measurement and
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evaluation schemes and report their results publicly or through benchmark-
ing projects.

LEVELS OF EVALUATION

Although it is important to develop objective measures to evaluate the HR
function, some programs are difficult to measure objectively and other, more sub-
jective measures may be appropriate to provide evidence of success. As shown in
Table 3-1, it is helpful to view HR measurement and evaluation as consisting of
three levels: measures of perceived effectiveness, measures of performance, and
measures of return on investment. Each can be appropriate for a specific evalua-
tion situation.

TABLE 3-1
LEVELS OF HR MEASUREMENT AND EVALUATION

LEVEL Focus EXAMPLE

1. Measure of Perceived Feedback from stakeholders Employees have a

Effectiveness positive opinion of
their benefits package
2. Measures of Key indicators of HR Employee turnover has
Performance performance been reduced by 35%
3. Measures of Return ~ Monetary value of program  Safety incentive pro-
on Investment benefits compared to costs  gram yields 150% ROI

Measures of perceived effectiveness. All stakeholders involved in an HR pro-
gram need to perceive it as effective. Stakeholders include participants in the pro-
gram, supervisors of participants, team members of participants, and managers
who must support HR efforts. Measures of perceived effectiveness are usually
reactions and attitudes obtained from surveys, questionnaires, interviews, or
observations.

In some cases, it is more appropriate to use this level of evaluation instead of
other levels. For example, it may be difficult to measure the financial impact of
the changes to an employee relocation program. However, it is easy, and possibly
more appropriate, to measure the increased satisfaction of those involved in relo-
cation and compare responses with previous measures.

Measures of performance. Many programs are implemented to improve per-
formance and appropriate measures are usually available from which to judge
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success. The performance of an HR program can be compared to previous per-
tormance, the performance with groups (either within the same organization or
same industry), or the expected performance level.

In some cases, this level of evaluation is just as important as an actual calcula-
tion of a return on investment. For example, consider the implementation of a
program designed to reduce turnover. The measure of success is the reduction in
the turnover rate that is caused by the HR program. The turnover rate could be
compared to other similar work groups in the organization or in the same indus-
try. Still another comparison is in terms of what management expects from the
program. Targets are often established for this type of program and success
depends on how the post-program turnover compares to what management
expects. In this example, a cost/benefit analysis is not developed because some
credibility may be lost with the assumptions required to calculate the value of the
reduced turnover.

Measures of return on the investment. The ultimate level of evaluation is the
actual value of the return on the investment (RO1) in an HR program. This is con-
sidered the ultimate measure of the HR function by many top executives in an
organization. As more HR managers become bottom-line oriented and produce
business results with their efforts, an evaluation in terms of the money saved or
profit added is appropriate. This is the level of measurement that will attract the
attention of top management. While this measure is desirable for reasons outlined
earlier, it is not always possible.

Measures of return on investment are appropriate for many HR programs. For
example, in a gainsharing plan where employees receive a portion of the savings
generated below a predetermined cost target, the return of investment can be eus-
ily calculated. The savings after the plan has been implemented is compared with
the cost associated with implementing the plan. The return can be calculated and
monitored over specified time periods, providing management with objective.
investment-oriented data on the payoff of an HR effort. The ROI is usually con-
sidered the most important and desired level of evaluation.

In addition to the ROI calculation. other levels of evaluation, taken simultane-
ously. may be appropriate. For example, it might be useful to monitor changes in
performance variables after the gainsharing plan has been implemented. Absen-
teeism rates, turnover rates, and safety records are important measures that are
appropriate to the overall evaluation of the gainsharing plan. Also. with this pro-
gram. it might be useful to consider measures of perceived etfectiveness. Surveys
conducted before and after the program provide feedback on participants™ per-
ception of the program.
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THE ATTITUDE OF THE HR TEAM

The success of HR measurement and evaluation will depend on the attitude of
the professional HR staff. Evaluation goes beyond surveys, record keeping, mea-
suring output data, and presenting statistical analyses of improved performance.
It is a process and a philosophy that must be understood and supported. The
staff’s perception of the evaluation process determines the relative priority placed
on evaluation and dictates the amount of time they will spend on the effort. HR
team members who question the decision to develop evaluation procedures for
HR programs are not convinced of the importance of measurement and evalua-
tion. They do not have an appropriate attitude necessary for a successful evalua-
tion effort. Without a commitment to the process, measurement and evaluation
will not be very effective.

A key to developing an appropriate philosophy is the continuous involvement
of the HR staff in the policies and procedures for evaluation. Involvement can
lead to commitment and improved techniques for measurement and evaluation.
Staff training will help them understand why evaluation is necessary and, more
importantly, build the skills necessary to make the process work. Also, they need
to see the payoff of their own programs. This provides reinforcement that the
process is a value-added activity.

The staff must be familiar with the implementation model presented in this
chapter that governs the process of introducing new programs in the organization.
Ideally, they should assist in developing a customized model for the organization.
Moreover, they should be challenged to apply the model and committed to make
it work. Shortcuts can easily destroy an otherwise effective measurement and
evaluation program. Staff professionals caught up in daily pressures and facing
deadlines for implementation are likely to leave out important steps necessary to
evaluate the overall impact of that program or service. Quality control checks
should be in place to ensure that the entire team is working toward the same goal.

SHARING RESPONSIBILITIES FOR HR
MEASUREMENT AND EVALUATION

While achieving results with HR programs is a goal of the HR department, it
is a responsibility shared with others. In addition to being the responsibility of the
HR staff who must design, develop, implement, and monitor programs, three
other groups of stakeholders share in the ultimate responsibility.

Top management shares in the responsibility for achieving results with HR
programs. They should, and often do, demand excellence from the HR function
and require evidence of its contribution. Expectations from top management
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should be clearly communicated to the HR staff, and there should be some mech-
anism to provide top management information on program results.

The middie management group also shares the responsibility for achieving
results. Usually they supervise the employees who participate in HR programs
and represent an important link necessary for achieving the desired results. Their
encouragement to employees to participate in programs often makes the differ-
ence in employee participation rates. Their reinforcement, or lack of reinforce-
ment, can have a significant impact on results. Also, their direct involvement, or
lack of involvement, can be critical to program success.

Finally, the participants themselves often have an important role in achieving
results. They need to have a thorough understanding of what each program is
intended to accomplish and have the skills to make it work. With proper motiva-
tion and understanding, they can maximize their participation and contribution to
help achieve desired outcomes.

HR program results must be a multiple responsibility. It is only through a
shared responsibility for results with each party accepting their respective roles
that maximum results can be achieved.

A RESULTS-BASED MODEL FOR PROGRAM
IMPLEMENTATION

In the last 50 years, the human resources function has evolved slowly and
incrementally from a basic administrative function to a very complex and chal-
lenging part of an organization. In its early development, there were only a few
specific functions. Gradually new programs or services were added to satisfy
internal demands as well as external requirements. Most new programs were
implemented to meet justifiable needs while others evolved for less credible rea-
sons. The net result of this growth of the HR department is a cumbersome and
complex function that may include a patchwork of 50 or more specific programs
or services. Efforts to streamline the department often fail because HR profes-
sionals rarely discontinue obsolete programs. Also, new programs are not often
implemented systematically except at some progressive organizations where HR
departments implement new programs only after they justify the need for them
and develop methods to measure their contribution.

The results-based human resources model, shown in Figure 3-2, places empha-
sis on achieving results and involves nine steps necessary to fully analyze, devel-
op, and implement HR programs. Three of the steps (three, four, and five) make
up the traditional model where objectives are established and the program is
developed and implemented. The other steps, which have received more empha-
sis in recent years. are necessary to place the proper emphasis on measuring the
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Step One: Needs Analysis

-

Step Two: Measurement and Evaluation System

-

Step Three: Program Objectives

-

Step Four: Program Development

-

Step Five: Program Implementation
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Step Six: Cost Monitoring
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Step Seven: Data Collection and Analysis
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Step Eight: Interpretation and Conclusion

-

Step Nine: Communication Results

Steps Receiving
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FIGURE 3-2. RESULTS-BASED HUMAN RESOURCE MODEL.
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contribution of the new program and thus prevent unneeded programs from being
implemented.

Step One: Needs Analysis
Before a new program is implemented, a needs analysis should be conducted

to determine if the program is necessary. Table 3-2 shows that at least eight influ-

TABLE 3-2
INFLUENCES THAT SHAPE CREATION OF NEW HR PROGRAMS

INFLUENCE EXAMPLE
Government Intervention Affirmative Action Plan
Other Organizations Team Building
Interference from Outside Groups Labor Management Cooperation

Program

Performance Improvement Gainsharing Plan
Employee Satistaction Wellness/Fitness Center
Top Management Requests Total Quality Management
Problem Solving Employee Assistance Program
Strategic Planning Employee Empowerment

ences shape the creation of most of the new programs offered by HR departments.
Probably the most significant influence in recent years has been government
intervention. Local, state, and federal laws, and subsequent regulations, created
dozens of programs, including complete departments and sections within the HR
function. Every functional area in HR is affected by government regulations. In
some organizations, the top HR manager’s job title has been changed to reflect
the influence of government regulation.

A second influence has been other organizations. In their quest to remain com-
petitive, HR executives have attempted to keep up with the other organizations.
The WEED (What Everyone Else Does) factor has created a significant number
of programs. A unique approach to compensation, a new type of employee bene-
fit, or an improved training program are often borrowed from other organizations
and implemented in an attempt to meet competition or take the lead in a compet-
itive environment.

Interference from outside groups represents a third influence. Heading this list
are unions, which have organized employees and create the need for elaborate
labor relations staffs to negotiate and administer labor contracts. The threat of
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unions has caused other organizations to develop a variety of programs to main-
tain a non-union status.

The desire to improve performance and fine tune the organization is a fourth influ-
ence and is probably the most productive reason for establishing a new program.
Alternative reward systems, productivity improvement programs, team building pro-
grams, and employee suggestion systems are only a few of the efforts used by HR
departments to improve the profitability, quality, or efficiency of the organization.

A fifth influence is the never-ending desire of HR managers to make employ-
ees happy. With this intention of boosting morale, improving job satisfaction, or
inspiring cooperation, many new programs have been developed to make
employees feel good about their jobs, supervisors, and employer. These programs
are based on the assumption that a happy employee is a productive employee.

The sixth influence has been top management’s request to implement a pro-
gram, project, function, or service because they want it to be implemented. Many
of the current total quality management programs and re-engineering programs
are developed and implemented because of top management’s interests. Most HR
professionals will respond to the demands of top management, even if the pro-
gram is not needed.

The seventh influence is a desire for HR managers to solve problems or avoid
future problems. This stems from their reactive and proactive roles of HR. In a
reactive mode. many HR managers are brought problems or observe problems in
the organization and implement programs to solve them. In a proactive role, they
anticipate problems and implement programs to avoid them. Most employee rela-
tions programs are aimed at preventing future problems.

The final influence comes from the long-range planning process in which
strategic planning is used to identify a specific need or change for the organiza-
tion in the future. In this scenario, management scans the environmental threats
and opportunities, determines the organization’s strengths and weaknesses, and
develops specific plans to position the organization for success in the future.
Some specific HR program needs usually evolve from this process that are long-
term in nature and are aimed at gradual and continuing improvement. In the past,
only a few programs have been initiated from this process because of the lack of
involvement of HR in the strategic planning process. As discussed in Chapter 1,
this situation is changing.

A more systematic approach to developing new programs requires that some
type of needs analysis be conducted to compare the benefits of a program with
the projected costs and determine the long-term implications of the program.
When a program is implemented to meet regulatory needs, little analysis is
required. The program must be implemented and the focus should be on the effi-
ciency of the program’s operations. In areas where a program’s need is question-
able or where there could be alternatives, the needs analysis step becomes essen-
tial. This step also focuses on the impact of adding to the HR workload.
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Typical questions that might be appropriate for a detailed needs analysis are:

W Are we attempting to avoid a problem or potential deficiency?

B How important is this problem?

B Is there a performance problem? If so, what evidence is there?

M Is there a lack of skill or attitude?

B What happens if nothing is done?

B s this program required by government regulation?

B s this program designed to satisfy an external influence? If so, what is it?

B What is our competition doing with this issue? Why?

B Are there alternative solutions?

W Who will be required to administer this program?

B Will the employees involved in the new program need to be trained? If so.
by whom and how?

B To what extent will other departments be involved?

B Are there natural barriers to accomplishing this program?

B Who supports this new program?

These and other questions help HR professionals focus on the need for the new
program and consider all of the ramifications of its implementation. A needs
analysis involves questionnaires, interviews, surveys, group meetings, observa-
tions, or examination of performance records. Additional information on con-
ducting a needs analysis is found in other publications.’

It is tempting to implement a suggestion system or install a management suc-
cession plan because others have them. A hard look at why the program is neces-
sary may keep an unnecessary program from being a cost burden on the organi-
zation. This step is extremely important because it may cause the HR department
1o scrap its plans for a new program if there is not a legitimate need for it. The
remaining steps will help to determine what contributions this new program will
provide to the organization.

Step Two: Measurement and Evaluation System

Before a contribution can be determined, there must be some basis for mea-
suring the impact of the program. Usually, measurements are taken before pro-
gram implementation and compared with measurements after program imple-
mentation. This step involves three important areas:

B Establishing baseline data
W Seclecting the evaluation strategy
B Designing data collection instruments.
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Baseline data are usually available in most situations. It is often the analysis of
this data that leads to the development of the new program. Data may exist in a
variety of forms and should be collected for a period of time necessary for a real-
istic comparison. This step becomes difficult when a program is designed to
improve a situation in which there is no clear evidence of the current status. When
this is the case, it may be appropriate to return to step one and to determine if the
program is really needed. If the current performance level cannot be clearly
defined, then it is important to ask if there is a need to improve, and more impor-
tantly, to ask if anyone will know if there has been any improvement.

Much progress has been made in establishing baseline data for performance in
human resources programs and functions. Specific types of measurements are
covered in another part of this book. When appropriate baseline data do not exist,
the organization may have to collect data for a brief period. For example, suppose
management senses that employee complaints are increasing, yet there is no way
to know exactly how many complaints are being made. If this is perceived to be
a serious problem, it may be appropriate to ask supervisors to note the frequency
and type of complaints received from employees over a specified time period.
With adequate data, a program can be developed and implemented to reduce
complaints and its impact can be monitored.

The second area to consider is the overall evaluation strategy that outlines how
the data will be collected and how comparisons are to be made. Pre- and post-
program comparisons are common, while in some cases data is collected only
after the program is implemented. In some cases, control groups are used. (This
process is described later.) Specific plans for data collection should be formulat-
ed at this step. Data collection may simply involve tabulating costs, counting
employees, or measuring employee output. Or it may involve the use of attitude
surveys, interviews, and other data collection instruments to measure the change
caused by the new program. This process also includes identifying who will col-
lect the data and where it will be collected. These responsibilities are important
and must be clearly defined early in the process.

The third area for consideration in this step is the actual design of data collec-
tion instruments, which range from a simple record keeping system to detailed
questionnaires, attitude surveys, or structured interviews. Instrument design is
important to ensure adequate and reliable data collection.

These three areas make up the formal steps of designing the data collection and
evaluation systems, which may be simple or complex depending on the type of data
needed. For example, it is a relatively easy task to measure and evaluate the impact
of a minority recruitment program. It is a matter of keeping track of the progress of
candidates and the costs incurred in recruiting those candidates. Other programs are
more difficult to measure. For example, a program designed to boost employee
morale may have a number of measurements obtained from a variety of instruments
and may result in a more complex evaluation and data collection scheme.
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Step Three: Program Objectives

Too often, new HR programs are implemented without objectives. And when
objectives are developed, they are often vague and established after the program
was implemented. With the results-based approach, specific objectives are devel-
oped at the beginning of the process. Tentative objectives are usually drafted dur-
ing the needs analysis and are finalized in this step after reviewing planned data in
the previous step. Data must be available to judge progress toward objectives and
should be centered around the data developed in the previous step of this model.

Two examples will help clarify the types of objectives described here. In the first
example, an organization embarks on a new college recruiting program. Previous-
ly, it relied on other sources for new professional employees, including referrals and
former summer employees. These sources are now unable to furnish the required
number of candidates. As a result, a recruiter will visit a select group of colleges to
recruit professional employees. The following objective was developed.

College recruiting will supply at least 40 qualified professional candi-
dates each year at a cost not to exceed $3,000 per new recruit.

The objective clearly identifies measurable targets with a cost factor, which is a
very important consideration. With this objective, the individual responsible for
the college recruiting program can more clearly focus on the expected results.

In another example, an organization considers implementing a sales incentive
plan for sales representatives. Previously, sales representatives were compensat-
ed with a base salary and no bonus. A specific objective for the new plan is

Increase the sales volume by 15% while meeting the target price goals
in each quarter of its operation.

The objective clearly sets the target for participants in the plan. The new plan
should be designed to achieve an average of 15% of additional volume.

Setting specific and measurable objectives is a fundamental process, but still is
not common in all HR departments. Objectives should meet the following crite-
ria. They should be:

M challenging for the participants and program

M measurable and dated so that all stakeholders will know if the program is
working

M achievable with the proper determination and focus

B developed with input from all stakeholders

M understood by all stakeholders

Overall. objectives should provide the clear direction for program developers.
program implementers. and participants.
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Step Four: Program Development

The most time-consuming step of the model is the development of the new pro-
gram. This effort varies considerably with the type of program and includes the
development of program guidelines, program materials, administrative proce-
dures, and special requirements. It is developed with the best input avaitable and
requires a careful review by the appropriate management. In some situations, the
program material is purchased from an outside vendor, and this step involves
making the purchasing decision. For additional information on evaluating vendor
products and consultants, see other references.? There is little need for additional
detail on this step other than to stress that completion of the first three steps will
help keep program developers clearly focused on the purpose and intent of the
new program or service. As a result, this process eliminates the development of
unimportant or unnecessary materials.

Step Five: Program Implementation

Implementation is another traditional step for new HR programs, involving
timing, communication. and responsibilities. Timing is usually critical because
external influences have dictated implementation dates. For example, a new pro-
gram, developed to respond to a government regulation, must be ready on or
before the date the regulation becomes etfective. In situations where a program is
implemented to improve the organization, implementation immediately follows
program development. In still other situations, the timing relates to a trigger date
such as the beginning of the quarter or the first day of the fiscal year. For exam-
ple, a new benefit may be implemented at the beginning of the plan year.

Proper implementation requires communication with all stakeholders in the
program so they will have a clear understanding of its purposes, how it will be
administered, and more importantly, the expected results. A common understand-
ing of expectations will improve the program’s chances of success. Communica-
tion pieces come in a wide variety and include items such as press releases (if
appropriate), memos to participants, introductory videos, program descriptions,
guidelines, and progress reports.

Implementation also includes assigning responsibilities to all individuals
mnvolved in the program. Many individuals in the organization are usually
involved in program coordination, including line and staff management. In some
cases, all employees may have specific responsibilities in a program, as is the
case with a company-wide quality improvement effort. Responsibilities must be
clearly defined and accepted by those involved.
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Step Six: Cost Monitoring

An often overlooked step is the calculation of costs of a new program. Although
a brief estimate of proposed costs is part of the needs analysis, this step involves
more detailed and accurate tabulations of program costs over a predetermined time
period. This step is essential if costs are compared to benefits and the uftimate
impact is to be calculated. For some eftorts, it may be inappropriate to develop a
detailed cost/benefit analysis. In these cases, costs should be monitored to improve
efficiency. For example, it might be difficult to develop a cost/benefit analysis in
the implementation of an affirmative action program. The organization is likely
responding to a requirement or a perceived need to rectify a past practice of under-
utilization of employees in minority groups. However, tracking costs of the pro-
gram is necessary to plan for future budgets and to properly manage the affirma-
tive action effort. In another example, a new program implemented to improve
attendance should be subjected to a cost/benefit analysis so that anticipated bene-
fits can be compared with actual program costs. If the benefits do not outweigh the
costs, the program probably should not be undertaken.

Costs can be classified in several ways, and usually the most logical approach
is to use the organization’s cost accounting systems. Costs should be reported on
a program basis and classified by convenient categories such as analysis, devel-
opment, implementation, operations, and evaluation costs. Additional informa-
tion on developing and tracking costs is presented in a later chapter.

Step Seven: Data Collection and Analysis

This step involves three phases: data collection, isolating influences, and data
analysis. Because of the concern about analysis, some HR staff members view
this as the most difficult step of this model. It is important that data be collected
as planned in step three. While this seems obvious, in a busy setting with day-to-
day job pressures, it is easy for someone to neglect recording and tabulating data
for program evaluation. Data should be reviewed to make sure it is being col-
lected properly and that it reflects the original intentions outlined in step three.

As an early step in the process, some attempt should be made to isolate the
effects of the HR program when compared to the influence of other factors. In
most HR programs designed to improve performance, several variables will
influence the improvement. Specific techniques for accomplishing this are cov-
ered later.

All data must be tabulated and summarized for comparison and presentation.
In some cases, data analysis might result in a simple comparison expressed as a
percentage. In others. a more detailed statistical analysis is usually needed. Three
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types of statistical techniques useful for analyzing data are (1) measures of cen-
tral tendency, (2) measures of dispersion, and (3) measures of association. In
some situations, hypothesis testing is used to determine whether improvement
occurred as a result of chance or as a result of the new program. Also, an analy-
sis may be conducted to see if other variables entered the situation. Each of these
techniques will be discussed in more detail in a later chapter.

Data analysis includes converting an improvement to monetary values if it is
appropriate for the evaluation. Judgmental factors may be involved in arriving at
the conversion, and these factors must be clearly explained. The analysis and
interpretation of the data may be done at different stages to be meaningful. For
example, data collected early in the program might show one level of results,
while data collected at a later period may show another.

Step Eight: Interpretation and Conclusion

After analysis, the results are tabulated and prepared for presentation to appro-
priate target groups. In this step, specific contributions of the program are clear-
ly determined. If a benefit/cost analysis is planned, it is developed in this step.
Another approach includes the calculation of a return on investment, with invest-
ment defined as the expenditures for the program. Although economic justifica-
tion is difficult, it is appearing more frequently as part of an increasing trend of
accountability in human resources. An example clearly shows the rationale for
this type of analysis. The Tennessee Valley Authority implemented an employee
suggestion program to encourage cost-saving ideas. TVA received nearly 1,000
suggestions over a period of 10 months that collectively saved about $580,000.
Ten percent of that saving was paid to employees as suggestion awards. Howev-
er, the program cost more to administer than it saved. In total, TVA spent
$700,000 on the program, including $514,000 for staff expenses. “The idea of the
program was good, but what we ended up with was a bureaucratic, convulted sys-
tem that took so long to review suggestions that it proved to be ineffective,” said
Sue Wallace, acting director of TVA’s human resources department.?

In some cases, the results of evaluation may simply include reporting on how
well the program is operating. For example, in a salary administration program,
a report on the number, frequency, and amount of merit increases in a particular
time period, possibly with some comparisons with previous results, may be
appropriate. This step also involves pinpointing the causes of unacceptable or
unexpected results. If the desired results are not achieved, the reasons should be
identified.
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Step Nine: Communicating Results

One of the most important steps in the implementation of a new program or
service is communicating the results to the appropriate individuals. While there
are many audiences that should know about the results of the program, four
important groups stand out as essential targets. One of the most important is the
HR staft members who need this information to make improvements in the pro-
gram. This refinement will ensure that programs are modified to secure improved
results in the future. A second important group is senior management, who must
make decisions regarding the future of the program. Should funds be expended to
continue the effort, or should it be discontinued? Without sufficient information
about results, the decision could be faulty. The employees involved with the new
program are the third group. They need to know how well the program is work-
ing, and especially the extent to which their efforts helped achieve the results.
Without this communication, participants may be concerned about the success of
the program. The supervisors of participants are the fourth group who should
know about the results. Sometimes the magnitude of the results is a reflection of
the efforts of these supervisors and this communication provides appropriate
recognition of the efforts. This communication will help to secure needed support
in the future.

Communicating results is an often overlooked final step in the results-based
model. Although results are usually reported to someone, problems occur when
individuals or groups who need the information do not receive it or they receive
incomplete or distorted information. All information must be presented in an
unbiased, effective way, using a variety of methods. Because of its importance,
additional information on communicating results successfully is presented later.

AN APPLICATION OF THE MODEL

The following example illustrates how the results-based human resources
model works. It is based on an actual implementation of a safety incentive pro-
gram aimed at reducing accidents and their related costs. A major division of a
large construction materials firm experienced higher than acceptable accident fre-
quency rates, accident severity rates, and total accident costs. For a two-year peri-
od, costs hovered around the $200,000 to $300,000 range—much too high for
division expectations.
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Needs Analysis. The HR department met with managers and employees to
seek solutions to the problem. They also analyzed accident costs and types
of accidents. Their conclusions were:

B Employees know and understand safety rules and practices. (Training is
not needed.)

B Employees are not focusing enough attention on safety.

M A significant proportion of accidents and related costs involved “ques-
tionable” injuries.

B Employees are likely to respond to some type of monetary incentive.
(This approach had been successful in another division.)

B Peer pressure could possibly be used to remind employees of safety prac-
tices and the need to avoid the costs of seeing a physician when it is not
necessary.

As a result, the division decided to implement a group-based safety incen-

tive plan.

. Measurement and Evaluation Svstem. The following data were needed to

analyze safety performance data:

B Number of medical treatment cases

B Hours worked

B Number of lost-time accidents

M Number of lost-time days

B Accident costs

W Incentive costs

Each plant collected data on a monthly basis. Fortunately, the data collec-
tion system had been in place prior to the implementation of the safety
incentive program. No additional data collection procedures were needed.

. Program Objectives. The objectives of the program were two-fold:

B To reduce the annual accident frequency rate from a level of approxi-
mately 40 to a much lower level of approximately 20.

B To reduce the annual disabling accident frequency rate from a level of
about 15 10 a level of about 10.

. Program Development. The program consisted of a simple cash award

incentive plan designed to provide each employee in a work unit $50, after
taxes, for each six months he or she worked without a medical treatment
case. A medical treatment case is defined as an accident that cannot be treat-
ed by plant first aid and, therefore, must have the attention of a physician.
Because of their small size of approximately 20 employees, each plant com-
prised a work unit. A team effort at the plant was important because the
actions of one employee could impact the safety of another. Peer pressure
was necessary to keep employees focused and to remind them to avoid
unnecessary physician costs. For this reason, the award was not paid unless
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the entire unit completed six months without a medical treatment case.
When an accident occurred, a new six-month period began.

5. Program Implementation. The plant managers implemented the program at
the beginning of a new year so that results could easily be monitored and
compared with performance in previous years. They announced the program
to all employees, and distributed general rules and guidelines. Thorough
communication was necessary so that employees had a clear understanding
of how the program functioned and what they had to accomplish in order to
receive an award.

6. Cost Monitoring. Two groups of costs were monitored: the total accident
costs and the incentive compensation costs. Total accident costs were mon-
itored prior to the safety incentive program as part of the safety performance
data. The additional costs related directly to incentive compensation were
also tabulated. Because $50 cash was provided after taxes, the cost to the
division was approximately $65 per employee for each six-month period
completed without a medical treatment case. Additional administration costs
were minimal because the data used in analysis was collected prior to the
program and the time required to administer the program and calculate the
award was almost negligible. No additional staff was needed and no over-
time for existing staff could be directly attributed to the program. However,
a conservative estimate of $1,000 per year of program administration costs
was used in the tabulation of incentive costs.

7. Data Collection and Analysis. Data were collected over a two-year period
after the program implementation to provide an adequate before and after
comparison. Medical treatment injuries, lost-time injuries, frequency rates,
and injury costs were all monitored to show the contribution of the safety
incentive program. The data, shown in Table 3-3, reveal significant reduc-
tions in the two-year period following the implementation of the program.

TABLE 3-3
THE CONTRIBUTION OF A SAFETY INCENTIVE PROGRAM

YEAR 1 YEAR 2 YEAR 3 YEAR 4

Medical Treatment Injuries 99 63 25 21
Lost-Time Injuries 27 18 6 7
Non-Disabling Frequency 54.8 352 15.5 16.2
Disabling Frequency 14.6 10.0 3.7 54
Injury Costs $234,890 $322,128  $5,013 $24.892
Safety Incentive Costs — —  $53,125 $50,313

Total Costs (Injury Plus Incentive) $234,890 $322,128 $58,138 $75.205

Plan implemented beginning in Year 3.
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When comparing the average of years 3 and 4 with years 1 and 2 average,
the non-disabling accident frequency was reduced by 65 percent, while the
disabling accident frequency was reduced by 63 percent.

. Interpretation and Conclusion. The bottom-line contribution of the safety

incentive program is determined by adding injury costs to incentive pro-
gram costs and comparing this total with the previous injury costs. As Table
3-3 shows, the total costs were reduced significantly. The average for total
costs after the program was 76 percent less than the average for injury costs
before the implementation. This improvement was attributed entirely to the
incentive program because no other factors could be identified that could
have influenced safety performance during this period. Also, the safety
record at other similar divisions showed no improvement during the same
time period.

. Communicating Results. The results of the safety incentive program were

communicated to a variety of target audiences to show the contribution of
the program. First, the division president summarized the results in a month-
ly report to the chief executive officer of the corporation. Next, the HR
department presented the results in their monthly report to all middle and
upper division management. They then presented the results to all plant level
personne! through a Safery Newsletter to all employees and a Superinten-
dent’s Report, which was sent to all plant superintendents. Finally, the
results were distributed to all division employees through the division news-
paper. Communications were positive and increased the awareness for the
need for the program’s continuation.

Although this example is very simple, it illustrates the step-by-step process

used to implement a new program, where the contribution of the program is very
important. In this example. the data analysis was void of any complicated statis-
tical techniques and the results were convincing, assuming that no other signifi-
cant factors influenced safety performance during this period.
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CHAPTER FOUR

Management Influence on
HR Results

Several factors outside the traditional scope and direct control of the HR
department have a significant impact on HR effectiveness. These factors primar-
ily relate to the actions and attitudes of the management group and the opera-
tional environment where programs are implemented. Managers make decisions
to allocate resources for HR programs, support HR programs. participate in pro-
gram development and implementation, allow participants to be involved in pro-
grams, and reinforce program objectives. Although the HR department may not
have direct control (i.e., authority) over these managerial activities, HR staff
members can exert a tremendous influence on them. The fundamental premise of
this chapter is that the HR department is not solely responsible for human
resources utilization in the organization. The HR staff serves as the coordinator,
advisor, facilitator, and partner for HR use. Management is ultimately responsi-
ble for human resources utilization through their commitment, support, rein-
forcement, involvement, and direct action. The extent of their influence will ulti-
mately determine the success of HR programs.

Several terms used in this chapter may need clarification. Partnership relation-
ship, line management, management commitment, management support, rein-
forcement, and management involvement are related terms that are sometimes
confusing and overlapping in their definitions.

8
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S Partnership relationship describes the quality of interactions and support-
ive actions between the HR staff and key managers in the organization.

H Line management consists of managers responsible for producing, selling,
distributing, or delivering an organization’s products or services.

Bl Management commitment refers to the top management group’s pledge or
promise and includes the actions of top management to allocate resources
and lend support to the HR effort.

B Management support for HR programs and policies refers to the support-
ive actions of the entire management group. with emphasis on middle and
first-line management. Supportive actions include a variety of activities that
can influence the effectiveness of HR programs.

B Reinforcement refers to actions that increase the probability of a desired
behavior occurring after participating in the HR program. Reinforcement is
more useful in HR programs designed to improve an organization, such as edu-
cation and training, organization development, and performance management.

B Management involvement refers to the extent to which non HR managers
are actively engaged in the HR process and programs.

Because management commitment, support, and involvement have similar
meanings, they are sometimes used interchangeably in practice and in the litera-
ture. Consequently, there will be some overlap in their use in this chapter. Table

4-1 summarizes the features and focus of these important items. This chapter pro-

vides a comprehensive description of effective behaviors, tools, and techniques

that any HR staff person can use to increase overall effectiveness and success

within the organization. Some strategies should yield short-term results, while

others are more appropriate for a long-term payoff. Some are etfective for one-
on-one situations, while others are more appropriate in group settings.

This chapter also explores several other factors that will enhance relationships
and increase HR’s prospects for success. It also discusses the importance of

TABLE 4-1
COMPARISON OF KEY MANAGEMENT ACTIONS

PAYOFF OF

MANAGEMENT ACTION TARGET GROUP SCOoPE EFFORT

Management Commitment Top Executives All Programs  Very High

Management Support Middle Managers, Usually several High
Supervisors programs

Management Reinforcement Supervisors Specific Programs Moderate

Management Involvement All Levels of  Specific Programs Moderate

Managers
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achieving results and the various roles and responsibilities of the HR function.
The chapter concludes with specific recommendations for improving HR’s rela-
tionship with other managers, and presents a step-by-step guide to using the
strategies presented throughout the chapter.

PARTNERSHIP RELATIONSHIPS

An important element in shaping management’s influence on the HR function
is the relationship between the HR department and key managers in the organi-
zation, particularly line managers. Developing partnership relationships is part of
an important trend taking place in organizations throughout the world.! Effective
partnerships are being developed between:

B organizations and their suppliers

B organizations and their customers

B managers and employees

B managers and consultants

M line managers and staff support functions

For too many years, HR managers ignored this fundamental, yet powerful,
ingredient to HR success. HR managers operated in a vacuum and spent little
time cultivating relationships with other managers, and encountered problems
when implementing new programs. They overlooked the fact that when the rela-
tionship is not effective, it is difficult for HR programs to be effective.

An effective partnership is based on the principles of collaboration and
empowerment. An extremely powerful tool for organizations, partnering provides
a strategic approach for maximizing output. Highly successful HR programs that
contribute significantly to the organization usually are based on this principle.

Line Manager Concern

A line manager’s perception of the HR function is not always favorable, as sev-
eral studies have shown. Table 4-2 summarizes one such study based on respons-
es of 500 personnel managers that reveals line management images of the HR
function.? Line managers perceive HR to be bureaucratic, expensive, unrespon-
sive, and not focused on the major goals of the organization. In reality, most HR
departments do not operate this way. Effective HR departments with supportive
partnership arrangements with line managers exist in many organizations. The
problem often lies in misperceptions and faulty communication between the two
groups. The challenge for most HR managers is to find out exactly what line man-
agers want from the HR function and respond appropriately. Surveys, question-
naires, interviews, or focus groups are all effective techniques to determine line
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TABLE 4-2
LINE MANAGEMENT IMAGES OF THE HR FUNCTION

FREQUENCY
IMAGE OF MENTION
Human Resources is too costly 401
HR doesn’t add value 287
HR is bureaucratic and unresponsive 184
We can do it ourselves 163
HR staff are time wasters 159
HR interferes with operations 155
HR staff does not know the business 118

Source: Based on a study by Jac Fitz-enz. Human Value Management, Sun Francisco: Jossey Bass.,
1990.

manager perceptions of HR and their specific needs. Although the results from this

type of exercise may vary, line management needs from the HR function will usu-

ally include items on the following list that was developed in one organization.
Line managers want:

M results from their requests. They want some assurance that a program is
going to work before it is implemented. After it is implemented, they want
to know if it is contributing to the bottom line.

B quick responses to their requests. Often frustrated with delays and procras-
tination, they want action now and results “yesterday.”

M HR staff members to understand operational functions and have a working
knowledge of the business. Working in the mainstream functions in the
organization, line managers are the driving forces who make, deliver, or sell
the product or service. Without their efforts, the organization does not exist.
Line managers want staff support employees to understand what they do and
the importance of it.

B helpful and sincere service with positive approaches from HR staff mem-
bers. Line managers view themselves as customers of HR, and consequent-
ly, they want to be treated as important customers. They want the HR staff
to be resourceful and courteous with their requests.

B 1o work with HR staff members who have the necessary skills and motiva-
tion to help them achieve their goals. They want to work with a competent
HR staff who can complete projects and assist them with core business
activities.

B HR staff members who will stretch and extend themselves. A willingness to
exceed expectations when assisting with projects. programs, and goals is
desired.
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B HR staff members to be experts in the HR field. When line managers seek
help from the HR department, they expect expert advice and credible tech-
nical assistance. Otherwise, they may lose respect for the HR staff.

M a practical approach to help solve problems and resolve issues in the line
organization. They have no time for theoretical issues, complex models, or
the latest fad. They want proven and practical techniques and programs.

For most HR staff members, these line management needs should not come as
a surprise. They represent typical demands placed on any support staff. The
important issue is that, until there is a clear understanding of what the line man-
agers want, it may be difficult to deliver it.?

Characteristics of a Successful Partnership

The key ingredients of successful partnerships between HR and line manage-
ment are similar to other successful partnership arrangements, such as a business
partnership or a marriage partnership. A successful partnership arrangement is
based on several characteristics, outlined below:

B Mutual respect between the partners is necessary. The HR staff must
respect line management and line management must respect the HR staff. This
fundamental ingredient is essential for productive and fruitful relationships.

B Common goals must exist. HR goals should be consistent with, and sup-
portive of, operational goals such as production levels, service targets, sales
volumes, productivity improvement, quality enhancement, cost reduction,
and customer satisfaction.

B Each partner should offer a unique contribution to the relationship.
Partnerships are usually formed on this principle. Often the contributions of
each partner are complementary.

H Each partner’s role should be clearly understood. Partnerships function
best when responsibilities, expectations, and activities are defined, dis-
cussed, and documented.

H Each partner should recognize the strengths and weaknesses of the
other partner. In many effective partnerships, the strength of one partner is
a weakness of the other, thus making the combined relationship more effec-
tive. This brings synergy to the relationship.

B Time must be allocated to improve the relationship. A relationship will
not grow and mature unless sufficient time is allocated for the specific pur-
pose of improvement. Social time allocated for this purpose may be just as
valuable and effective as work time.
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B A helpful attitude should permeate the relationship. Each partner must
be willing to help the other at all times, in all situations. An effective part-
ner will support, encourage, and protect the other partner.

B Partners should adopt a results-based approach to meet goals and solve
problems. Partners must focus on desired outcomes, and develop appropri-
ate strategies and tactics to achieve them. Sustained results are essential for
the partnership to continue.

H Partners should share rewards and risks. In a legal partnership, this is
automatic; partners share in success as well as the risks associated with busi-
ness failure. This should be an important ingredient in all partnerships.

The above factors represent the ideal arrangement in a successful partnership
arrangement. Although in practice, all factors will not exist to the fullest extent,
collectively, they provide a framework that the organization can use to improve
the partnership arrangement. Consider, for example, the last item on the list. Ide-
ally, the compensation of the HR manager (and other key HR staff) should be
similar to the line manager’s plan. When management goals are met and line
managers receive incentive compensation, HR managers should receive a similar
bonus, assuming that they have common goals. As the line manager’s bonus com-
pensation declines because of inadequate results, the HR manager should suffer
the same consequences.

The remainder of the chapter provides other specific strategies to improve this
partnership relationship. Some strategies are directed at top management, while
others focus on middle managers or first level supervisors. Collectively they pro-
vide an important framework from which to develop, cultivate, and refine this
important relationship that is essential for a results-based HR program.

TOP MANAGEMENT COMMITMENT

While the influence of the entire management group is important to HR suc-
cess, no group will have more impact than the top executive group. This group
allocates resources, initiates programs, assists in goal setting, and often provides
a role model for program support. Without strong support and endorsement from
top executives and administrators, HR programs will fall short of their potential
and the HR function will not be very effective. Developing a supportive relation-
ship with top executives is a critical challenge for the HR staff. The extent to
which this is accomplished could separate the mediocre HR departments from the
outstanding ones.

Each chief executive officer (CEO) or other top official has some degree of
commitment to the HR function. (The term CEO is used to identify the top exec-
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utive or administrator over the organization or major part of the organization.)
The extent of this commitment usually varies with the style, attitude, and philos-
ophy of the chief executive and to a certain extent may reflect the organization’s
historical use of HR. A heavy commitment to HR usually correlates with a suc-
cessful organization. HR managers must show top management the payoffs of
HR investment and convince those key executives that they should be strong sup-
porters of HR efforts. With this approach, HR managers can actually change the
role of top management and its relationship with the HR staff.

A Commitment Check

As a first step in exploring ways to improve top management commitment, it
is useful to assess the extent of commitment currently prevailing in the organiza-
tion. The commitment checklist presented as Table 4-3 contains a self-test for the

TABLE 4-3
CEO: CHECK YOUR COMMITMENT TO THE
HUMAN RESOURCES FUNCTION
(SEE APPENDIX 2 FOR RESPONSES)

Select the response that best answers the question.

YES NO

03 0O 1. Do you have a corporate policy or mission statement for the HR
function?

O O 2. Do you occasionally question the need for your HR function?

O 0O 3. Does your organization set goals for employee participation in
and utilization of formal HR programs?

O 0O 4. Do you periodically survey employee attitudes and make
adjustments based on the results?

O O S. Is your involvement in the HR function more than introductory
statemments, memos, and approvals?

O O 6. Isyourtop HR officer involved in key strategic planning sessions?

OO [ 7. Do you require the HR department to monitor important
performance measures related to their efforts?

00 0O 8. Do you occasionally participate in an HR program or review
parts of one?

U 0O 9. Do you require your managers to be actively involved in HR
programs?

00 O 10. Does your top HR officer have a title that reflects senior officer

status?

(continued on next page)
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TABLE 4-3 (CONTINUED)
CEO: CHECK YOUR COMMITMENT TO THE
HUMAN RESOURCES FUNCTION
(SEE APPENDIX 2 FOR RESPONSES)

o o o o 0O

o oo O gooo o o 4o oo o

a

o o o o 4

o oo o ggogggo o o o gog g

18.
19.

20.
21.
22.
23.
24.
25.
26.
27.

28.
29.

30.

. Is the total compensation package for the top HR officer

structured in the same way as packages for top functional
executives in finance, sales operations, and other key areas?

. Do you require your management group to support and

reinforce HR programs?

. Do you require the HR department to distribute performance

data to division or regional managers?

. Do you require that all new HR programs be justified in some

way?

. Is your top HR officer’s job an attractive and respected

executive position?

. Do you encourage your line managers and HR staff to work

together as a partnership to prevent problems and improve the
organization?

. Does the HR department have an annual budget and operating

objectives?

Does the HR manager have access to you regularly?

Do you often suggest that the HR staff help solve performance
problems?

Do you frequently meet with the HR ofticer to review HR
problems and progress?

Do you require a formal top executive review and assessment of
HR programs at least annually?

Do you require an assessment of needs and a proposal for new
HR programs?

When business declines. do you resist cutting the HR budget?
Do you frequently speak out in support of the HR function?
Does the top HR officer report directly to you?

Do you require the HR department to have a cost-tracking
system for each major program?

Is the HR department required to monitor the results of each HR
program in some way?

Do you ask to see the results of major HR programs?

Do you encourage a cost/benefit calculation for major HR
programs?

Do you require major HR program results to be linked to key
organizational measure of productivity and efficiency?
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top executive. In just a few minutes, a CEO or top executive can assess the level
of commitment and identify ways in which commitment can be increased. When
taken in the proper setting, this checklist can be a revealing exercise, resulting in
a favorable impact on the attitudes and actions of a chief executive. The impact
is often greater in organizations where there has been little effort to secure com-
mitment for the function. While the interpretation of the number of “yes”
responses to the test may vary with the organization, one approach is presented
in Appendix 2.

The CEO self-test will usually reveal several areas where additional commit-
ment is needed. By grouping the issues into general areas of emphasis, clear
guidelines for strong top management commitment begin to emerge. The ten
major commitment areas, shown in Table 4-4, need little additional explanation.

TABLE 4-4
TEN ESSENTIAL COMMITMENTS FROM TOP MANAGEMENT

For strong top management HR commitment, the chief executive officer should:

* Develop a mission for the HR function.

* Allocate the necessary funds for successful HR programs.

* Allow employees time to participate in HR programs.

* Get actively involved in HR programs and require others to do so.

* Support the HR effort and ask other managers to do the same.

* Place the HR function in a visible and high-level position close to the chief
executive.

* Require that each new and existing HR program be justified in some way.

* Insist that HR programs be cost-effective and require supporting data.

* Involve the top HR officer in strategic management issues.

» Create an atmosphere of open communication between the chief executive and
key HR personnel.

Some are obvious requirements for a successful HR effort and have been dis-
cussed previously as requirements for a results-based HR philosophy in the orga-
nization. The other items will be covered in other sections of this book.

Increasing Commitment

Now for the important question: How can top management commitment for
HR be increased? This puzzling question represents a unique challenge for HR
professionals who often operate under the assumption that they cannot influence
commitment. The actual commitment to HR devclops slowly over time and often
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varies with the size or nature of the organization. It is a derivative of how the HR
department evolved in its role, the attitude and philosophy of the top management
group toward the HR function, and how the HR function has been managed. The
last two of the three items show promise for increasing commitment and are illus-
trated in the following actions:

M Results. Top management commitment will usually increase when HR pro-
grams achieve or exceed desired results. This is an integral part of an impor-
tant cycle. Commitment is necessary to build effective HR programs where
results can be obtained. And when results are obtained, commitment is
increased. Few things are more convincing to top executives than measur-
able results they can understand and perceive as valuable to the organiza-
tion. When a new program is proposed, additional funding is sometimes
based solely on the results anticipated from the program.

B Management Involvement. Commitment is increased when managers are
actively involved in HR programs. This involvement, which can occur in
almost every phase of the HR process, reflects a strong cooperative man-
agement effort to use human resources effectively. Top executives want their
managers involved because it reflects a team spirit and they assume the
process will be more effective because of the participation. Specific tech-
niques for increasing involvement are covered later in the chapter.

H Professionalism. A highly professional HR staff can help improve commit-
ment. Where the achievement of excellence is the goal of many profession-
al groups, it should be a mandate for the HR department. The HR staff must
be perceived as professional in all actions including welcoming criticism,
adjusting to the changing needs of the organization, maintaining productive
relationships with other staff, and setting the example for others. Profes-
sionalism will show up in the attention to detail in every HR program—
detail that is often overlooked by non-professionals.

B Knowledge of Business. A comprehensive knowledge of the organization’s
primary businesses is a key ingredient in building respect and credibility
with the management group. Top executives and administrators want staff
support groups to understand their core businesses and how they function,
learn all about the organization, and show interest in operational goals. Top
executives are more inclined to provide additional funds to an HR staff who
understands the business and are willing to help the business reach its goals.

M Communications. The HR department must communicate needs to top man-
agement and make them understand that HR is an integral part of the organi-
zation. Whether developing new program proposals, reviewing program
progress with top management. seeking helpful advice. or reporting program
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results, communication is critical. When top management understands the
results-based process, they will usually respond with additional commitment.

B Visibility. The HR staff should position itself in a visible role, preferably
alongside key managers, helping to solve operational problems. More than
being “at the right place at the right time,” this strategy includes a variety of
actions that increase the presence of the staff and function. Top executives
want staff members who “are involved,” with a “hands-on” philosophy and
a desire to be “where the action is.”” Top management will usually support
those who meet this challenge.

B Generalist Approach. The HR department should avoid being narrowly
focused. HR programs should not be confined to those mandated by regula-
tions, laws, or organizational necessities. While sometimes enjoying a
favorable reputation in certain areas such as record keeping, benefits admin-
istration, or EEO compliance, the HR staff may not be regarded as problem
solvers or performance enhancers. A progressive HR staff should be per-
ceived as versatile. flexible, and resourceful, and utilized in a variety of sit-
uations to help make a contribution to organizational success.

B Practical Orientation. The HR department must have a practical approach
to program design, development, and implementation. An approach focus-
ing on theories and philosophical ideas may be perceived as not contribut-
ing to the organization. While there is a place for theoretical processes and
analyzes, much of the efforts of HR within the organization should focus on
practical application of proven techniques. Programs should normally be
useful and helpful and coordinated by experienced people who understand
the needs and program.

While in some organizations there may be other factors that are contextual or
unique to a particular setting, the above strategies apply in most settings. They
represent actions or requirements that top management notices and recognizes as
important to HR success. Taken individually, the above items may not have much
effect on overall commitment. However, when the HR staff pursues excellence on
every item, top management commitment will increase.

MANAGEMENT SUPPORT AND
REINFORCEMENT

As defined in this book, management support for HR programs is concerned
with actions for first and middle level managers. Before presenting techniques for
improving support. it may be useful to present the concept of ideal management
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support. Ideal support occurs when a manager reacts in the following ways to the
HR function:

B Encourages employees to be involved in HR programs.

B Volunteers personal services or resources to assist the HR function.

B When appropriate, makes an agreement with employees before they become
involved in HR programs; this agreement outlines what changes should
occur or what tasks should be accomplished after the program is imple-
mented or completed.

M Reinforces the behavior change objectives of HR programs; this reinforce-
ment may be demonstrated in a variety of ways.

B Meets all responsibilities and duties for making HR programs successful.

B Assists in determining the results achieved from HR programs.

B Provides rewards and recognition to participants who achieve outstanding
accomplishments with HR program participation.

B Makes unsolicited positive comments about the quality and effectiveness of
HR programs and services.

This level of support represents utopia for the HR profession. The following
section explores ways to move closer to this idealistic supportive environment.

Support Prior to Implementation

Support is necessary before a program is implemented as well as after it
becomes operational. One strategy is to secure pre-program agreements or com-
mitments. Probably the most common type of agreement is formulated between
the HR department and the participant’s supervisor and outlines the responsibili-
ties of both the supervisor and HR department. Usually developed in a meeting
with supervisors of participants prior to the beginning of the HR program, this
approach is particularly useful for training programs, total quality management
initiatives, safety and health programs, employee benefit plans, and alternative
reward systems. For example, in the implementation of a productivity improve-
ment program, prior agreements covering expectations and roles of participants
and supervisors are important to help maximize program success. Other varia-
tions of pre-program agreements involve commitments between the participant
and the participant’s supervisor or between the HR department, the participant,
and the participant’s supervisor. More information on the structure of these agree-
ments is available in other references.*

Defining and documenting the responsibilities of both participants and supervi-
sors of participants represents an effective type of pre-program activity. Some orga-
nizations develop program descriptions. program brochures, or other documents that
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provide specific duties for each party. Others define responsibilities in policy and
procedure manuals. Timing becomes an issue with this tactic. Participant responsi-
bilities are sometimes defined prior to, or at the beginning of, an HR program 1o
ensure that participants are fully aware of expectations and to achieve desired results.
For example, in the introduction of a new employee involvement program in one
organization, participants and their supervisors were provided a copy of their respec-
tive responsibilities along with the requirements for program success.

Communication with participants prior to involvement in an HR program is an
often overlooked but effective pre-program activity. This is particularly important
when participation is not required of all employees. When selected to participate,
the individuals are usually curious about the reasons for their involvement. Par-
ticipants are interested in the purpose of the program and eligibility requirements.
Much of this pre-program anxiety can be eliminated if the participants are pro-
vided the following information:

W The basis for their selection or eligibility requirements for participation.

Hl The purpose of the program, including a brief overview of the program content.
B The administrative details of the program (time, place, dates, etc.).

B Instructions about pre-program assignments. if applicable.

B Expected results.

B Follow-up plans, including program monitoring and tracking.

It is important to provide information on the last two items, program results
and follow-up plans, because of their link to program success. Detailed prior
information places the participant at ease and enhances the achievement of
results. Participants will have a clearer picture of why they are involved in the
program and how they can make it successful. Also, pre-program information
may strengthen the relationship between the participant and those who adminis-
ter the program.

Support After Implementation

Probably the most critical area of support involves activities after the program
is implemented. In some HR programs, participants are expected to change habits
or attitudes or improve skills after the program is implemented. Post-program
support, in the form of follow-up assignments or planned actions, are important
to assess what change has taken place. Otherwise, the program’s ultimate success
may not be accurately determined. In this context, the terms “support” and “rein-
forcement” are almost synonymous. When support is exhibited, it helps reinforce
what the participants should accomplish to meet program objectives.
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For most follow-up activities, the participant’s supervisor is a key individual in
the process. Supervisors must see the results achieved and understand the impor-
tance of participation. Some follow-up assignments require participants to funnel
their new accomplishments through the supervisor who is asked to make com-
ments about the significance of the improvement and the assistance the program
provided to help produce the results. Follow-up actions are essential for HR pro-
grams that focus on improvement. For example, in a total quality management
program in one organization, supervisors are required to provide follow-up infor-
mation on several planned actions that focus on continuous improvement. A fol-
low-up report is sent to the Quality Manager. Specific types of follow-up activi-
ties are presented in a later chapter.

Reinforcement

The results-based approach requires an effective work relationship between the
HR staff, participants, and the participant’s supervisor. This relationship can be
viewed as part of a three-legged stool representing the major influences. One leg
of the stool is the HR staff member who coordinates the program. Another leg is
the participant who is involved in the program, and the third leg is the partici-
pant’s supervisor who reinforces program objectives and follow-up activities.
Without one of the legs, the stool collapses, as does the results-based approach.

The necessity of reinforcing actions from the participant’s supervisor cannot be
underrated. Too often participants face obstacles or barriers to successful imple-
mentation or application of the HR program and even the best participants fail to
succeed. Regardless of how well an HR program is designed and implemented,
unless it is reinforced on the job, most of its effectiveness is lost.

To improve reinforcement, the primary focus must be on supervisors of pro-
gram participants. Collectively, this group can exert a major intluence on the par-
ticipant’s behavior by providing reinforcement in the following ways:

B Explain or clarify certain parts or features of the program.

B Help participants diagnose problems related to the HR program.

B Discuss possible alternatives for handling specific situations.

B Coach participants to help them meet program objectives.

B Encourage participants to use the HR program effectively.

M Serve as a role model for the proper implementation of the HR program
material.

B Give positive recognition to participants when the HR program objectives
are met.
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A management reinforcement workshop is an effective approach to teach
supervisors and managers how to develop the above skills to reinforce behavior
changes desired from an HR program. The power of these combined activities to
reinforce program objectives and ensure program success is impressive. This
process is effective, whether the HR program focuses on training or health care
cost containment.

Reinforcement can come from sources other than the supervisor. Sometimes,
when participants achieve success with an application of an HR program, they
will want to try it again. This self-reinforcement causes a few participants to excel
with HR program materials even in the face of on-the-job obstacles that hinder
program success. Participants may attempt to meet objectives if they feel an
obligation to implement them or they may be curious to see if the program will
actually work. The satisfaction of achieving success provides reinforcement for
them to try it again. Sometimes there are tangible benefits for program applica-
tion. Self-reinforcement is particularly effective in programs where new skills,
attitudes, or work practices are required for programs such as skill base pay plans,
employee involvement efforts, labor-management cooperation, total quality man-
agement, and training and development.

An often overlooked avenue for reinforcement is the peer group, which
includes employees at the same level engaged in the same HR program. When
participants achieve success with program applications, others are encouraged to
make the program work. Subtle peer pressure is at work influencing group mem-
bers to meet program objectives. Also, it can spawn intergroup coaching among
the peer group where successful participants will sometimes show others how to
achieve the desired results. Peer reinforcement can be enhanced when specific
actions are taken to bring attention to the results achieved by group members. For
example, in one program, a report on the progress made by each group member
was distributed to each group member after three-month intervals. Peer rein-
forcement works best in group-based programs such as gainsharing, team build-
ing, group incentive plans, safety programs, and empowerment programs.

Recognition of Support and Reinforcement

A very effective strategy for building or enhancing a supportive relationship is
to provide sincere, appropriate recognition to managers of participants when they
show support or reinforcement for HR programs. Recognition can come in a vari-
ety of formats and must be both sincere and appropriate for the action or behav-
ior being recognized. Among the techniques that have worked for organizations
are the following:
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M Provide praise in meetings to recognize managers who are supporting the
efforts or have contributed to a successful HR program.

M Send a memo to managers who have supported HR programs or provided
special input or assistance. Copy the manager’s immediate superior. The
memo should detail exactly what has been accomplished and express appre-
ciation for the accomplishment.

M Provide input for the performance review process for those efforts that rep-
resent a significant accomplishment.

B Use an existing publication to bring attention to the accomplishments of
managers when they assist, implement, and deliver HR programs. For orga-
nizational wide publications, the recognition should be contained in a gen-
eral interest story. In special interest publications, such as an HR newsletter,
recognition is more direct and specific.

B Arrange appreciation dinners for those who provide appropriate support and
input into the HR function. These events are appropriately held at certain
milestones to provide program updates to review of program performance
as well as to provide appropriate recognition.

B Recognize managers in a formal awards program such as the manager of the
year award or division manager of the month. These awards presented by the
Human Resources staff should be made based on objective criteria reflecting
the quality of the input and contribution of managers to HR programs.

B Provide specialty advertising items such as mugs, T-shirts, umbrellas, or
briefcases to supervisors and managers who have provided assistance and
support. These items should be useful while at the same time should bring
attention to the HR efforts with appropriate logos, slogans, or messages.

M Send thank-you notes to managers who have made a difference. This simple
gesture can be very effective.

Collectively, these techniques, plus others appropriate for the specific situa-
tion, can enhance and maintain the support of the HR staff.

MANAGEMENT INVOLVEMENT

Significant management involvement in the HR function leads to high levels of
program ownership that helps increase HR program effectiveness.” In addition to
this benefit, management's expertise can provide valuable assistance to enhance
program quality. Although many opportunities exist for management’s involve-
ment in the function—as many as there are steps in designing and implementing
an HR program—management’s input and active participation will usually occur
only in the most significant steps of the process. Determining needs. developing
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objectives, designing programs, conducting or coordinating programs, and evalu-
ating program results are typical stages where management input is needed. Five
widely used techniques to involve managers are presented here.

Managers as Advisory Committee Members

HR advisory committees offer an excellent opportunity to increase line man-
agement involvement in the HR function. Sometimes operating under other
names such as councils or advisory boards, committees are developed for a vari-
ety of programs and specific functions, as shown in Table 4-5. Depending on the

TABLE 4-5
HR COMMITTEES

Focus EXAMPLE

Individual program New employee orientation program committee
Account executive’s training committee
Job evaluation committee
Profit sharing committee
Employee suggestion committee
Specific function Compensation committee
Executive development committee
EEO committee
Collective bargaining committee
Employment standards committee
Multiple functions Employee involvement committee
QWL committee
Operating cost committee
Communication commitiee
Governmental compliance committee

duration of the HR program and the emphasis needed for the specific function,
committees can serve as a one-shot assignment or a continuing process. Com-
mittees can be used in many stages of the HR process, from needs analysis to
communication of program results. The HR department benefits from the exper-
tise of management’s input and from management’s commitment to the process.
It is unlikely that managers will criticize something of which they are a part. Typ-
ical duties of an advisory committee include:

B Explore the need for the program or review the results of a needs analysis.
M Establish program objectives.
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B Discuss alternatives for meeting program objectives.
W Approve a proposed program design.

B Recommend potential changes in a program.

B Review program results.

B Monitor program activity.

Conmumittees can meet periodically or on an as-needed basis. In a typical meet-
ing. a senior HR manager reviews specific issues to secure input, support, and
endorsement of the HR program.

The selection of committee members is an important issue. Key managers or
influential executives who are decisive, knowledgeable, and respected in the
organization make the best members. A committee comprised of dysfunctional
managers, commanding little respect in the organization, will be ineffective. It is
also important that committee members not get bogged down in irrelevant and
insignificant matters and thus lose the clout and credibility they could otherwise
enjoy. Before deciding on whether a committee is appropriate, the HR department
should determine if the potential benefits outweigh the time that must be given to
make the committee process work. Some organizations have a committee for
almost every program, while others manage to survive well without them.

Managers as Task Force Members

Managers should be considered for an HR task force assignment. A task force
consists of a group of employees, usually managers or specialists, who are
charged with the task of developing an HR program. Task forces are more useful
for programs that are beyond the scope of HR staff capability and expertise. For
example, a job evaluation task force has the responsibility for revising and updat-
ing all jobs. The task force members from each major functional area provide the
needed expertise for the assignment.

A major difference between the functions of a task force and a committee is
that the task force is required to produce something. 1t must devote a consider-
able amount of time and effort to researching, designing, developing, writing,
testing, or implementing the program. Time requirements vary from a one-week
assignment to a full-time project for several months. The time span, of course,
depends on the nature of the program being developed and the availability of task
force members. Examples of task force projects include:

Bl Designing an organization-wide suggestion system.

B Developing a recruiting strategy for new robotics technicians.

M Implementing a productivity improvement program for a specific area.
B Revising the salary administration system for all exempt employees.
M Designing a skill-based pay system for engineers.
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B Assessing the effectiveness of the employee benefits package.
B Developing a technical training program for the engineering department.

The selection of task force members is more critical than the selection of com-
mittee members. The experience base of task force members is extremely impor-
tant and should represent the range of skills needed for program development and
implementation. Although a task force may include management or non-manage-
ment members who have the expertise needed for the project, including manage-
ment on the task force adds credibility and influence that can enhance the pro-
gram’s success. The drawback, however, is that managers may not have time to
devote to the project.

In addition to increased credibility, an advantage of the task force approach to
HR is usually a savings in time and money. A task force frees the HR staff from
the time-consuming activity of program development and implementation.
Another advantage is the teamwork example created by the task force. The target
employees may accept the end product of a task force more readily than a pro-
gram designed by the HR staff.

Managers as Discussion Leaders

A common and effective approach to involvement is the use of managers as HR
program discussion leaders. For example, one organization, involved in a major
effort to implement a gainsharing program in several plants, used managers as
discussion leaders for monthly employee meetings. These meetings were
designed to feed back results and teach employees how to control costs. This
approach presents some unique challenges because not everyone has the flair for
leading a discussion. Discussion leaders should be carefully chosen based on
their expertise, presentation skills, reputation, and availability.

The expertise requirement is usually one of the most important reasons for
soliciting outside assistance. The HR staff cannot provide expertise for all pro-
grams conducted. Although a subject matter expert is used in the program design,
it may be more meaningful to participants to have a discussion leader knowl-
edgeable in the subject matter. Good presentation skills are important as well.
Even the most well-respected and knowledgeable manager can fail in this assign-
ment if he or she cannot make an effective presentation. Discussion leaders
should have a good reputation in order to bring credibility to the program. Simi-
larly, managers who are considered substandard performers or improper role
models will have a negative impact on the program. Finally, availability is impor-
tant. While it may not be the norm in every organization, effective managers are
usually very busy individuals and may not have the time to help conduct pro-
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grams. However, other equally effective managers, because of some unusual cir-
cumstances. may not be fuily challenged in their jobs and are likely candidates
for an assignment as a discussion leader. Also, top management will sometimes
insist that even the busiest line managers be involved in the HR effort. This stance
makes HR a high priority and leaves a favorable impact on HR programs.

After the discussion leaders are selected, the main task is to prepare them for
their assignments. Because this may be a lengthy process. the actual time involved
in preparing others to conduct or coordinate a program may be greater than the
time required for the HR staff to prepare for and present the program. Detailed
objectives, prepared scripts, visual aids, and other items may need to be prepared.
If appropriate, discussion leaders should have a chance to practice a session before
presenting it to participants. The HR staff should offer suggestions. At a minimum,
an HR staff member should attend the first presentation and provide feedback to
the leader in an attempt to keep program quality at a high level.

Managers as Program Coordinators

Occasionally, it may be necessary to recruit managers, usually line managers,
to represent the HR function in a particular division, plant, department, or work
area. This action relinquishes the ownership of an HR program to line managers
and removes the stigma that the program is a staff initiative. Program coordina-
tors or administrators have specific duties to provide local representation and/or
management of a specific HR program. The specific situations in which this is
appropriate include programs where a high degree of HR expertise is not
required, but the additional credibility, influence, and knowledge of a local man-
ager is very important. Some typical examples of these types of programs are
alternative reward systems, employee involvement efforts, employee relations
programs and on-the-job training programs. In these situations, managers are
briefed (and sometimes trained) on their specific roles as program coordinators
and receive detailed descriptions of what they should do and when they should
do it. An HR member may occasionally visit with the coordinator or attend a
meeting conducted by the coordinator.

The extent to which outsiders are involved in coordinating HR programs can
vary considerably. In some situations, the entire program is coordinated by the
HR staff. In others, programs are coordinated entirely by line management. The
right combination depends on factors such as:

M The nature, scope, and complexity of the HR program.

R The ability of other managers to coordinate the program.

B The value placed on having other managers identified with the HR program.
M The professional expertise of the HR staff to coordinate the program.
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M The size and budget of the HR staff.

W The physical location of program developers when compared to the location
of line managers.

The use of non-HR managers in HR programs creates an impressive display of
teamwork. In one organization where manager coordination of a program was
extensive, there were periodic “coordinator” meetings. In these meetings the
results of the program were presented along with proposed changes and general
information about the program’s future. A team spirit was created and, at the same
time, the gesture reminded managers that their contribution was necessary for
program success.

Managers as Participants

While many HR programs require managers to participate along with their
employees, others do not. For some programs, such as safety and health, employ-
ee benefits, organization development, employee involvement and training, it
may still be important for managers of the participants to be involved even
though their involvement is not required. Management participation, when feasi-
ble, enables managers to experience the program in the same way as other par-
ticipants. Although they may be involved in separate sessions, managers are
exposed to essentially the same material, either in a full program or a scaled-
down version.

Managers are sometimes reluctant to become involved in HR programs
designed for their subordinates and, in some situations, managers do not need full
exposure to the program. A program description or a brief outline, along with an
explanation of responsibilities, might suffice. However, this approach usually
falls short of an optimum situation. It is difficult for managers to have a clear
understanding of a program unless they experience all of it. As an additional ben-
efit, managers have an opportunity to sharpen skills or enhance knowledge after
participating in the program. Participation can range from attending the full pro-
gram to auditing a portion to examine its content.

Manager attendance is appropriate when one or more of these conditions exist:

M A high percentage of the manager’s employees will be involved in the pro-
gram. Because of the broad coverage alone, managers need to understand
program content and observe the dynamics of the program.

B Managers must have a clear understanding of why their employees are
involved.
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B Support and reinforcement from the manager are essential to the program’s
success. Managers must know what role to assume to support the program
and reinforce its objectives.

W Managers need the same knowledge or skills the participants will obtain
from the program. Although the program may not be designed for managers,
it may be important for them to know and use the program information, and
participation may be the most efficient way to obtain this information.

This approach may not be feasible for all types of HR programs. For example,
in specialized programs designed for only a few individuals, managerial partici-
pation may not be practical nor desirable. Also, management participation may
inhibit the involvement of other employees.

Why Managers Should Get Involved

As discussed earlier, management involvement can occur at any stage of the
development and delivery of an HR program. Some strategies of involvement fit
more appropriately into specific stages. Table 4-6 shows the steps in the results-
based model and the level of potential management involvement in each step.
High levels of involvement are possible in many steps. The most appropriate
involvement strategy is listed.

TABLE 4-6
MANAGER INVOLVEMENT OPPORTUNITIES

STEPS IN OPPORTUNITY FOR  MOST APPROPRIATE
RESULTS-BASED MODEL MANAGER INVOLVEMENT STRATEGY
Conduct Needs Analysis High Task Force
Development Measurement/ Moderate Advisory Committee
Evaluation System
Establish Program High Advisory Committee
Objectives
Develop Program Moderate Task Force
Implement Program High Program Leader
Monitor Costs Low Program Coordinator
Collect/Analyze Data Moderate Program Coordinator
Interpret Data/Draw High Program Coordinator

Conclusions
Communicate Results Moderate Participant
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Seven major benefits are derived from manager involvement in the HR function:

B Added program credibility that might otherwise be lacking.

M Increased ownership of programs by managers when they are involved in
developing, implementing, or evaluating HR programs.

B improved working relationships, because program participants and HR staff
have more interaction with other key managers.

B Enhanced managerial skills of managers who are actively involved in pro-
grams.

B Increased savings for the HR budget, in cases where it is more economical
to use other managers than to add HR staff.

W Improved performance of HR programs because of an increased focus on
results.

B Additional rewards for managers who contribute to the HR effort.

With these advantages more organizations should use the skills, expertise, and
influence of management in the HR process and build effective partnerships. HR
leaders will be challenged in the 1990s to tap the input of this important group.
in particular. key line managers. Otherwise, HR programs may not achieve opti-
mum results.

FOCUSING ON RESULTS WITH MANAGERS

When building relationships with other managers, and particularly line man-
agers, a focus on results helps solidify and enhance the relationships, as discussed
in the section on characteristics of successful partnerships. A focus on results
involves specific actions of the HR staff throughout the different stages of the HR
program development and delivery.

Regardless of whether a product is produced or a service is delivered, all HR pro-
grams should in some way tie into the organization’s output. Some programs will be
directly related to the bottom line and aimed at specific improvements, while others
will be indirect, but still aimed at helping the organization meet its primary goals.

A concern for the bottom line should appear in the scope, nature, type, and con-
tent of HR programs. A review of the portfolio of products and services offered
by HR will reveal the degree to which there is a concern for, and a relationship
to, the bottom line. An important concern for bottom-line contribution is evi-
denced when programs are tied directly and indirectly to the bottom line. This
relationship must be explained and communicated. For example, an employee
benefits program involving cost sharing for medical costs can easily be linked
directly to the organization’s bottom line. Conversely, a4 new benefit designed (o
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provide tinancial counseling to employees may have little connection to the bot-
tom line. It only a few programs can make this connection, there may be prob-
lems in the future. The important point here is that a concern for the results helps
build the partnership relationships with line managers, because line managers are
primarily concerned with the bottom line of the organization. When line man-
agers see the same concern from staff members, they are more interested in devel-
oping a partnership.

In some cases the staff can see problems on the horizon when line managers
are unable to see them. Perhaps the HR staff sees increases in absenteeism,
turnover, grievance rates, or accident frequency rates. These danger signals might
escape the scrutiny of a line manager whose principle focus may be on the out-
put variables such as productivity, quality, cost, and delivery schedules. Immedi-
ate attention by the HR staff with proposed programs, actions, and strategies to
help alleviate problems before they become serious issues can win the support of
most progressive line managers who welcome assistance to prevent future prob-
lems. Avoiding problems can be convincing evidence of concern for the bottom
line to line managers and can help build an effective partnership.

While avoiding problems is the least costly approach, it is sometimes ignored. Too
often HR managers wait, sometimes intentionally, until problems become serious
and then charge to the rescue attacking and correcting the problem. While this might
feed egos and make HR managers feel important, it does not serve the organization
very well if the problem could have been avoided with preventive programs.

ROLES, RESPONSIBILITIES, RISKS,
AND REWARDS

Another effective set of actions to improve the partnership relationship with
line managers concerns HR roles, responsibilities, risks, and rewards.The last
three decades have brought significant changes to the role of the human resources
staff. Initially HR, or personnel as it was called, primarily performed an admin-
istrative role of keeping records, developing reports, and paying employees.
Because the administrative role was essential and very critical at the time, it con-
sumed most of the department’s resources. Slowly, the reactive role emerged in
which HR responded to requests for developing programs and providing services
to meet realistic and perceived needs. The HR staff became known as helpful
problem solvers, responding to requests from the organization or responding to
environmental needs, particularly as they related to government regulations.
Gradually, the proactive role evolved. HR began 1o realize that programs should
be implemented to prevent problems and consequently, the HR staff began initi-
ating programs, sometimes based on what others were pursuing at that time. In
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the ’80s, HR was quite productive in initiating new programs, earning the label
of being too proactive in some organizations. In the *90s, the newest role for HR
staff is collaboration. Here, HR staff members, in concert with key managers,
observe or anticipate problems or opportunities and jointly develop programs to
prevent problems, boost efficiency, raise productivity, and increase customer sat-
isfaction. In this role, the HR staff is truly an effective partner with line managers
collaborating on important issues.

Currently, HR staffs are involved with administrative work, responding to
requests, initiating new programs, and collaborating with line managers. The pre-
sent emphasis, as illustrated in Figure 4-1, is on the roles of the initiator and col-

M Administrator

B Responder

B initiator

M Collaborator

Previous Present
Inclination Shift

FIGURE 4-1. ROLES FOR HR RELATIONSHIPS.

laborator. This shift is sometimes accomplished by examining the current time
spent on each of the four roles and setting targets for those percentages in the
future. This translates into an HR staff focusing more quality time to the roles of
collaborator and initiator.

For years HR managers have been trying to increase their power base by gain-
ing control over issues, policies, and individuals. HR managers want approval
authority for items such as staff additions, salary increases, and employee termi-
nations. This “desire to control” increases resentment with line managers who
think the HR staff has excessive influence. In some cases, it causes line managers
to resist any involvement by HR in their efforts. What HR managers must learn
is that in order to build effective partnership relationships, they must be willing
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to shift HR responsibility to the line organization. HR must be willing to let the
line managers make critical decisions previously reserved for the HR staff. This
is a dramatic and sometimes emotional shift. As one HR manager stated.

I have worked too hard to build a power base to give up control now. It
has taken years to get in the approval loops on critical issues. I do not trust
line managers to handle these issues on their own. I need that control over
them in order to get their attention on critical issues and have them work
with me when I need them.®

While this approach may satisfy an ego, it does little for building partnerships.
This shift is inevitable and should be initiated by the HR staff before top execu-
tives require it.

A critical issue must be addressed before responsibility can be shifted. Line
managers must know how to deal with the issues and make effective decisions.
Most progressive HR departments have found that when they relinquish responsi-
bilities to the line, the partnership relationship is enhanced and line managers
begin to consult with them more frequently. Teaching line managers to manage the
human resources is a gradual process. It must be built into routine management
training and become a part of job responsibilities, expectations, and department
goals. It is an ongoing process that must be nurtured by the HR staff. Some orga-
nizations have identified this shift as a major organizational strategy. By design.
these organizations want line managers to be knowledgeable of HR practices and
skilled in handling HR issues so they can make quality decisions, consult with the
HR staff on unresolved issues, or seek additional information for the HR process.”

This shift of responsibility requires the HR staff to view themselves as agents
of change. They must clearly define responsibility for resuits and gradually shift
it to the line organization, at least on a shared basis. For example, in one organi-
zation, before a responsibility shift, the HR staff was accountable for the conse-
quences of excessive turnover. When turnover exceeded expectations, the HR
staff had to explain variations and outline corrective action. Gradually, at the ini-
tiation of the HR staff, turnover became a shared responsibility where line man-
agers were held accountable for their turnover statistics along with HR managers,
forcing them to work together to keep the number as low as possible. Finally,
after a complete shift, turnover was perceived as a primary responsibility of the
line manager. The HR staff was there to provide advice and assistance as needed
to reduce turnover or to keep it at a manageable level. Line managers had to
report results and offer solutions to problem situations.

Most experts will agree that an effective partnership arrangement allows for
reward and risk sharing. Some HR-line manager partnerships have this ingredi-
ent in existing arrangements. There is risk sharing when programs fail because
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responsibility is shared by both groups and there is a share in the rewards in terms
of credit for both parties when programs are successful. This risk/reward rela-
tionship should be moved to the next level to include direct and indirect com-
pensation. How often does the top HR executive in an organization have the same
type of bonus plan as other top executives? When programs fail to meet objec-
tives, is there a financial penalty assessed with the HR staff to the extent that line
managers are penalized when they fail to achieve targeted results? In an effective
partnership arrangement, key HR staff members should share the same type of
compensation arrangement as line managers, although the magnitudes might not
be as great. After all, line managers have more overall impact on the organiza-
tion’s bottom-line than do staff managers. This is an area that should command
considerable attention in the future, particularly as new innovative pay systems
are being developed by the HR staff.

IMPROVING RELATIONSHIPS
WITH MANAGERS

Now for the big challenge: How are supportive relationships improved?
Although a variety of strategies have been presented, this section brings them
together in critical steps to improve this important relationship. It is possible to
strengthen a supportive relationship significantly by implementing the steps pre-
sented later in this chapter.

Relationship Classification

Before pursuing specific steps for improving supportive relationships, it is use-
ful to classify key managers into four different types according to their degree or
level of support.

Supportive. A very strong, active supporter of all HR efforts, this manager
wants to be involved in programs and insists that his or her employees take
advantage of every appropriate program and HR opportunity. This manager rein-
forces the objectives of HR programs, requires participants to meet program
objectives, publicly voices approval for HR efforts, provides positive feedback to
the HR department, and frequently seeks the HR department’s assistance, advice,
and counsel. This manager is a very valuable asset to the staff. A typical comment
from this manager is, “the HR staff is very effective and professional and they can
help us meet our goals.”
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Responsible. This manager supports HR programs because it is a fundamental
managerial responsibility, just as budgeting and planning are. Although support
is not as strong as with the supportive manager, this manager allows employees
to participate in HR programs, encourages participants to get the most out of the
program, and occasionally voices support for programs, but will not go out of the
way to show unusual interest in HR programs. With prodding from the HR staff,
this manager will reinforce program objectives and become involved in HR pro-
grams. A typical comment from this manager is, “there is a strong commitment
for HR at this organization, so we should support the effort.”

Non-supportive. This manager will privately voice displeasure with HR pro-
grams and reluctantly allow employees to participate in HR programs, sometimes
allowing participation only when it is required. Thinking that the organization is
spending too much time and money on HR efforts, this manager, in private con-
versations, will usually criticize the HR staff and their efforts. When employees
are involved in an HR program, there is very little (if any) reinforcement from
this manager—even if the manager is instructed to provide reinforcement. Con-
versely, this manager’s actions may destroy the value of the program. A typical
comment about an HR program from this manager is, “Regardless of what HR
says, this is the way we do it here.”

Irresponsive. This manager will try to keep employees from participating in
HR programs, will attempt to destroy the HR effort, and will openly criticize pro-
grams and the HR staff. This manager believes that most HR activities should be
performed by the manager, on the job. When this manager’s employees partici-
pate in an HR program, there is usually negative reinforcement. Fortunately, this
type of manager is rare in today’s setting; however, there may be enough of them
to cause some concern for the HR staff. In seminars conducted by the author, HR
managers have indicated about 5-10 percent of key managers are in this catego-
ry. A typical comment from this manager is, “Stay away from the HR staff, they
are destroying this organization.”

Summary of Strategies

Several important strategies for improving the supportive relationship with
other managers are available. Most of them were presented in this chapter. In
summary, the specific strategies are outlined in Table 4-7. Collectively, these
strategies are extremely effective in developing very productive relationships
which allow the organization to achieve desired results from HR programs.
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TABLE 4-7
STRATEGIES FOR IMPROVING RELATIONSHIPS WITH MANAGERS

. Improve top management commitment for the HR function through a

variety of tactics.

. Show managers how to support HR programs, before and after program

implementation.

. Teach managers how 1o reinforce program objectives.
. Involve managers in the HR process in one or more of the five different

ways.

. Provide recognition for managers who support and reinforce the HR

programs.

. Use a results-based approach when designing, developing, and delivering

HR programs.

. Identify potential problem situations and implement effective HR programs

to prevent them.

. Change the role of HR from the administrative and reactive nature to

initiator and collaborator approaches.

. Shift the control. influence, and responsibility for HR to line managers.
10.

Provide mechanisms for HR staff and line managers to share in risks and
rewards for program failures and successes.

Steps for Improving the Relationship

The degree to which management supports HR programs is based on their per-

ception of the value of the HR function, role of the HR department, and the
actions of the HR staff. To improve management support, commitment, and influ-
ence, the HR department should carefully analyze each opportunity to improve
the relationship with an individual manager or a group of managers. This
improvement requires a series of critical steps:

I. Identifv the key managers where support is necessary or improvement is
needed. This step involves selecting individual key managers (i.e.. decision
makers) from middle-management or senior management, where support is
necessary or critical to the success of an HR program. Individuals selected
should be effective leaders, either formally or informally.

2. Analvze and classify the degree of support. Following the descriptions in the
previous section, managers should be classified according to their level of
support for the HR function. Input from the entire HR staff may be helpful
to classify all key managers.
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3. Analyze reasons for support or non-support. Managers will usually show
support (or non-support) of HR programs based on a series of facts, beliefs,
and values related to HR. A fact is something that is indisputable and can be
proven without doubt. A belief is an interpretation of the meaning of past or
present experiences and is used to predict what will happen in the future. A
value is the worth assigned to a particular belief. An example of a fact is a
statement such as, “*All of my employees participate in the total quality man-
agement program.” An example of a belief is, “Progressive discipline does
not work.” The various levels of support outlined previously are usually
based on facts, beliefs, or values assigned to the HR effort by individual
managers. The key emphasis of this step is to attempt to uncover the basis
for the manager’s support or lack of support. Which facts, beliefs, or value
systems have caused an individual’s behavior? Once these are established, a
strategy can be selected that may work with the individual manager to
improve the supportive relationship.

4. Select the best strategy. The strategy appropriate for a particular manager
depends on his or her level of support. Using the strategies presented earli-
er, this step involves selecting the best combination of strategies with the
best chances to improve the relationship.

Supportive managers are a welcome sight to the HR department because
there is little need for a concentrated effort other than to show appreciation
for the support they provide. Possibly they should be involved in HR pro-
grams in the capacities described in this chapter. This involvement will usu-
ally keep them as strong supporters of HR in the future.

Responsive managers need to see the results from HR programs and
understand the effectiveness of HR practices so they will remain responsible
supporters. Because they view HR support as a responsibility, these man-
agers seek a return on their investment, whether their investment is funds
allocated to HR or the time for participants to be involved in HR programs.

The next two types of managers represent challenges to the HR depart-
ment. Primary attention should be focused on non-supportive managers who
in practice can represent a significant number of managers in the organiza-
tion. in the range of 25-35 percent. The analysis in the previous step should
reveal the basis for the non-support, either facts, beliefs, or values. Based on
the analysis, the problem can be tackled by providing additional informa-
tion, getting these managers involved in the HR effort, or showing them the
results of HR programs. Current values or beliefs, if improperly based, need
to be clarified and changed. Statements made about a value or belief can
usually be refuted diplomatically by implementing several of the strategies
outlined in this chapter.

Irresponsible managers are a serious threat to the HR department.
Although there is no place in a professional organization for irresponsible
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thinking or behavior, they do exist and while their numbers are small, they
cannot be ignored. If these managers are regarded as leaders in the organi-
zation, the HR department is in for real trouble. Dealing with these managers
may require confrontations and possibly a few confidential sessions with the
top management. Reminding top management of its commitment to the HR
effort can possibly influence them to insist the manager refrain from work-
ing against the HR department. Otherwise, efforts to show results or get
those managers involved in HR programs may be fruitless. These managers
may require much candid and frank communication about the reasons for
their actions.

From this brief assessment, it’s easy to see that some strategies are more
appropriate for a particular manager classification. For example, it makes
little sense to have an irresponsible manager involved in the HR program.
He or she might use the opportunity as a platform with which to destroy the
program.

5. Adjust the approach if necessary. If an attempt to change a manager’s behav-

ior does not work, possibly another approach can be successful. If a manag-
er’s action is perceived to be based on a belief, but instead is based on a
value, then an adjustment in approach is necessary. The key point is that
each manager responds differently. The HR staff should assess their efforts
to increase support and make adjustments in strategies to improve it. The
primary concern is to move more managers from the less supportive to the
more supportive categories.

SUMMARY

This chapter explored the critical influence of the management group on the
success of the HR function. It is impossible for an HR function to be successful
without the positive and supportive influence of the management group. The tar-
get groups for action include the top managers who must demonstrate its com-
mitment to the function through resource allocation. Middle managers who sup-
port the functions in a variety of ways are ideal targets for partnership
relationships with the HR staff. Supervisors of participants who may function as
first or second level managers must support and reinforce the objectives of the
program. Without this reinforcement, programs will not be as successful as they
should. This chapter outlined a variety of strategies to work effectively with all
of these groups, with specific blueprints for success through teamwork and col-
laborative efforts.
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Part il
Measuring the Contribution of Human Resources

CHAPTER FIVE

Data Collection
Techniques

DATA COLLECTION CONSIDERATIONS

While parts of the HR model presented in Chapter 3 focused on data collec-
tion, this chapter covers the most common techniques. A data collection tech-
nique is a data-gathering device or process administered at appropriate stages in
the HR process. Sometimes referred to as evaluation instruments, data collection
techniques may come in a variety of forms and are usually divided into the fol-
lowing categories: ‘

B Questionnaires B Focus groups
B Surveys B Observations
B Tests B Organizational Performance Data

B Interviews

This chapter reviews data collection issues and general design considerations,
and then presents each technique with specific applications and a few specific
design considerations. Before exploring the various data collection techniques, it
is helpful to distinguish between external and internal research. The material pre-
sented in this chapter focuses on internal research. Internal research includes data
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gathered within the organization concerning programs, events, and issues facing
the organization. External research may involve the use of a literature search,
case studies, field surveys, and other methods to collect data on a specific topic.
The focus of this book is on the issue of whether or not a specific program, func-
tion, or overall HR effort is working as it was planned. To determine this, the
research is internal, involving data that should change as a result of the programs.

Types of Data

An important part of evaluation is to collect data directly related to the objec-
tives of the HR program. Sometimes, HR professionals make the assumption that
appropriate data needed to show the HR contribution are not available. Fortu-
nately, this is not the case. Most organizations collect the data needed to evaluate
HR; they just don’t recognize the evaluative potential of that data. The confusion
sometimes stems from the variety of outcomes expected from HR programs. The
evaluation process is easy for some programs, such as productivity improvement
initiatives, where data are readily available. Other programs, with skill and
behavioral outcomes, are more difficult to measure and evaluate. Demonstrating
that a stress reduction program has decreased costs is much more difficult than
demonstrating that assembly line employees are maintaining production and
quality standards.

Because of this dilemma, a distinction is made in two general categories of
data—hard data and soft data. Hard data are the primary measurement of
improvement, presented in rational, undisputed facts that are easily accumulated.
They are the most desired type of data to collect. Soft data are usually behav-
iorally oriented and less credible. In the long run, the ultimate criteria for mea-
suring the effectiveness of management rests with hard data items, such as pro-
ductivity, profitability, cost control, and quality improvement. Because changes
in these data may lag behind changes in the condition of the human organization
by many months, it is highly useful for management planning and control to sup-
plement these measures with interim soft data measures of attitudes, motivation,
satisfaction, and skills.! Although an HR program designed to motivate employ-
ees should have an ultimate impact on hard data items, it can be best measured
by soft data items. Soft data are more difficult to collect and analyze but are used
when hard data are not available.

Hard Data. Hard data can usually be grouped in four categories or subdivi-
sions as shown in Table 5-1. These categories of output, quality, cost, and time
are typical performance measures in almost every organization. When they are
not available, the basic approach is to convert soft data to one of these four basic
measurements.
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TABLE 5-1

EXAMPLES OF HARD DATA

QuTPUT

TIME

Units Produced

Tons Manufactured
Items Assembled
Money Coliected
Items Sold

Forms Processed
Loans Approved
Inventory/Turnover
Patients Visited
Applications Processed
Students Graduated
Tasks Completed
Output Per Hour
Productivity

Work Backlog
Incentive Bonus
Shipments

New Accounts Generated

Equipment Downtime
Overtime

On-time Shipments

Time to Project Completion
Processing Time
Supervisory Time

Break-in Time for New Employees
Training Time

Meeting Schedules

Repair Time

Efficiency

Work Stoppages

Order Response

Late Reporting

Lost Time Days

CosTs QUALITY
Budget Variances Scrap
Unit Costs Waste
Cost by Account Rejects
Variable Costs Error Rates
Fixed Costs Rework
Overhead Cost Shortages

Operating Costs

Number of Cost Reductions
Project Cost Savings
Accident Costs

Program Costs

Sales Expense

Product Defects

Deviation from Standard

Product Failures

Inventory Adjustments

Time Card Corrections

Percent of Tasks Completed Properly
Number of Accidents

The most significant result that can be achieved by any HR program is that
involving improvements in the output of the work unit. Every organization,
regardless of scope, has basic measurements of work output. Output is measured
in absolute terms (production) or as ratios (productivity). Because these measures
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are normally evaluated by organizations, changes can be easily evaluated by com-
paring before- and after-program output. The quality of output is probably the
most critical variable to measure. Every organization is concerned with improving
quality and, consequently, procedures are usually in place to measure quality.
Many HR programs are designed to enhance quality, and the results can easily be
documented. Costs are another significant item for HR evaluation. Reduction in
operating costs, administrative costs, and capital expenditures are sometimes
tinked to HR programs. In addition, costs are needed to develop a benefits vs. costs
analysis for evaluation. Finally, time can be an outcome of HR programs and can
be just as critical as cost and quality. A time savings may mean that the product is
shipped sooner than anticipated, a project is completed ahead of schedule, a new
product is introduced earlier, or the time to repair equipment is reduced. These out-
comes translate into additional output or lower operating costs.

The distinction between these four groups of hard data is sometimes unclear,
because there may be some overlap. For example, accident costs may be listed
under the cost category, the number of accidents listed under quality, and the lost-
time days due to an accident listed under the time category. Accidents represent
a cost that can easily be determined. Also, they are usually caused by someone
making a mistake, a reflection of the quality of the employee’s efforts. The days
lost from the job represent time lost to the organization. The distinction between
the groupings is not as important as developing an awareness of the vast number
of measurements in these four areas, and the relative ease at which hard data can
be converted to monetary values.

Soft Data. When hard, rational numbers do not exist, soft data may be more
meaningful to use in evaluating HR programs. Table 5-2 shows typical types of
soft data divided into work habits, skills, work climate, attitudes, and initiative.
There may be other ways to classify soft data because there are so many types—
the possibilities are limitless.

Employee work habits are important to the success of a work group. Ineffec-
tive work habits can lead to an unproductive and dysfunctional work group, while
positive work habits can boost the output and morale of the group. HR programs
often focus on improving work habits, which can be tied to cost savings. In some
organizations, systems are in place to record employee work habits such as absen-
teeism, tardiness, visits to the first-aid station, and excessive lunch periods.

Skill building is an important area for many HR programs. While the success-
ful application of new skills might result in hard data measurements such as
improved production, new skills will usually involve soft data measurements.
Examples of soft data skills include making decisions, solving problems, and
resolving conflicts. Another potential measurement is the frequency with which
the new skill is used. The success of many skill-building programs lies in the fre-
quency of use after the program is completed.
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TABLE 5-2
EXAMPLES OF SOFT DATA

WORK HABITS

SKILLS

Absenteeism

Tardiness

Visits to the Dispensary

First Aid Treatments

Violations of Safety Rules

Number of Communication Breakdowns
Excessive Breaks

Follow-Up

Disruptions of Others

Decisions Made

Problems Solved

Conflicts Avoided

Grievances Resolved
Counseling Problems Solved
Listening Skills

Presentation Skills

Interviewing Skills

Reading Speed

Discrimination Charges Resolved
Intention to Use New Skills
Frequency of Use of New Skills

WORK CLIMATE

INITIATIVE

Number of Grievances

Number of Discrimination Charges
Employee Complaints

Job Satisfaction

Unionization Avoidance

Employee Turnover

Reduced Litigation

Brain Storming Ideas
Implementation of New ldeas
Successful Completion of Projects
Number of Suggestions Submitted
Number of Suggestions Implemented
Work Accomplishment

Setting Goals and Objectives

ATTITUDES

Favorable Reactions

Attitude Changes

Perceptions of Job Responsibilities
Perceived Changes in Performance
Employee Loyalty

Increased Confidence

Improving work climate is another important area of measurement. Excessive
grievances, discrimination charges, and complaints, as well as increased job dis-
satisfaction are often the result of an inadequate work climate. Ultimately this cli-
mate lowers efficiency or output and increases unionization or turnover.

Some HR programs focus on attitudes of employees and are designed to
change perceptions of the job. organization, other employees, or other aspects
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of the workplace. Attitudes are relatively easy to document with questionnaires
and surveys.

A final category of soft data involves initiative. With some HR programs,
employees are encouraged to offer new ideas and implement new techniques. The
extent to which employees accomplish what they plan provides additional evi-
dence of program success. Also, the employee’s initiative to generate ideas and
submit suggestions further indicates that improvement has occurred.

As with the hard data, these subdivisions have some overlap. Some items listed
under one category could just as appropriately be listed in another. As with hard data,
the distinction between the categories is not as important as the awareness of the
wide variety of soft data available and the steps needed to convert a monetary value.

Seoft Data vs. Hard Data. The preference of hard data in program evaluation
does not mean that soft data are not valuable. A program’s total success may rest
on soft data measurements. For example, in a program to reduce turnover at a
large fast food chain, four key measures of success were identified in the program
evaluation—all soft data items: trainee turnover, participant’s evaluation, inter-
view-to-hire ratios, and reduced litigation.

A comprehensive evaluation would usually provide a combination of hard data
and soft data measurements in the evaluation. For example, an HR program for
maintenance at Travenol Laboratories used the following measures of success:

M A reduction of costs associated with specific maintenance activities
B Improvement in production equipment processes

M Changes in maintenance responsibilities and procedures

B Improvement in training of maintenance employecs

B Changes in organization and personnel.

These changes included both hard data (production and costs) and soft data
(increased training, changes in procedures, and changes in the organization).’
Soft data are usually best when evaluating behavior and skill outcomes. For
example, in behavior modeling. which has proven to be a very effective approach
to building supervisory skills, the evaluation of behavioral and skill outcomes
rests almost entirely on soft data.

Preliminary Design Considerations
Before developing data collection techniques. several issues should be

addressed. The following questions can be used to determine the optimum design
for the data collection technique.
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l How will the data be used? Prior to selecting the technique, the basic pur-
pose(s) of evaluation must be reviewed. Will the data be used to calculate
return on investment? Will it be used to strengthen the HR process? Will it
be used to attract new participants? The answers can have an impact on the
type of data collection technique needed.

8 How will the data be analyzed? Data are usually collected to be tabulated,
summarized, and reported to others. The types of analyses, including statis-
tical comparisons, should be considered before designing the appropriate
technique.

B Who will use the information? Another important consideration is the tar-
get audience for communicating results. Who will be reviewing the infor-
mation in its raw state or in a summarized manner? Answers to this question
can lead to specific data items on the data collection issue.

B What type of data are needed? An effective evaluation requires different
types of data, including soft and hard data. Which ones are best for the eval-
uation? While costs, output, time, and quality are usually desired, attitudes,
reactions, or observations may be needed.

M Should the instrument be tested? It may be appropriate to test a data col-
lection instrument before using it in program evaluation, particularly in pro-
grams representing a significant investment. Testing provides an opportuni-
ty to analyze the data to see if there are problems with the design.

B Is there a standard instrument? In some cases, standard instruments can
be effective for data collection with less cost than custom-designed instru-
ments. In these cases, program content and objectives must be consistent
with the areas covered in the instrument. The measurement of broad-based
skills such as communications, human relations, or leadership may be
appropriate for standard instruments. For example, in an HR program
designed to improve communications, a standard inventory on communica-
tions is used in the evaluation.

B What are the consequences of wrong answers or biased responses? An
often overlooked issue is the consequence of participants supplying biased
information on the instrument. Evaluation data are sometimes supplied on a
voluntary or anonymous basis, and biases may enter into the analysis. When
opinions are sought, the information may not be reliable. Purposeful wrong
answers can possibly influence outcomes.

Validity

Probably the most important characteristic of an evaluation instrument is its
validity. A valid instrument measures what the individual using the instrument
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wishes to measure. The degree to which it performs this function satisfactorily is
usually called the relative validity. The HR professional should be concerned with
validity when the appropriateness of a particular instrument is questioned. The
economics of design may dictate that little time is spent with the subject; where-
as, the evaluation of elaborate programs will demand more attention to validity.
Four basic approaches are available to determine if an instrument is valid. Adopt-
ed by the American Psychological Association, these approaches are: (1) content
validity, (2) construct validity, (3) concurrent validity, and (4) predictive validi-
ty.} The actions taken to make the instrument valid are usually referred to as
“defending” the validity of the instrument.

Before discussing validity, the term “correlation” should be briefly defined.
Correlation refers to the strength of the relationship between two measures. It is
expressed as a coefficient that can be positive or negative, ranging from -1 to +1.
Methods for calculating the correlation coefficient are presented in a later chapter.

Content validity. Content validity refers to the extent to which the instrument
represents the content of the program as a representative sample of the items in
the HR program. Low content validity means that the instrument does not repre-
sent a true sample of the HR program; whereas, high content validity means that
the instrument represents a good balance of the HR program. To ensure content
validity, no important items, behaviors, or information contained in the program
should be omitted from the instrument. Also, there should not be an imbalance of
the material. The number of items or questions in the instrument should corre-
spond roughly with the amount of time, exposure, or importance of the material
in the program. A seven-step procedure for ensuring content validity is contained
in another reference.*

Construct validity. Construct validity refers to the extent to which an instru-
ment represents the construct it purports to measure. A construct is an abstract
variable such as the skill, attitude, or ability that the instrument is intended to
measure. Examples of constructs are:

B Attitude toward supervisor
B Ability to read a scale
B Skill in conducting an effective performance discussion

As a first step in defending construct validity, all parts of the construct are
defined, and a case is made to show that the instrument is an adequate measure
of that construct. The definition of the construct should be as detailed as possible
to make it easy to understand. Then construct validity can be defended by expert
opinion, correlations, logical deductions. or criterion group studies.
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Expert opinion is a relatively easy approach. A group of experts state that the
instrument, in their opinion, is an accurate measurement of the construct. Corre-
lations are more complex. In this case, another instrument is used to measure the
same or a similar construct, and the results are correlated with the first instru-
ment. Positive correlations would show construct validity. Logical deduction is
more subjective. The instrument designer must logically conclude, through a
series of deductions, that the instrument does represent a measure of the con-
struct. The criterion group studies can be more useful. The instrument is admin-
istered to a group of people possessing an abundance or deficiency of the con-
struct in question. If the result agrees with the existing knowledge about the
group, it can be used as a measure of construct validity.

Construct validity is a complex matter. Perhaps an example can help illustrate
the process. An HR program is designed to improve organizational commitment
for a group of employees. An instrument must be designed to measure the extent
of commitment before and after the program. During the program analysis, the
following conclusions are made. Employees with high levels of organizational
commitment:

B Have a desire to work hard for the organization (high productivity)

M Become part of the organization’s goals and values (high job satisfaction,
job involvement)

W Have a strong desire to remain with the organization (low turnover, low
absenteeism).

The construct in this example is organizational commitment. The instrument is
designed to measure job satisfaction and job involvement. Productivity is moni-
tored directly. Data are also collected on absenteeism and turnover. The instru-
ment is administered to employees who are perceived to have a high degree of
organizational commitment. Data collected from the instruments show a positive
relationship between organizational commitment and job satisfaction, involve-
ment, and productivity and a negative correlation between organizational com-
mitment and absenteeism and turnover. This information provides necessary sup-
port for the validity of the organizational commitment construct.

Concurrent validity. Concurrent validity refers to the extent to which an
instrument agrees with the results of other instruments administered at approxi-
mately the same time to measure the same characteristics. For example, an atti-
tude survey is conducted to measure employee attitudes about employee benefit
programs. Another attitude survey, designed for the same purpose. is adminis-
tered to the same group. If both instruments show the same results. then it can be
argued that the instrument is valid based on concurrent validity. Concurrent valid-



DATA COLLECTION TECHNIQUES 119

ity is determined by calculating the correlation coefficient between the results of
the instrument in question and the results of a similar instrument.

Predictive validity. Predictive validity refers to the extent to which an instru-
ment can predict future behaviors or results. Although this approach has less appli-
cation in program evaluation, it may be useful in some situations. For example, the
results obtained from an employment test may be used to predict future behavior
on the job. The predictive validity must be defended over a sufficient time period.
If an instrument predicts a behavior, and a significant number of participants do
exhibit that behavior, then the instrument possesses predictive validity. Predictive
validity can be calculated and expressed as a correlation coefficient relating the
instrument in question to the measure of the predicted results or behavior.

Improving Validity. There are no magic formulas to ensure than an instrument
is valid when it is designed. However, a few simple guidelines may help improve
validity.”

H Include an ample number of appropriate items. Too few items on an
instrument can hamper the validity, while too many can be cumbersome and
time-consuming. A proper balance can improve the validity.

B Reduce response bias. Participants responding to questions on an instru-
ment may tend to say what they think administrators want them to say. This
desire to please can make an instrument invalid. Participants should be
encouraged to provide candid responses.

M Involve subject matter experts regularly. One of the best ways to improve
validity, particularly content validity, is to have subject matter experts
review the materials, processes, steps, and procedures. Individuals who are
experts with the topic can help ensure that our efforts are appropriate and the
materials we develop are an accurate reflection of the real situation.

B Ensure accuracy, completeness, and thoroughness. Every step of the
process should be scrutinized to ensure that the instructions are followed,
the data analysis is accurate, the collection is rigorous and thorough.

M Ensure objective instrument administration. In some cases the staff
administering the instrument may be biased in the expected outcomes. For
example, if one group is expected to outperform another, the administrator
can sometimes influence the results.

Reliability

Reliability is another important characteristic of a data collection instrument.
A reliable instrument is one that is consistent enough that subsequent measure-
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ments of an item produce approximately the same results. For example, an atti-
tude survey is administered to an employee. The same survey is administered to
the same employee two days later. The results should be the same, assuming that
nothing has occurred in the interim period to influence the attitude of the employ-
ee. A reliable instrument will have the same results. If there is a significant dif-
ference each time the instrument is used, then the instrument is unreliable.

The causes of potential fluctuations of results are called errors, and there are a
number of sources of errors that affect the reliability of instruments.® They include:

M Fluctuations in the mental alertness of participants

M Variations in conditions under which the instrument is administered

B Differences in interpreting the results from the instrument

W Random effects caused by the personal motivation of the participants

M The length of the instrument. (With a longer instrument, more data are col-
lected, but reliability may be increased at the expense of other factors.)

In pre- and post-program measurements where data are collected from partici-
pants before and after a program, it is essential to have reliable instruments; oth-
erwise, the changes in responses cannot be attributed to the HR program. Four
procedures are available to determine that an instrument is reliable: test/retest,
alternate form, split half, and inter-item correlations.

Test/retest is a procedure that involves administering the same test or survey
to the same group of employees at two different time periods and calculating the
correlation between the two scores. If there is a high degree of positive correla-
tion, then the test is reliable. An alternate-form method involves constructing
two similar instruments and administering both to employees at the same time
and analyzing the correlation between the two scores. A high positive correlation
indicates that the instrument is reliable. Constructing a similar instrument is time-
consuming, which may make this approach impractical. A split-half procedure
divides the instrument into two equal parts and compares the results for each half.
For example, it might be appropriate to compare responses to even-numbered
questions with the odd-numbered questions. The scores of the two halves are
compared, and correlations are developed. A high correlation indicates a reliable
instrument. A fourth procedure, called inter-item analysis, develops correlations
between each of the items on the instrument. For example, a survey with 25 items
is divided into 25 parts. Correlations are developed comparing each item with all
of the others. For more information on reliability, see other references.’
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Administrative Issues

An instrument used for data collection should be easy to administer and should
not be burdensome or ditficult for the participant or the HR staff member. Direc-
tions and instructions should be simple and straightforward, increasing the likeli-
hood that the instrument will be administered consistently with different groups.
Written instructions to participants (as well as verbal explanations) will help to
ensure consistent application.

Other characteristics of an effective instrument are simplicity and brevity.
Readability levels should be appropriate for the target audience’s knowledge,
ability, and background. Whenever possible, short objective responses should be
sought. Lengthy essay responses detract from the simplistic approach. The least
number of questions necessary to cover a topic is recommended. Evaluators tend
to over-survey (ask more questions than necessary), and this adds to the length
and to the possible frustration of the participants.

As with every other stage of the HR process, economics must be considered in
the design and/or selection of an instrument. An effective instrument will be one
that is economical for its planned use. Costs must be considered in designing,
developing, or purchasing an instrument. The time needed to administer an
instrument as well as the time necessary to analyze the data collected and present
it in a meaningful format are other cost considerations.

QUESTIONNAIRES

Probably the most common data collection technique is the questionnaire.
Ranging from short reaction forms to detailed follow-up instruments, question-
naires come in all sizes. They can be used to obtain subjective information about
participant reactions as well as to document measurable results for use in an eco-
nomic analysis. With this versatility and popularity, it is important that question-
naires be designed properly to satisfy their intended purposes. Improperly word-
ed questionnaires are a major cause of problems in research methods.?

Types of Questions

There are five basic types of questions. A questionnaire may contain any or all
of these types of questions:

W Open-ended question asks for an unlimited answer. The question is fol-
lowed by ample blank space for the response.
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W Checklist presents a list of items. A participant is asked to check those items
that apply to the situation.

B Two-way question asks for alternate responses, a yes/no, or other possibilities.

B Multiple-choice question presents several choices. The participant is asked
to select the most correct one.

B Ranking scales requires the participant to rank a list of items.

Table 5-3 shows examples of each of these types of questions.

TABLE 5-3
QUESTIONNAIRES: TYPES OF QUESTIONS

1. Open-Ended Question:
What problems have you encountered in using the customer contact skills
presented in the program?

2. Checklist:
In the following list, check the items that are considered important and nec-
essary for success in your job.

[ Decisiveness (O Energy

[J Initiative [ Sensitivity

[ Stress Tolerance (7 Oral Communication Skills

[ Risk Taking 0 Written Communication Skills
(0 Creativity [0 Flexibility

[ Leadership [ Independence

3. Two-Way Question:
As a result of the new PRIDE program, I have a better understanding of the
customer focus portion of my job.
Yes No

4. Multiple-Choice Question:
The absenteeism rate for our company last year was:
a. 2.0% b. 2.8%
¢.3.2% d. 4.1%

(continued on next puge)
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5. Ranking Scales:
The following list contains five important aspects of our pay-for-perfor-
mance program. Place a one (1) by the item that is most important, and so
on. The five (5) will be the least important item on the list.

Objective Measures

Frequent Payouts of Bonuses

Results Based on Individual Performance
Frequent Feedback on Results
Opportunity to Help Establish Targets

i

Questionnaire Design Issues

Questionnaire design can be a simple and logical process. A flawed design or
an improperly worded questionnaire will be confusing, frustrating, and potential-
ly embarrassing when it is administered. The following steps can ensure that a
valid, reliable, and effective questionnaire is developed.

H Determine the information needed. A first step in questionnaire design is
to itemize the topics covered in the program or the topics that were in some
way related to the program. Questions can be developed later. It might be
appropriate to develop this information in outline form so that related ques-
tions can be grouped.

H Select the type(s) of questions. Using the five types of questions described
earlier, select the type(s) that will be best for the intended purpose, taking into
consideration the planned data analysis and variety of data to be collected.

M Develop the questions. Develop the questions based on the type of ques-
tion(s) planned and the information needed. Questions should be simple and
straightforward to avoid confusion or lead the participant to a desired
response. Terms or expressions unfamiliar to the participant should be
avoided or explained. Develop the appropriate number and variety of ques-
tions, taking into consideration validity and reliability issues.

B Test the questions. After the questions are developed, test them for under-
standing. ldeally, questions should be tested on a group of participants in a pilot
program. If this is not feasible, they should be tested on a group of employees
at approximately the same job level and working environment as the potential
participants. Critical input is very helpful to revise and improve questions.

W Develop the completed questionnaire and prepare a data summary.
Develop the questions into a neatly arranged questionnaire with proper
instructions. In addition, prepare a data summary sheet so that the data can
be tabulated quickly for summary and interpretation.
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After completing the above steps, the questionnaire is ready for use.
Questionnaire Applications

Questionnaires have a place in the evaluation of almost every type of HR pro-
gram. They are used to:

B collect reactions from program participants

Bl uncover specific problems in program design

B solicit recommendations for improvement

B outline plans for the application of program materials

B report successes from the application of program materials
B identify barriers to success

B suggest who should be involved in future programs.

Questionnaires can be administered before programs begin. during their imple-
mentation, or after the program is fully implemented or completed. They repre-
sent one of the most versatile and effective methods of obtaining important infor-
mation about a program’s design, effectiveness, and weaknesses. A few examples
of specific HR applications are:

B Survey new employees for their reaction to the employment process in order
to judge the effectiveness of the orientation program.

B Obtain feedback from new management trainees as they progress through a
twelve-month training program.

M Gain input and suggestions for a new benefit program from a sample of
employees.

M Obtain feedback from sales representatives on a new incentive program.

B Obtain feedback from employees and their supervisors on a new perfor-
mance appraisal process.

B Gain input on program features and concerns from participants in a new
weliness program.

The applications are varied, making questionnaires one of the most versatile

data collection techniques. For additional information on questionnaire design
see other references.’

SURVEYS

Surveys represent a specific type of questionnaire with several applications for
measuring HR program results. An HR program may be designed to change
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employee attitudes toward the job, policies, procedures, benefits, pay, the organi-
zation, and the immediate supervisor. Periodic measurements show changes in
attitudes that have an impact on a work group, department, division, or entire
organization. One report estimated that over 45 percent of mid- and large-sized
employers conducted a writien employee survey in the last three years.'”
Sometimes an organization will conduct a survey to measure employee atti-
tudes. Then, based on the feedback, HR programs are undertaken to change atti-
tudes in areas where improvement is needed. Sometimes referred to as attitude sur-
veys, opinion surveys, feedback surveys, or employee surveys, this data-collection
technique can help evaluate HR in a variety of ways. Surveys can be used to:

B Provide feedback to managers on how well they balance their various man-
agerial and supervisory responsibilities.

B Build a database to inform the organization of the content and processes of
selecting, developing, training, and retaining employees.

B Assist in the design and modification of HR policies, management systems,
and decision-making processes, thereby improving overall organizational
effectiveness.

W Provide a way to assess progress during periods of change.

B Assess the organization’s internal employee relations climate and monitor
the trends."!

Measuring attitudes is a complex task. It is impossible to measure an attitude
precisely, because information gathered may not represent the participant’s true
feelings or planned actions. Also, the behavior, beliefs, and feelings of an indi-
vidual will not always correlate. Attitudes tend to change with time, and there are
a number of factors that form an individual’s attitude. Even with these shortcom-
ings, it is possible to get a reasonable measure of employee attitudes.

Survey Design Issues

The principles of survey construction are similar to questionnaire design dis-
cussed earlier. However, a few guidelines are unique to the design or purchase of
an attitude survey.'?

M Limit statements to areas in which employees are capable of respond-
ing. Employees should be capable of expressing an attitude or opinion on
the subject. For example, suppose employees are asked about their attitude
toward a job posting system in the company. If the system has just been ini-
tiated and little information has been provided, it will be difficult for the
employees to respond with accurate information.



126

HUMAN RESOURCE CONTRIBUTION

B Involve appropriate management. Executives and administrators
involved with this process must be committed to take action when survey
results indicate that action is necessary. Management concerns, issues, and
suggestions should be addressed early in the process, before the survey is
conducted.

H Focus on the attitudes that must be measured. While this may be obvi-
ous, it is very easy to stray into areas unrelated to the subject. “Let’s check
their attitude on this” is a familiar trap. While it may be interesting infor-
mation, if it is not related to program objectives, it should be omitted.

H Keep survey statements as simple as pessible. Participants need to under-
stand the meaning of a statement or question. Statements should be precise,
straightforward, and easy to understand. Ambiguous or vague statements
must be avoided.

B Ensure that participant responses are anonymous. Participants should
feel free to respond openly to statements or questions without fear of retal-
iation. The confidentiality of responses is of the utmost importance.
Research indicates a link between survey anonymity and accuracy.' If data
are collected that can identify a respondent, then a neutral third party should
collect and process the data.

B Communicate the purpose of the survey. Participants will usually coop-
erate in an activity when they understand the rationale for it. When a survey
is administered, participants should be provided an appropriate explanation
of its purpose and be told what will be done with the information. Also, they
should be encouraged to provide correct and proper statements or answers.

B Plan and communicate survey comparisons. Attitude measures by them-
selves are virtually meaningless. They must be compared to attitudes before
or after the HR program or compared to other groups or organizations. The
attitudes of a group of employees may be compared to all employees, a divi-
sion, or a department. For purchased surveys, information may be available
from similar industries in the form of norm data. Specific comparisons
should be planned before administering the survey.

B Design for easy tabulation. In an attitude survey, yes/no responses or vary-
ing degrees of agreement and disagreement are the usual formats. The two
types of responses are illustrated in Table 5-4.

Uniform types of responses make it easier for tabulation and comparisons. On

a scale of strongly agree to strongly disagree, numbers are usually assigned to
reflect responses. For instance, a one (1) may represent strongly disagree and a
five (5) strongly agree. An average response of 2.2 on a pre-program survey fol-
lowed by a post-program average response of 4.3 shows a significant change in
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TABLE 5-4
TYPICAL ATTITUDE SURVEY QUESTIONS

Yes/No Responses Yes No
My supervisor gives us credit for work well done 0 O
My supervisor solicits our ideas about our job O Ol

Agreement/Disagreement Responses
Strongly Strongly
Agree  Agree  Neutral Disagree  Disagree
Our organization has
too many policies
that interfere with
doing a good job. [ O d O O
Management gives me
support on my personal
problems. O O d 0 O

attitude. Some experts argue that a five-point scale merely permits the respondent
to select the midpoint and avoid making a choice. If this is a concern, an even-
numbered scale should be used.

Vendor-Produced Surveys

Many organizations purchase existing surveys to use in HR program evalua-
tion, and they have several advantages. They can save time in development and
pilot testing. Most of the reputable companies producing and marketing surveys
designed them to be reliable and valid for specific applications. Often these
firms can easily tabulate the results, thereby saving additional time and expense.
Also, externally developed surveys make it easy to compare results with others.
For example, a company conducted a survey to determine what employees
thought about an employee empowerment program. Based on the results, the
company planned a communications program to reinforce the major elements
where needed. They conducted a survey before and after the communications
program and compared the results with other organizations within the same or
similar industries.

Survey Applications

Surveys have a significant place in HR measurement and evaluation. In some
organizations, surveys are the primary means to evaluate the HR function. A typ-
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ical approach is to conduct surveys annually, feedback the results to employees,
outline specific action plans, correct problem areas or deficiencies, and measure
progress the next year.

In addition to overall measures, surveys can be used to measure attitudes
toward a specific function of HR or an individual program. For example, employ-
ees may be asked to provide responses about compensation, benefits, or the affir-
mative action program. As with overall survey results, this information can pro-
vide feedback necessary to make changes, implement new programs, or
discontinue old programs.

Specific programs can easily be evaluated based on attitude surveys. For exam-
ple, when a company implements a new total quality management (TQM) pro-
gram it can solicit employee attitudes to identify major problems, concerns, or
successes connected with the program. Because surveys are a type of a question-
naire, their use is almost as widespread as questionnaires, making them an inte-
gral part of the data collection process.

TESTS

Testing is used to measure learning in program evaluations. It is important in
HR functions such as education and training, organizational development and
change, or in specific programs such as total quality management, gainsharing, or
skill-based pay. Pre- and post-program test scores reveal changes in skills and
knowledge attributed to the program. By any measure, the use of tests in the
1980s increased dramatically and is expected to continue to do so in the 1990s.'?

Types of Tests

While there are several types of tests in use in HR, tests can be classified in three
ways. The first classification is based on the medium used for administering the
test. The most common media for tests is paper and pencil. However, performance
tests use simulated tools or the actual equipment, and computer-based tests use
computers and video displays. Written tests are the most common type of tests
used in the HR process and represent a quick method for assessing knowledge.
Most written tests are inexpensive to administer and to score for large groups.

Performance tests are usually more costly to develop and administer than are
written examinations. Performance testing allows the participant to exhibit skills,
knowledge, or attitudes. The skill can be manual, verbal, or analytical, or a com-
bination of the three. Performance testing is used frequently in job-related train-
ing to allow the participants to demonstrate what they have learned. In supervi-
sory and management training, performance testing comes in the form of skill
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practices or role plays. Participants are asked to demonstrate the discussion or
problem-solving skills they have acquired. In selection, performance testing
determines placement possibilities.

Computer-based tests and those using interactive video are relatively new
developments in testing and hold great promise for the future. A computer mon-
itor or video screen presents the test questions or situations. Test participants
respond by typing on a keyboard or touching the screen.'® Interactive videos have
a strong element of realism because the person being tested can react to images—
often moving pictures and video vignettes that reproduce the real job situation.

The second way to classify tests is by purpose and content. This classification
divides tests into aptitude tests or achievement tests. Aptitude tests measure basic
skills or innate or acquired capacity to learn. An achievement test assesses a per-
son’s knowledge or competence in a particular subject. It measures the end result
of education and training.

A third way in which to classify tests is by test design. The most common
designs are oral exarninations, essay tests, objective tests, and performance tests.
Oral examinations and essay tests have limited use in HR program evaluation.
They are probably more useful in academic settings. Objective tests call for
answers that are specific and precise, based on the objectives of a program. Atti-
tudes, feelings, creativity, problem-solving processes, and other intangible skills
and abilities cannot be measured accurately with objective tests. Performance
testing is useful in training, selection, and promotion.

Test Design Issues

For a test to be effective, the following elements are necessary in the design
and administration of the test.!”

M The test should be a representative sample of the HR program. The test
should allow the participant to demonstrate as many skills as possible relat-
ed to the program. This increases the validity of the test and makes it more
meaningful to the participant.

B The test should be thoroughly planned. Every phase of test administration
should be planned—the timing, participant preparation, collection of neces-
sary materials and tools, and evaluation of the results.

B Thorough and consistent instructions are necessary. As with other instru-
ments, the quality of the instructions can influence test results. All partici-
pants should be provided with the same instructions, which should be clear
and concise. Charts, diagrams, blueprints, and other aids should be provid-
ed if they are normally provided in the work setting.
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B Procedures for objective evaluation should be developed. Acceptable
standards must be developed for the test. Standards are sometimes difficult
to develop because there can be varying degrees of speed, skill, and quality
associated with test outcomes. Predetermined standards must be developed
so employees know in advance what has to be accomplished to be consid-
ered satisfactory and acceptable for test completion.

B Information that will lead participants astray should be omitted. The
HR program is designed to assess particular skills. Participants should not
be led astray or tricked into obvious wrong answers unless they face the
same obstacles in the real-world environment.

Following these general guidelines, tests can be effective tools for HR program
evaluation.

Test Applications

Testing is appropriate in any situation where employees learn skills or knowl-
edge. Primary applications are in training and development and employment
functions.'® The following is a sampling of some applications of testing in HR:

W A large financial services company began a continuous process improve-
ment program with its employees. Using a variety of processes including
training sessions, team meetings, newsletters, posters, payroll stuffers, and
other media, employees are taught fundamentals of continuous process
improvement. The company administers tests at six-month intervals to mea-
sure the general level of knowledge among employees concerning different
processes, terms, techniques, and principles in the program. This process
provides a measure of progress from which the program planners and coor-
dinators could make changes.

B A large waste treatment company selects supervisors through a combination
of an assessment process and a variety of tests. The assessment process uses
exercises that allow supervisor candidates to demonstrate the skills and abil-
ities needed to function in a supervisor job. Each exercise is validated
through the content validity process. The tests are related to specific job
dimensions and are validated in other settings for similar jobs. The candi-
date’s performance on the assessment exercises and tests provides an overall
rating to determine whether he or she should be part of the supervisory pool.

M An engineering company requires newly employed industrial engineers to
demonstrate time study skills. Participants are asked to conduct a time study
on an actual job in a plant. An expert obscrves the participants and performs
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the same study and compares his results with participants. These compar-
isons provide an adequate reflection of the skills needed in the job.

B As part of a management development program, managers at one company
are trained to motivate average performers. Part of the evaluation requires
managers to write a skill practice session in an actual situation involving an
average performer in the department. Participants are then asked to conduct
the skill practice (performance test) with another member of the group using
the real situation and applying the principles and steps taught in the pro-
gram. The instructor observes the skill practice and provides a written cri-
tique at the end of the practice. These critiques provide part of the evalua-
tion of the program.

B Potential aircraft assemblers participate in a pre-employment program on
the basics of aircraft production assembly techniques. At the end of the pro-
gram, participants are required to complete a special job-related project.
They are provided a blueprint and a list of materials and are asked to build
the item according to the specifications outlined on the blueprint. The time
for completion, quality of the work, and the accuracy of the completed pro-
Ject are recorded. A successful combination is necessary for the candidate to
be selected for the permanent job of an aircraft assembler.

These are only a few of the many applications of testing to measure current
levels of skills and abilities. Applications of testing are enormous because so
many of the HR programs involve learning.'®

INTERVIEWS

One of the most useful data collection techniques is the interview. Because of
their flexibility, interviews can be conducted by the HR staff, the participant’s
supervisor, or a third party. Interviews can secure data not available in perfor-
mance records, or data difficult to obtain through written responses or observa-
tions. Also, interviews can uncover success stories that can be useful in a pro-
gram’s overall evaluation. Participants may be reluctant to fully describe the
results of a program in a questionnaire but will volunteer information to a skill-
ful interviewer who uses probing techniques. The interview process will help
secure reactions, uncover changes in job-related behavior, and determine pro-
gram results. In some programs, the interview process comprises the total evalu-
ation, although it’s not recommended.”® A major disadvantage of the interview is
that it is time-consuming. The interviewer must prepare to ensure that the process
is reliable and is conducted in an effective manner.
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Types of Interviews

Interviews usually fall into two basic types: structured and unstructured.”! A
structured interview is much like a questionnaire in that specific questions are
asked with little room to deviate from the desired responses. The primary advan-
tages of the structured interview over the questionnaire are that the interview
process can ensure that all questions have been covered and the interviewer
understands the responses supplied by the participant. When compared to the
unstructured interview, the structured interview is more efficient and accurate for
collecting factual information.

The unstructured interview allows for probing for more information and pro-
vides the most in-depth information for complex or elusive issues. This type of
interview employs a few general questions that can lead to more detailed infor-
mation as data are uncovered. The interviewer who conducts an unstructured
interview should be skilled in the probing process and use typical probing ques-
tions such as these:

B Can you explain your response in more detail?

M Would you give me an example of what you are saying?

B Could you explain the difficulty that you say you encountered?
M What other factors influenced this?

M Can you explain this process in more detail?

By using probing questions, the interviewer can delve more deeply into the
information needed from the participant and still follow no definite format. The
interviewer may also acknowledge what has been said with a follow-up question
for more information or can restate the previous comment and thus obligate the
interviewee obligated to respond with more information.

Interview Design Issues

Although the same principles involved in designing questions for a question-
naire can also apply to interview questions, here are a few specific steps in the
development of an interview that can lead to a more effective instrument:2

M List basic questions to be asked. After a decision has been made about the
type of interview, itemize specific questions. Each question should be brief,
precise, and designed for easy response.

H Try out the questions. Interview questions should be tested on several par-
ticipants and their responses should be analyzed. If possible, the interviews
should be conducted as part of the trial run of the HR program.
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B Train the interviewers. The interviewer should be trained to be effective with
probing, collecting information, and summarizing it in a meaningful form.

M Provide clear instructions to the interviewee. The person being inter-
viewed should understand the purpose of the interview and know what will
be done with the information. Expectations, conditions, and rules of the
interview should be thoroughly discussed. Confidentiality considerations
should be clearly communicated.

B Administer the interviews according to a plan. As with the other evalua-
tion instruments, interviews should be conducted according to a predeter-
mined plan. The timing of the interview, the person to conduct the interview,
and the place of the interview are all relevant issues in developing an inter-
view plan. When there is a large number of participants, a sampling plan
may be necessary to save time and reduce the cost of the evaluation.

Interview Applications

As with questionnaires, the interview represents another versatile data-collec-
tion technique. A few specific applications of the interview reveal the varied uses
of this technique.

B Many organizations conduct exit interviews with employees who are volun-
tarily leaving. These interviews provide important information for changing
HR policies and practices 1o decrease employee turnover, improve efticien-
cies, etc.

B A high tech firm uses telephone interviews to gather information from
employment applicants who are not offered a job. The purpose is to ensure
that they were treated in a professional way and that the correct procedures
and policies were followed. Although these employees are not pleased with
the outcome of the process, they will usually provide helpful information on
the entire employment process.

B Some organizations use field interviews to follow-up on supervisory train-
ing programs to ensure that supervisors used the program and achieved
results. The interview uncovers specific actions taken and the successes
achieved or the barriers to implementing the matertal.

M An electric utility conducts random interviews with employees who recent-
ly used a new preferred provider organization (PPO). The interview is part
of an evaluation of the effectiveness of the PPO. Interviewees relate their
experiences with the new PPO and any problems encountered.

B A large bank conducts interviews with a sample of employees to collect
information on the effectiveness of the salary administration program.
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Because the program involves several elements, from job descriptions to
performance reviews, it is important for the bank to obtain information on
how all of these elements are functioning. The information provides feed-
back to the program planners for possible changes in the program to
increase its effectiveness. Often, the success of a salary administration pro-
gram hinges on the users’ perception of the program.

B A multi-industry firm interviews a randomly selected group of participants
from a productivity improvement effort. Employees are asked to detail their
actions to improve productivity and the results they achieved from their
efforts. If no results were achieved, participants are asked to explain what
prevented improvements. Probing allows the interviewer to detail specifics.

This sample of applications illustrates the many ways in which interviews can
be used to collect information to help evaluate the effectiveness of an HR pro-
gram and demonstrates the program’s impact on the organization.

Focus GROUPS

Focus groups are particularly useful when in-depth feedback is needed for HR
program evaluation. For some HR professionals, the focus group process is
becoming the evaluation instrument of choice.>? The focus group is a small group
discussion conducted by an experienced facilitator. It is designed to solicit qual-
itative judgments on a particular topic or issuc following a planned agenda.
Group members are required to provide their input and individual input builds on
group input.

For years, the HR profession has largely ignored the focus group potential for
evaluating HR programs. In other types of research—particularly marketing—the
focus group has long been used to generate quality information on which to make
decisions. Marketing researchers used the focus group to test new products,
assess marketing campaigns, and evaluate advertising. The process is also used to
secure input for changes in company policies, provide feedback on problems
within an organization, and collect information for a program needs analyses.
Now, HR professionals are using the focus group process to measure results from
programs. With this process, individuals build on the ideas and comments of oth-
ers to provide an in-depth view not attainable from questioning people individu-
ally. Unexpected comments and new perspectives can be easily explored.

The basic premise for using focus groups is that when quality judgments are
subjective, several individual judgments are better than one. When compared
with questionnaires, surveys, tests, or interviews, the focus group process has
several advantages:™*
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B A focus group is inexpensive and can be quickly planned and conducted.

W The group process in which participants often motivate one another is an
effective method for generating new ideas and hypotheses.

M The format is flexible to allow for in-depth probing and confirmation.
B Its flexibility makes it possible to explore an HR program’s unexpected pos-
sible outcomes or applications.

In summary, the focus group is an inexpensive and quick way to determine the
strengths and weaknesses of an HR program, particularly those that focus on
management and supervisory topics. However, for complete evaluation, focus
group information should be combined with data from other instruments.

Focus Group Design Issues

While there are no standards on how to use focus groups for measurement
evaluation, the following guidelines should be helpful:>

B Plan topics, questions, and strategy carefully. As with any evaluation
instrument, planning is critical. The specific topics, discussion questions,
and issues to be discussed must be carefully planned and sequenced. This
enhances the reliability of the process as results are combined from one
group to another. Also, it ensures that the group process is productive and
stays on track.

M Secure management buy-in. Because this is a relatively new process for
HR evaluation, it might be unknown to some management groups. Man-
agers should be informed about focus groups and their advantages in order
to raise confidence levels for the information obtained from group sessions.

B Keep the group size small. The group size should be appropriate to provide
opportunity for one participant to build on another’s comments. While there
is no precise group size, a range of 6 to 12 seems to be appropriate for most
focus group applications. A group has to be large enough to collect different
points of view, but small enough to provide each participant a chance to dis-
cuss issues freely and exchange comments.

IR Select an appropriate number of groups. While there is no magic number
of total groups, it is important that enough focus groups are assembled to
provide the quality information that can be used to reach conclusions. While
it is dangerous to suggest a percentage, a range of 5 to 20 percent of the tar-
get population may be appropriate for most focus group applications. This
number depends on many factors such as the size of the target group, the
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importance of having complete group representation of the target popula-
tion, and the cost involved in conducting additional focus groups.

B Use a representative sample of the target population. Groups should be
stratified appropriately so that participants represent the target population.
The group should be homogeneous in experience, job level, and influence in
the organization.

B Prepare facilitators. Unlike some instruments, the success of a focus group
rests with the facilitator. The rapport that the facilitator builds with the group
can encourage participants to fully express their feelings. The facilitator
must be trained in the focus group process and have an opportunity to prac-
tice it before using it to collect evaluation data. Facilitators must understand
group dynamics, know how to filter opinions from vocal members of the
group, be able to moderate those who want to dominate the group, and be
able to create an environment in which participants feel comfortable in
offering comments. Because of these strict requirements, some organiza-
tions use external facilitators.

Focus Group Applications

The focus group is particularly helpful when information is needed about the
quality of an HR program or to assess behavior change resulting from the pro-
gram. For example, the focus group process has been used in the following eval-
uation situations:

M To evaluate an HR program design and implementation in a pilot test pro-
gram.

Bl To assess reactions to specific program elements, features, or components.

B To judge the overall effectiveness of the program as perceived by the par-
ticipants immediately following a program’s implementation.

M To determine the program’s impact in a follow-up evaluation after the pro-
gram has been completed or implemented.

Essentially, the process is helpful when evaluation information is needed that
cannot be collected adequately with other methods. Some specific applications of
the focus group are:

W A large utility company undertook a program to change the culture of the
organization from bureaucratic and inefficient to creative and entrepreneur-
ial. As part of the evaluation for this program, groups of randomly selected
employees were assembled in focus groups to discuss the success of the pro-
gram and note specific instances where the program was working.
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B A large bank was interested in the perception of the employee benefits pack-
age. A sample of employees was invited in focus groups to secure informa-
tion about the perceived adequacy of the benefits package, problems with
specific benefits, and specific concerns over the direction of employee ben-
efit planning.

B A government agency conducted a program on managing diversity. As part
of the evaluation of a pilot program, all participants reported on changes in
attitudes and perceptions in focus groups. Also, in addition to the evaluation
information, participants outlined specific steps needed to continue with the
implementation of the program.

Hl An international service firm implemented a quality of work life program.
In focus groups, evaluators determined reactions, successes, and failures of
the program.

Essentially any application using the interview may be appropriate for the
focus group. Its use is growing and the results are impressive.

OBSERVATIONS

Another useful evaluation data-collecting technique involves observing partic-
ipants either before, during, or after an HR program to record changes in on-the-
job behavior. This technique is appropriate for measuring the success of programs
such as organizational change, safety, total quality, and training. The observer
may be a member of the HR staff, the participant’s supervisor, a member of a peer
group, or an outside party. The most common observer, and probably the most
practical, is a member of the HR staff. Observation is an excellent method of
evaluating behavioral change because actual behavior is measured. Also, the par-
ticipants’ interactions with others, both verbal and nonverbal, can be evaluated.26

Observation Design Issues

The effectiveness of the observation process can be improved with the follow-
ing guidelines for their design and development.

M Observers must be fully prepared. Observers must fully understand what
information is sought. They must be trained for the assignment and offered
a chance to practice observation skills.

B The observations should be systematic. The process must be planned so
that the observation is executed effectively without surprises. In some cases,
participants being observed may be informed in advance about the observa-
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tion and the reasons they are being observed. The timing of observations
should be planned. If an observer must observe a participant when times are
not normal (that is, in a crisis), the data collected may be unreliable.

B The observers should know how to interpret and report what they see.
The observation process involves judgmental decisions. Observers must
analyze behaviors as they are being displayed, including the range of actions
taken by the participants. Observers should know how to summarize behav-
ior and report results in a meaningful manner.

B The observer’s influence should be minimized. While it is impossible to
completely isolate the effect of an observer, the presence of the observer and
the significance of the activity should be minimized. Otherwise, participants
being observed may display the behavior they think is appropriate, and they
will usually be at their best. Observers should dress in a similar manner to
the participant being observed and should stand at a discrete distance, if pos-
sible. Also, the longer the observation period, the less the disruptive effect
of the observer.

Observation Methods

Five methods of observation are available: behavior checklist, coded behavior
record, delayed report, audio monitoring, and video recording. The method
should be selected according to the type of information needed.”’” A behavior
checklist can be useful for recording the presence, absence, frequency, or dura-
tion of a participant’s behavior as it occurs. To make observation more effective,
only a small number of behaviors should be listed in the checklist and they should
be listed in a logical sequence if they normally occur in sequence. Also, behav-
iors expected to be used more frequently should be placed first so they can be eas-
ily checked. A checklist has some disadvantages. It will not usually provide infor-
mation on the quality, intensity, or possibly the circumstances surrounding the
behavior observed. Measuring the duration of a behavior is difficult and may
require a stopwatch and a section on the form to record the time interval.

A coded behavior record is more time-consuming than a checklist. Codes are
entered to identify a specific behavior. This approach is useful when it is essen-
tial to document, as much as possible, what actually happened or when too many
behaviors exist for a checklist. Also, coding can often be compiled on a comput-
er. Disadvantages of this approach are that the data are difficult to summarize and
interpret, and the observer must remember special codes or devise codes as the
observation is taking place.

A third observation method is the delayed report in which the observer does
not use any forms or written materials during the observation, but rather, infor-
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mation is either recorded after the observation is completed or at particular time
intervals during an observation. The observer tries to reconstruct behavior during
the observation period. An important advantage of this approach is that the
observer is not as noticeable. because no forms are completed or notes taken dur-
ing the observation. The observer can be a part of the situation and less distract-
ing. A disadvantage is that the delayed information may not be as accurate and
reliable as the information collected at the time the behavior occurred.

The fourth observation method is audio monitoring of conversations of
employees who use the behavior learned from an HR program. While this
approach may stir some controversy, it is an effective way to determine if skills
are being applied consistently and effectively. For it to work smoothly, it must be
fully explained and the rules clearly communicated.

A final, and possibly least useful, method is a video recording of the behav-
ior. This technique records exactly what happened in every detail. Several disad-
vantages inhibit its use. It may be awkward and cumbersome to provide for video
taping of the behavior. When compared to direct observation, the participants
may be unnecessarily nervous or self-conscious when they are being video taped.
If the camera is concealed, the privacy of the participant may be invaded.

Observation Applications

Although not as versatile as other data collection techniques, the observation
process does have some important applications for measurement and evaluation
of an HR function. Whenever a specific skill or the result of the application of a
skill is to be verified, direct observation may be the most effective approach.
Some specific examples of observations are as follows:

B As part of a total quality management program in a telecommunications com-
pany, all customer contact employees are expected to respond to customer
requests in a helpful and productive way. using a specific step-by-step pro-
cedure. To determine whether employees respond properly, supervisors mon-
itor telephone conversations on a selected. and sometimes random, basis.

B In a sales training program for a retail firm, new sales representatives learn a
specific process to generate sales, using a series of steps. After the program
is completed, the sales reps are observed by a “planted™ potential customer.
The use of specific skills is recorded through the delayed report method.

B After the implementation of a corrective discipline program in a waste man-
agement company, a member of the HR staff attends randomly selected dis-
ciplinary performance discussions to see if the supervisor followed the spe-
cific steps for applying corrective discipline. The HR staff member uses the
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behavior checklist approach to determine if the supervisor followed the
process, steps, and actions when discussing the disciplinary problem.

B A claims processing center for an insurance company was experiencing a
perceived tardiness problem. Although employees were not required to
punch time cards, they could log in the times. Management was concerned
that the times were not accurate. The company implemented a tardiness
reduction program and stressed to employees that they must be on time and
accurately record work hours. The number of employees arriving in the
department late past the normal work period was observed and recorded
prior to the program as well as after the program to measure the change. The
delayed report method was used. Although this was not 100 percent accu-
rate, it provided an adequate measure of the changes in tardiness.

These examples show the various applications of observation to HR measure-
ment. It can be an important part of the data collection.

ORGANIZATIONAL PERFORMANCE DATA

Data are available in every organization to measure performance. Although it
may appear awkward to refer to performance records as a data collecting tech-
nique or evaluation instrument, in the context of HR evaluation, records serve the
same purpose as focus groups or attitude surveys. They enable management to
measure performance in areas such as output, quality, costs, and time and are nec-
essary for an accurate evaluation system. Table 5-5 lists common performance
records or measurements for employees.

Existing data should be considered first in measuring and evaluating an HR
program. In most organizations, this data will be available. If not, additional
record-keeping systems will have to be developed for analysis and measurement.
At this stage, as with many other stages in the process, the question of econom-
ics must be considered. Is it economical to develop the record-keeping system
necessary to evaluate an HR program? If the costs are greater than the expected
return for the entire program, then it is meaningless to develop them.

Using Existing Data

If existing records are available, specific guidelines are recommended to
ensure that the measurement system is easily developed.?®

M Identify appropriate records. The performance records of the organization
should be thoroughly researched to identify those that are related to the pro-
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TABLE 5-5

EXAMPLES OF PERFORMANCE RECORDS

B Absenteeism

B Accident Costs, Accident Rates
M Break-in Time for New Hires
8 Budget Variances

B Complaints, Employee and Customer
M Cost Reduction

B Costs, Overhead

@ Costs, Unit

@ Cycle Time

@ Design Time

8 Delivery Time

B Downtime

B Efficiency

B Employees Promoted

B Equipment Utilization

B Errors, Employee

B Grievances

B Inventory Adjustments

B New Accounts

B On-time Shipments

B Output

B Overtime

M Percent of Quota Achieved
M Production Schedules

B Productivity

M Processing Time

B Project Schedule Variations
@& Rejects, Scrap

B Reports Completed

B Sales (Revenue)

B Sick Leave Costs

M Supervisor Bonuses

B Tardiness

M Terminations, Employee

B Time Card Corrections

B Transactions Completed

B Turnover

I Work Backlog

B Work Stoppages

posed objectives of the HR program. Frequently, an organization will have
several performance measures related to the same item. For example, the
efficiency of a production unit can be measured in a variety of ways:

M The number of units produced per hour.

B The number of on-schedule production units.

B The percent utilization of the equipment.
B The percent of equipment downtime.
B The labor cost per unit of production.

M The overtime required per unit of production.

B Total unit cost.

Each of these. in its own way, measures the efficiency of the production of a
work unit. All related records should be reviewed to identify those that are most

relevant to the HR program.

B Determine if a sampling plan is necessary. When a large number of par-
ticipants are involved in a program or when total numbers are not available,
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a sampling of records may be adequate to supply the information needed.
The sampling plan should be structured to provide an adequate sample size
based on random selection. An example will illustrate this point:

An orientation program, coupled with new employee training, was
planned for new machine operators in a large machining operation. The
combination of orientation and entry-level training was expected to
reduce waste and increase the output of new operators. Because the pro-
gram began with new recruits, their output and scrap rates were collected
and monitored. These items were compared to the records of a sample of
other employees with approximately the same age and skill who began
work with the company before the program was implemented. The per-
formance over a three-month period was monitored through this
approach. This method produced a realistic comparison of the perfor-
mance of the two groups. Significant differences in performance could
most likely be attributed to the new program. This approach was more
appropriate than comparing the new group with the average of the entire
work force of machine operators.

B Convert current records to usable ones. Occasionally, existing per-

formance records are integrated with other data and are difficult to iso-
late from unrelated data. In this situation. all existing related data
records to be used in the measurement should be extracted and retabu-
lated to be more appropriate for comparison in the evaluation. Conver-
sion factors may be necessary. For example, the average number of new
sales orders per month may be reported regularly in the performance
measures for the sales department. In addition. another performance
record may report the sales costs per sales representative. However, the
average cost per new sale is needed for the evaluation of an HR pro-
gram. The two existing performance records are combined to supply the
data necessary for comparison.

H Develop a collection plan. A data-collection plan defines when data are col-

lected. who will collect it, how it will be collected, and where it will be col-
lected. This plan should contain provisions for the evaluator to secure copies
of performance records in a timely manner so that the items can be record-
ed and made available for analysis.

Developing New Data

In some cases, performance records are not available for the information

needed to measure the effectiveness of an HR program. The HR staff must
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guide the development of these record-keeping systems, if they are economi-
cally feasible.

For example, one organization implemented a new employee orientation sys-
tem on a company-wide basis. It planned to use several methods of evaluation,
including comparisons in turnover in the first six months. This “early turnover”
is the percentage of employees who leave the company in the first six months
of their employment. An effective employee orientation program should influ-
ence this turnover figure. At the time of the program’s inception, early turnover
data were not available. The organization began collecting early turnover fig-
ures for comparison when it implemented the program, thus providing a basis
for program evaluation.

When creating new records, several questions are relevant:

B Which department will develop the record-keeping system?
B Who will record and monitor the data?

B Where will it be recorded?

M Will forms be used?

B Who will bear the costs?

These questions will usually involve other departments or a management
decision extending beyond the scope of the HR department. Possibly the
administration division, the finance department, or industrial engineering sec-
tion will be instrumental in determining whether new records are needed and
how they should be collected.

SUMMARY

Table 5-6 summarizes the features of evaluation instruments presented in
this chapter. This table can serve as a quick reference to compare the various
types of instruments used in evaluation. It is adapted in part from an aid devel-
oped by the U.S. Office of Personnel Management. It is important to remem-
ber that a variety of instruments is often appropriate in an evaluation effort.
For example, Ames Department Stores uses three evaluation instruments for
each of their training programs: direct observation, interviews, and perfor-
mance records.?® The instrument, or combination of instruments, used depends
upon the particular situation.
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TABLE S-6

COMPARISON OF COMMON EVALUATION INSTRUMENTS

EVALUATION LEVELS

PERCEIVED
INSTRUMENTS EFFECTIVENESS PERFORMANCE ROl ADVANTAGES LIMITATIONS
Questionnaire * * *  Low cost May not collect
Honesty increased accurate information
Anonymity optional  On-job responding
Respondent sets pace conditions uncontrolled
Variety of options Respondent sets pace
Return rate rarely controllable
Attitude Survey * * Standardization Predetermined alternatives
possible Response choices
Quickly processed Reliance on norms may distort
Easy to administer individual performance
May not reflect true feelings
Written Test * Low purchase cost May be threatening 1o
Readily scored participant
Quickly processed Possible low relations to job
Easily administered performance
Wide sampling Reliance on norms may distort
possible individual performance
Paossible cultural bias
Performance Test * Reliability Time consuming
Simulation potential ~ Simulation often difficult
Objective hased High development costs
Interview * * *  Flexible High reactive effects
Opportunity for High cost
clarification Face-to-face threat potential
Depth possible Labor-intensive
Personal contact Trained interviewers necessary
Focus Groups * * Flexible Effectiveness rests with
Low cost facilitator
Good qualitative Subjective
responses Sometimes difficult to
Personal contact summarize findings
Observation * Non-threatening to Possibly disruptive
participants Reactive effect
Excellent way to Unrcliable
measure behavior  Trained observers necessary
change
Performance Records * *  Reliability Lack of knowledge of criteria
Objectivity for keeping/discarding

Job-based

Ease of review

Minimal reactive
effects

records

Information system
discrepancics

Indirect nature of data

Need for conversion to usable
forms

Records prepared for other
purposes

Sometimes expensive to collect
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CHAPTER SIX

Evaluation Design and
Implementation

The previous chapter focused on specific techniques for collecting data, such
as surveys, questionnaires, and interviews. This chapter discusses the implemen-
tation of data collection techniques and includes the overall evaluation. The first
part of the chapter focuses on evaluation design, which is sometimes ignored, but
is important to the overall HR measurement and evaluation process. Evaluation
design includes the timing of measurements and the minimization of factors that
can threaten the validity of program evaluation results. In this chapter, the term
measurement is the process of data collection and may involve implementing a
test, conducting a survey, or monitoring performance data.

The second part of the chapter focuses on implementation issues including how
and when data should be collected and from what audiences. While program par-
ticipants are probably the best source of input, other people can also be helpful.
This chapter presents specific methods to ensure that programs work effectively
such as follow-ups, action planning, and performance contracting.

EVALUATION DESIGN ISSUES

In many HR program evaluations, the performance of participants involved in
the program is monitored at different time frames and is compared to perfor-
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mance prior to the program. Group performance is sometimes compared with the
performance of another group that is not involved in the same program or with
the remainder of the population of potential participants. Various combinations of
approaches are available for evaluation design.

Control Groups

Control groups and experimental groups are sometimes used in evaluation. A
control group is a group of participants who are as similar as possible to those in
the experimental group, but who are not involved in the HR program. Ideally, the
only difference between the two groups is that one group participates in the pro-
gram and the other does not. A performance comparison of the two groups should
determine the success of the HR program. The procedures for selecting control
groups and determining the appropriate sample size are important issues. The two
groups should be equivalent in job settings. skills, abilities, and demographic
characteristics. The true control group is formed by random assignment and, if
possible, the identity of the control group should not be revealed because it could
affect their performance. Because of these requirements, control groups may not
be practical in many HR measurement and evaluation situations. However, for
critical evaluations affecting a large number of participants, control groups are
essential. For more information on control group selection, see other references.!

Timing of Measurements

Another important issue in evaluation is the timing of measurements. Mea-
surements may be taken before the program is initiated and after the program is
implemented or completed. Post-measurement should never be omitted because
it directly measures the results of a program. Pre-program measurements are
important for comparisons. When conducting pre-program measurements, three
general guidelines should be followed:

B Minimize the effect of pre-program measurements. Ideally, a measure-
ment should not alter the performance of participants. If there is evidence
that the measurement had an impact on performance. it should either be
omitted, modified, or conducted far enough in advance of the program (o
minimize the impact. If this is not possible, a control group then will be nec-
essary to measure the impact of the measurement.

N Pre- and Post-measurement techniques should be identical or equiva-

lent. When measurements are compared, they should have a common base
for comparison. Identical measures may influence results when they are
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taken the second time. Similar but equivalent measurements may be more
appropriate.

@ The measurements should be conducted under the same or similar con-
ditions. The length of time between measurements and conditions under
which both measurements are taken should be approximately the same.

Measurements may be taken at different time intervals during and after a pro-
gram. Time series measurements during the program measure participant
progress toward the objectives. Time series measurements after a program show
the long-term effects of the program.

Factors that Jeopardize Validity

From a practical standpoint, there are a variety of issues and events that can
invalidate the results of a program evaluation. Program planners and developers
should take precautions to ensure that no other factors enter into the process or
program that would have an important impact on the results. If they do, steps
must be taken to isolate the impact of those factors. From both a logical and
research perspective, several problems can surface that can threaten the validity
of the results of a particular program evaluation. Alternative designs can coun-
teract or offset the effects of the threats or sometimes eliminate them all togeth-
er. Four common threats are presented here. For additional information on other
threats and more detail on how to counter those threats, see other references.’

B Time or History. Time has a way of influencing program results. Perfor-
mance can improve and attitudes can change over time—even without an
HR program. When measuring the effects of an HR program, this question
should always be asked: “Would the same or similar results have occurred
without the program?”

B Effect of Testing. As discussed earlier, it is possible that the actual experi-
ence of taking a measurement (administering an instrument, taking a test)
can influence performance or attitude even if the individual does not partic-
ipate in an HR program. This effect is more likely to appear when pre- and
post-measurements are identical.

M Mortality. Participants may drop out of HR programs for various reasons.
If pre- and post-measures are used, the number in the group may change
from one measurement to another. This change makes it difficult to compare
the results of the two measurements, This problem is compounded by the
fact that the lower-level performers are sometimes the ones who drop out of
a program.
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B Selection Bias. The selection of the group to participate in an HR program
can possibly have an effect on the outcome because some individuals will
perform better than others. If mostly high achievers or underachievers are
selected, program results will be distorted. The problem can usually be
resolved by using random selection, when it is feasible.

While there are other internal threats to validity, the ones described here are the
most common and should be of concern to HR professionals. The designs pre-
sented next will attempt to overcome these threats in varying degrees.

COMMON EVALUATION DESIGNS

Although selecting the appropriate evaluation design is a key component of the
evaluation strategy, this is an area that receives little attention in organizations. In
a comprehensive program of evaluation, this issue must be addressed, either
implicitly or explicitly.” This section presents the common evaluation designs and
a few advantages and disadvantages of each.

One-Shot Program Evaluation Design

One of the most common, and least valid, designs involves the “one-shot™ pro-
gram. As Figure 6-1 shows, this design evaluates a single group only once after
an HR program is completed. No data are collected prior to the program’s imple-
mentation. A measurement is taken after the program becomes fully operational.
For education and training programs, the measurement is usually taken after the
program is conducted.

Program
Fully Implemented
Program or
Initiated Completed
Program
Implementation
Period

» Time

Data
Collected

FIGURE 6-1. ONE-SHOT PROGRAM EVALUATION DESIGN.
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Many uncontrolled factors might influence the measurement and invalidate
conclusions based on results achieved through this design. However, the evalua-
tion information obtained from this one-shot measurement is better than no eval-
uation at all. It is frequently used because of its simplicity and ease of applica-
tion. This design may be useful for measuring the performance of a group when
no means is available to measure performance before the program is implement-
ed or possibly when no basis of a previous comparison is available. As an exam-
ple, consider the implementation of an employee assistance program. One mea-
sure of success is the degree of participation in this program, but no previous
measurement exists to compare it against because the program is new and
employees did not have the opportunity to participate previously. A one-shot pro-
gram design may be appropriate for the evaluation.

Single Group, Pre- and Post-Program Measurement Design

When comparisons are needed, the next logical design is the single group, pre-
and post-program design as shown in Figure 6-2. This design is an improvement
over the one-shot design because data is collected before and after the HR pro-
gram is implemented. Data collected from a tracking system or from participants
before the program is initiated is compared to data collected after the program is
implemented to detect changes. This design can be illustrated by the health care
cost containment program implemented by one company. The organization made
several changes in medical benefits coverage to reduce medical costs. They com-
pared the total medical costs before changes with the medical costs for six months
atter the changes. This pre- and post-comparison showed the impact of the newly
implemented changes.

Program
Fully Implemented

Program or

Initiated Completed

Program
Implementation
Period i
> Time
Data Collected Data Collected
#1 #2

FIGURE 6-2. SINGLE GROUP, PRE- AND POST-EVALUATION DESIGN.
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External factors can adversely affect this design. Changes in the organization,
environment, work setting, or other factors may cause changes in the perfor-
mance of participants. In the health care cost containment example, other factors
could have an impact on the medical costs. The effect of a pre-program measure-
ment is another disadvantage of this design. Because health care costs are being
monitored (in a pre-program measurement), costs may decline.

Single Group, Time Series Design

A very popular design for evaluating an HR program involves a series of data
collections, both before and after the program is implemented. In this design,
referred to as a single group, time series design, the experimental group serves as
its own control group. Collecting a series of data before implementing the pro-
gram eliminates some of the problems incurred when a separate control group is
not used. Repeated measurements after a program not only allow for comparison
with the initial results, but enable measurement of the long-term effects of the
program.

This design, as illustrated in Figure 6-3, may involve as many data collections
as are practical for the setting. Consider for example the implementation of a total
quality (TQM) program. To measure success, several quality, productivity, and
process variables are monitored. Because many other factors may influence these
factors over time, several measures should be taken prior to the implementation
of TQM and at various intervals after implementing the program to provide a
clearer picture of the success of the TQM effort. This design eliminates some of
the threats to validity and is extremely useful when measurement data are readi-
ly available as part of the organization’s performance reporting. With this design,
the impact of HR programs can be compared with previous performance over a
long time period.

Program
Fully Implemented
or
Program Completed
initiated
Program
implementation
Period )
> Time
Data Collected || Data Collected Data Collected || Data Collected
#1 #2 #4

FIGURE 6-3. SINGLE GROUP, TIME SERIES PROGRAM EVALUATION.
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Control Group Design

The next design compares two groups: an experimental group and a control
group. Referred to as a control group design, the arrangement is illustrated in Fig-
ure 6-4. The experimental group participates in the HR program, while the con-
trol group does not. Data are gathered on both groups before and after the pro-

Program
Fully Implemented
or
Program Completed
Initiated "
Program
Implementation
Experimental Period -
Group » Time
Data Collected Data Collected
#1 #2
Control No Program » Time

Group

FIGURE 6-4. CONTROL GROUP EVALUATION DESIGN.

gram. The results of the experimental group when compared to the control group
reflects the impact of the HR program. Although using a control group is akin to
conducting a laboratory experiment, the process may not be difficult to achieve.
In some situations, the control group does not have to be informed of their status
and therefore are not necessarily aware that they are part of an experiment. For
example, one organization implemented a gainsharing program on an experimen-
tal basis in two small crushed stone plants. Two other plants, with similar char-
acteristics and production outlook, were selected as a control group. Productivi-
ty, costs, absenteeism, and turnover were monitored at both locations prior to the
implementation of the plan. These same measures were monitored after the pro-
gram had been operational to show comparisons and isolate the effects of the
gainsharing program. The differences in the performance of the experimental
group and the control group showed the amount of improvement attributed to the
new program. The employees in the plants in the control group never knew they
were part of an experiment.

This design is acceptable only when the two groups are similar in the appropri-
ate selection criteria. Ideally, the participants in each group should be at the same
job level. experience. ability. working conditions. and possibly even the geo-



154 HUMAN RESOURCE CONTRIBUTION

graphic location. The best way to select control groups is on a random basis when
it is feasible. The true control-group design is one of the most powerful evaluation
tools available because all of the threats to validity, except the effects of measure-
ments, are controlled. The next design eliminates all threats to validity.

Ideal Evaluation Design

Figure 6-5 shows an idealistic evaluation design. It involves the use of three
groups, random selection of participants, and pre- and post-program data collec-
tions. Pre-program data is collected from experimental group A, which participates
in the program and undergoes a post-program measurement. Data are also collect-
ed from the control group before and after the program, but the group does not par-
ticipate in the program. Experimental group B has no pre-program data collection,
but it participates in the program and has a post-program measurement.

Program
Fully implemented
or
Pragram Completed
Initiated
Program
Impiementation
Experimental Period . Ti
Group A ~» lime
Data Collected Data Coliected
#1 #
Control No Program » Time
Group
Program
Fully implemented
Program or
Initiated Completed
Program
Implementation
Experimental Period .
Group 8 —> Time

Data Coliected
#2

FIGURE 6-5. IDEAL EVALUATION DESIGN.
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The control group eliminates the time and mortality factors that threaten the
validity of the evaluation. If the data collected before and after the program are
equal for the control group, then it follows that neither of these factors influenced
the result. Random selection eliminates the selection bias threat. Experimental
group B rules out the interaction of pre-program data collection (measurement,
test) with the effects of the HR program. This was the weakness in the previous
control group design. If the post-program data collected for groups A and B are
identical, then the data collection apparently had no effect on performance.

This design is more difficult to put into practice in the work setting because it
does involve three groups. However, programs with a significant investment in
resources should be evaluated using an ideal design to completely isolate the var-
ious threats 1o validity. One organization, for example, implemented this design.
It was considering significant changes in employee empowerment and participa-
tive decision making. Before embarking on the program organization-wide, the
organization conducted an experiment involving the ideal evaluation design.
Three groups were selected with two of them experimental. Pre-program attitude
surveys were administered for experimental group A and the control group. The
attitude survey was not administered to experimental group B. Post-program
comparisons involved not only changes in attitudes, but also prescribed variables
for work performance. The overall evaluation scheme eliminated threats to valid-
ity and gave the organization a true picture of the impact of the program, an
assessment that was essential before making a decision to implement the program
across the entire organization.

This design approaches the ultimate in experimental designs. From a practical
standpoint, obtaining three randomly selected groups may be difficult or impos-
sible. The time, expense, and administrative procedures required for this design
may prohibit its use. However, other alternate designs such as the one presented
next, can yield reliable results.

Post Measure Only, Control Group Design

A more practical and less expensive alternative to the previous design is called
the post measure only, control group design as shown in Figure 6-6. A measure-
ment is given to the randomly selected experimental group and the control group
only after the program is implemented. The difference in the evaluation results of
these two groups at the completion of the program shows the impact of the pro-
gram. This design reduces the effects of the pre-program data measurement and
reduces the time and expense of the previous evaluation design. In addition, this
design isolates almost all of the threats to validity.
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Program
Fully Implemented
or
Program Completed
Initiated
Program
Implementation
Experimental Period Ti
Group A —> Time
Data Collected
#1
Control No Program » Time
Group

FIGURE 6-6. POST-MEASURE ONLY CONTROL GROUP DESIGN.

Which Design to Choose

Several possibilities exist for developing an evaluation system for an HR pro-
gram, and many designs can be combined to form other alternate designs. The
question of which design to use depends on several factors. The nature of the HR
program and the practical considerations of the work environment may dictate the
appropriate design. The more complex the design, the more costly the evaluation
effort. The availability of control groups and the ease of randomization are other
factors that enter into the decision. The effects of factors outside the immediate
environment must also be considered. If a design is less than optimum, the HR
staff should be prepared to defend its action in terms of trade-offs. Additional
information on evaluation designs can be found in other references.*

PARTICIPANT FEEDBACK

Feedback from program participants is necessary for most HR programs. Col-
lecting feedback has a wide variety of applications. Some examples include:

B In one company, a new employee orientation program was used to solicit
reactions from new employees to the program at the end of the orientation
sessions as well as in a three-month follow-up.

B In another situation, participants in an upward mobility program were

asked to provide feedback about their perception of the program and its
effectiveness.
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B A new team-based incentive program was implemented in another organi-
zation. The planners solicited feedback from team members to determine
their level of satisfaction with the new system.

M Store managers in one corporation were asked for their feedback on a new
empowerment program that would make them entrepreneurs and indepen-
dent operators.

B Participants in an outplacement program, precipitated by an organizational
restructuring, were asked to provide feedback on the effectiveness and etfi-
ciency of the program.

In addition to annual attitude surveys administered by many organizations,
other participant feedback methods should be used in the evaluation of almost
every type of HR program. When a program is changed or when routine feedback
is needed, participants should be asked for their reaction. It is the most efficient
way to measure customer satisfaction and explore ways in which satisfaction can
be increased.

While participant feedback is popular, it is also subject to misuse. Sometimes
referred to as a “happiness rating,” it has come under fire from many HR profes-
sionals who consider it ineffective. The primary criticism concerns the subjectiv-
ity of the data. While there is no good substitute for hard data in evaluating pro-
grams, a carefully designed, properly administered participant feedback
questionnaire during, or at the end of, an HR program might be sufficient for
many HR departments with a modest budget. Feedback questionnaires have
earned a place in HR program evaluation, and it would be difficult to implement
a comprehensive evaluation without them.®

Areas of Feedback

The areas of feedback used on reaction forms depend to 4 large extent on the
program and the purpose of the evaluation. Some reaction forms are very simple,
while others are detailed and require a considerable amount of time to complete.
The following areas represent the most common types of feedback solicited for
HR programs:

M Program content

B Program materials

B Program value

B Communication medium

W Program coordinator/facilitator

M Relevance of program to job/work area
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B Overall evaluation
B Planned improvements, if appropriate

Objective questions covering each of these areas provide feedback that can be
extremely useful for making adjustments in a program and for judging program
success. The coordinator/facilitator evaluation deserves additional attention.
Because of the importance of an effective program leader, in some organizations
the primary evaluation centers on the facilitator, and a separate form may be used.
A facilitator evaluation process conducted at a telecommunications company
illustrates this point. The process focused on five areas for evaluation:

B General performance criteria referenced to company standards.

B Knowledge of the subject matter including familiarity with content and
depth of understanding.

I Presentation skills that focused on clarity of the presentation, use of audio
visual material, pacing of material, maintaining eye contact, and accessing
participant understanding.

B Communications that included the use of understandable language, real-life
examples, and the promotion of discussion.

M Receptivity that included responsiveness to participants, responding effec-
tively to questions, and maintaining neutrality in responses to comments.

Appendix 3 provides a detailed participant feedback questionnaire that covers
most of the previously listed areas.

Useful Guidelines

The design information on the questionnaires presented in Chapter S also applies
to the design and construction of reaction or feedback questionnaires. In addition to
those design principles, several useful tips can improve the quality of feedback.

H Consider an ongoing evaluation. For lengthy programs, an end-of-the-pro-
gram evaluation may leave the participants unable to provide accurate feed-
back on earlier parts of the program. To help improve the situation, an ongoing
evaluation can be implemented. After certain program milestones, participants
can be asked to evaluate the program using a feedback questionnaire. The
information is timely and can be more useful to program evaluators.

B Try quantifying ratings. Some organizations attempt to solicit feedback in
terms of numerical ratings. Although subjective, these ratings can still be
useful for program evaluations. When there are many participants or groups,
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these ratings can be useful in making comparisons. In some cases, targets or
norms can be established to compare ratings. When using a norm scale, a
rating that is considered good may prove to be quite low when compared to
norms on the factor being rated.

H Collect information related to improvement. Many HR programs focus
on improvement. Sometimes it is difficult to secure realistic input on a feed-
back form related to improvements such as cost savings or quality enhance-
ment, but it is worth a try. The response may be surprising. For example, this
simple question will sometimes cause participants to concentrate on
improvement:

As a result of this program, please estimate the monetary benefit that will be
realized (i.e., increased productivity, improved methods, reduced costs, etc.)
over a period of one year. $ Please explain the basis of your estimate.

Express as a percent the confidence you place on your estimate. (0%= no
confidence, 100%= certainty)

This statement encourages participants to focus on improvement. Asking
participants to explain the basis of an estimate provides some insight into the
specific techniques and strategies used to develop the improvement. It also
helps initiate the specific actions necessary to make the program work. The
input on the confidence level is helpful in the data analysis and makes par-
ticipants feel more comfortable about providing subjective information. For
example, if a participant is not very comfortable with an estimate, a low
level of confidence may be indicated, such as 25%. If the participant is
extremely comfortable with his/her estimate, a high ievel would be offered,
such as 90%. To be conservative in data analysis, the confidence level is
multiplied by the monetary benefit to develop an adjusted improvement
amount. For example, a benefit estimated at $5,000, with a 50% confidence
level, is reduced to $2,500, which is the figure used in reporting results from
feedback questionnaires. Although this process is subjective, it has been
used to estimate the RO! in an HR program.®

B Allow ample time for completing the form. A time crunch may cause
problems when participants are asked to complete a feedback form at the
end of a meeting or program session. Consequently, the information may be
abbreviated in an effort to leave the meeting. An alternative method is to
allow ample time for evaluation at a scheduled time before the completion
of the program. Another alternative is to allow participants to mail the eval-
uation later. With this approach, a reminder may be necessary to secure all
of the forms.
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B Put the information collected to use. Sometimes participant feedback is
solicited, tabulated, summarized, and then disregarded. The information is
coliected for one or more of the purposes of evaluation, otherwise the exer-
cise is a waste of the participant’s time. The last chapter on communicating
program results presents several possibilities for disseminating this evalua-
tion information.

Advantages/Disadvantages

Feedback questionnaires have several disadvantages. The data are subjective,
based on the opinions and feelings of the participants at that time. Personal bias
may exaggerate the ratings. Participants often are too polite with their feedback.
At the end of a program, they may be pleased just to get it out of the way. There-
fore, a positive rating may be given when participants actually feel differently. A
good rating during, or at the end of a program, is no assurance that the program
will be successful.

There are some advantages to feedback questionnaires. They obtain a quick
reaction from the participants while information is still fresh on their minds. Par-
ticipants usually have judgments on the usefulness of the program and its mater-
ial. This quick reaction can be helpful for making adjustments or providing evi-
dence of the program’s effectiveness. Questionnaires are easy to administer,
usually taking only a few minutes. Data can be easily analyzed, tabulated. and
summarized. The information from questionnaires is easily understood.

There is a definite place for feedback questionnaires in HR program evalua-
tion. They can provide a convenient method of data collection, but they should
represent only a part of the total evaluation process.

FEEDBACK FROM OTHERS

Another useful source of feedback is that from other individuals closely iden-
tified with the participants in the program. Typically, these groups fall into four
categories: (1) supervisors of the participants, (2) subordinates of the participants,
(3) team members, and (4) members of the HR staff.

Supervisors

The most common group for feedback is the supervisors of those involved in
HR programs. This feedback provides information on improvements or changes
that have resulted from participation in the HR program. This “feedback from the
boss™ is usually obtained during a follow-up evaluation using an instrument such
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as a questionnaire or an interview. The questions on the instrument should be
designed to solicit specific information that will reveal as much tangible change
as possible. This method can develop reliable feedback data as was the case in the
implementation of an employee involvement program in one organization. After
the program was implemented, supervisors were asked to provide input on how
well employees had accepted the program and to assess their individual behav-
iors related to program objectives. Supervisor input was critical in assessing the
change in employees.

Subordinates

Probably the second most often tapped feedback group is the subordinates of
the participants of an HR program. Their feedback is useful only in programs
involving managers and supervisors who have employees reporting to them. In
this type of data-collection method, employees are usually asked about changes
or improvements in their supervisor’s behavior or accomplishments since he or
she participated in an HR program. The information will be subjective and may
be biased or opinionated, depending on the employee’s attitude toward the par-
ticipant (supervisor). This information may not be as reliable as that obtained
from the participant’s supervisor, but can nevertheless be valuable in the evalua-
tion process.

Subordinate input is particularly useful in supervisory training and leadership
programs where skill building is an important part of the effort. In one organiza-
tion, interpersonal skills were discussed as part of an extensive supervisory devel-
opment program. To determine if their supervisors had changed their behavior,
subordinates were asked to judge the effectiveness of their supervisors’ interper-
sonal skills after the program had been implemented. This information provided
reliable input on supervisor behavior change.

Team Members

Probably the least used feedback group is the team members or peer group.
Their feedback is used to determine how participants accept and use an HR pro-
gram. This data source is not frequently used because it is highly subjective and
may be unreliable because of the informal relationship between the source and
the participant. The data collection techniques for this type of feedback are ques-
tionnaires or interviews. This approach was used in one organization that wanted
to assess the effectiveness of a team building program. Three months into the
team building initiative, members were asked to judge the cooperativeness and
heipfulness of other team members. Team assessments became an important part
of the overall success of the program.
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A word of caution is in order when collecting information from these three
groups. Information collected from one of these groups may tend to place the par-
ticipant on trial. Members of the particular group may observe a participant too
closely to see whether he/she performs in an expected manner or contributes in a
particular way. While this close scrutiny, may be important to evaluation, it may
not be appropriate for the acceptance or endorsement of the HR program.

HR Staff

Another group used for feedback is the HR staff. Their feedback can be infor-
mal, as in the situation where an HR program coordinator provides informal feed-
back on the program or program participants. This feedback can be formal as in
the situation where staff members, properly trained in observation techniques,
observe participants and/or conduct interviews, and provide feedback on their
performance. Staff evaluation can be helpful and can usually represent profes-
sional and unbiased information.

PARTICIPANT FOLLOW-UP

Most new HR programs are implemented to improve the organization, meet a
requirement, or satisfy a regulation. To ensure that the program meets its objec-
tives and has a long-lasting effect, follow-up information is sometimes desired.
With some programs, routine monitoring and tracking of data provides a suftfi-
cient follow-up to evaluate a program’s success. In other programs, where soft
data is an important part of the evaluation, a follow-up must be implemented. For
example, during the implementation of a new program to improve productivity,
the planners may announce employee incentives, set standards, and explain the
program, so that employees learn the various ways in which they can improve
productivity. After the implementation, the actual measures of productivity might
suffice for most evaluations, and preclude the necessity for a follow-up. Howev-
er, a follow-up may be necessary if senior management is interested in knowing
the lasting effects of the program and the relationship between the employee
efforts and productivity changes. In this situation, a follow-up may ask employ-
ees about their specific actions to improve productivity and the impact the pro-
gram has had on their work unit. In addition, the follow-up could identify prob-
lem areas where adjustments need to be made.

In reality, many HR programs are designed to be long-term programs that may
not reap benefits for several months or years. For example, consider the imple-
mentation of a self-directed work team for a midwest manufacturing plant of a
Fortune 250 company.” Table 6-1 shows the implementation schedule with
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TABLE 6-1

SELF-DIRECTED WORK TEAM IMPLEMENTATION MODEL

EVENT

APPROXIMATE TIMETABLE

B Development of the team concept

B Defining the role of the
individual in a team
H Development of a team
mission and objectives
B Establish a departmental business plan
B Teach problem solving techniques
B Establish quality standards
as a team
B Develop closer under-
standing of team members
through Myers Briggs Profile
and analysis
M Develop a skill-based
pay system including
a peer performance plan

M Assess the team’s indepen-
dence and cut back
time and support as needed
B Define maturity level
of the group and develop
new training programs if needed

Initial introduction to the
work team
First day of training

Second day of training

First month of training
Frist two months of training
First six months

After six months of
working together

After the first seven months
of working together and
only after the team is
functioning as a team

After all teaching modules
have been finalized and
tested

Determine and develop
as needed

Source: Adapted in part from Dobbelaere. A. G. and Goeppinger, K. H. “The Right Way and the
Wrong Way 1o Set Up a Self-Directed Work Team,” The Human Resources Professional, Winter

1993, pp. 31-35.

selected events. There are many opportunities to measure reaction from partici-
pants and the progress made with the program. This type of program requires a
variety of follow-up approaches involving several of the data collection tech-
niques presented in Chapter 5. The challenge is to select the appropriate data col-

lection technique to fit into a follow-up schedule.
The primary purposes of a follow-up are:

B To help measure the lasting results of the program.
B To identify the areas that show the most improvement.
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M To compare the responses at follow-up time with those provided during or
at the end of the program.

B To determine problem areas or barriers to improvement.

The follow-up evaluation almost always is preceded by an end-of-the-program
evaluation and sometimes the follow-up is an extension of the previous evalua-
tion. A follow-up can use a feedback questionnaire, surveys, interviews, focus
groups, or observations. The follow-up usually focuses on learning retention, on-
the-job application, and organizational impact. In some situations, a follow-up is
considered the most important phase of evaluation.® It usually occurs three to
twelve months after the implementation of the program, with the most common
time frame being six months. For a more comprehensive evaluation, a follow-up
could occur at repeated intervals (i.e., at six months or one-year intervals). The
use of this approach depends on the organization’s emphasis on measuring long-
term results.

As an example of a follow-up evaluation, consider the approach one organiza-
tion used for the evaluation of a sexual harassment program. With increased pub-
lic awareness of sexual harassment, the organization used the opportunity to
update its sexual harassment policy, communicate it to all employees through the
employee handbook and newsletter, and conduct workshops with managers cov-
ering the company’s policy, various definitions, legal considerations, and the con-
sequences of sexual harassment. Six months after the program, the company con-
ducted a follow-up with a randomly selected sample of employees and with all of
the workshop participants. Among other items, the follow-up determined the spe-
cific changes in behavior of employees, changes in perceptions of employees, and
changes in the environment.

Guidelines for Development

Chapter S outlined the design principles for a follow-up evaluation as well as
the appropriate data collection technique. In addition to those principles, a few
helpful guidelines will enhance the effectiveness of this follow-up.

W Determine progress made since implementing and completing the pro-
gram. A follow-up evaluation determines what participants accomplished
with the HR program. Ideally, additional data shouid reflect the success of
the program. To provide the continuity for data comparison, the questions
asked at the end of (or during) the program should be repeated on the fol-
low-up, if appropriate.
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Bl Solicit reasons for lack of results. Not all follow-up evaluations will show
positive results. Some will indicate no improvement or will contain negative
comments. The follow-up should determine the reasons the program is not
achieving results and should identify obstacles to program success such as
a lack of support from superiors, restricting policies and procedures, or lack
of interest from participants. Identifying these obstacles is as valuable as
identifying the reasons for success, since the obstacles can possibly be elim-
inated in future programs.

H Plan the follow-up carefully. Develop a plan for the follow-up evaluation
that responds to typical administrative questions such as who, what, where,
when, and how. The time period for the follow-up is critical. It should be
long enough for the desired improvement to take place, yet short enough so
that the program material will still be relatively fresh.

B Inform participants to expect the follow-up. There should be no surpris-
es at follow-up time. The plans to administer a follow-up instrument should
be clearly communicated during the program. Also, participants should
know what information will be expected from them in the follow-up.

H Share follow-up information with the participant’s supervisor. Ideally, the
participant’s immediate supervisor should be involved in the implementation
of the HR program. At a very minimum, the supervisor should be aware of the
progress made and should receive the information on the follow-up evaluation.

B Require participation in the follow-up. The follow-up evaluation usually
should not be optional. Participants should expect it, and the HR department
must see that it is accomplished. This input is essential to determine the
impact of the program. Adequate response from the follow-up evaluations is
not difficult to achieve.

B Consider a follow-up assignment. In some cases, follow-up assignments
can enhance the evaluation process. In a typical assignment, participants are
required to meet an objective, perform a task, try out a new skill, or com-
plete a project by a predetermined date.

B If feasible, conduct a follow-up session. An additional session, with a pri-
mary purpose of evaluation, can be helpful to determine how the program is
working and to identify possible obstacles to program implementation. This
is usually an add-on session conducted a few weeks or months after the pro-
gram is completed.

Advantages/Disadvantages

There are several disadvantages of the follow-up evaluation. The information
supplied by the participant may be subjective. The process usually needs the
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cooperation of the supervisor and participants may not have the opportunity to
apply what they have learned. Also, intervening factors may affect the results.

The follow-up evaluation has several advantages. It is easy to administer and
data are easy to tabulate. It provides a more accurate assessment of the impact of
the program and it helps to measure the lasting results of the program. Participant
follow-up is a common technique for HR program evaluation. Even with its
shortcomings, it is an important part of evaluation.

ACTION PLANNING

An extension of the follow-up evaluation, action planning, requires HR pro-
gram participants to develop detailed plans for accomplishing specific objectives
related to the program. Usually prepared on the organization’s customized form,
an action plan shows what is to be done, by whom, and when. The action plan
approach is a straightforward, easy-to-use method for determining ways in which
participants can implement improvements. It is particularly usefu! for HR pro-
grams in which changes are implemented or improvement is monitored. Virtual-
ly every functional area of HR is a likely target for action planning. Consider two
examples trom Labor Relations and Fair Employment.

One organization implemented a labor management cooperation program in
which supervision and management met regularly with union members and lead-
ers. Participants developed action plans to suggest ways to improve the coopera-
tion between management and the union. In some cases, teams submitted com-
bined action plans. Typical teams included first level supervisors and union
leaders in a work unit area. The committee used the progress reported on the
action plans to identify specific accomplishments and, in some cases, the mea-
surable changes that developed from these plans.

The other example involves the affirmative action (AA) efforts of a large hos-
pital. The hospital began a comprehensive affirmative action program. It con-
ducted a series of meetings and training sessions with supervisors and department
heads to discuss the rationale for affirmative action and the importance of achiev-
ing affirmative action goals. Some sessions were designed to make managers
aware of the issue and secure their cooperation in reaching affirmative action
goals. Each participant was asked to develop realistic plans to support the orga-
nization’s affirmative action plan. Participants specified targets they would meet
for each underutilized group. Goals were set for recruiting and new job assign-
ments. The organization reported the progress on the plans as a way to monitor
the success of the program. This program proved to be more successful than pre-
vious ones in which managers were simply told about the affirmative action plan,
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but were not required to develop their own action plans and report their results as
they were in the new program.
The action planning process produces data that answers these typical questions:

B What accomplishment occurred since implementing the HR program?

B How much of the improvement can be attributed to the program?

B What is the monetary value of the improvement?

B Did the program designers achieve the anticipated results?

B What factors may have prevented participants from accomplishing specific
action items?

B What program changes are recommended?

HR professionals can use this information to decide whether a program should
be modified, and managers can use the information to evaluate the program.

The Approach

The action plan approach can have a tremendous impact on the organization.
One example of this approach is a productivity improvement program from the
CIGNA Corporation. In this program, supervisors developed productivity mea-
sures and action plans and provided feedback to the employees. Action plans
were actually developed in a program. The program involved more than 200
supervisors, and a sampling of two groups representing 20 participants revealed
some significant results. Three participants reported a savings of $270,000. This
return alone represented two-thirds of the cost of the program for the entire 200
supervisors.”

Many organizations use the action plan approach with excellent results. Prob-
ably the most comprehensive application of this approach occurred in the U.S.
Government. The Office of Personnel Management developed an action plan
method called the Participant Action Plan Approach (PAPA), which can be used
independently of the entire evaluation process or in conjunction with other eval-
uation methods.

Developing the Action Plan

Developing of the action plan requires two tasks: (1) determining the area for
action, and (2) writing the action items. Both tasks should be completed during
the program. The area for action should be job related and developed from HR
program objectives, materials, and issues. A list of potential areas for action can
be developed individually or generated in a group discussion. The following
questions should be asked when developing the areas for action:



168 HUMAN RESOURCE CONTRIBUTION

M Is this action directly related to the HR program?

B How much time will this action take?

B If this action is completed, will it result in a significant benefit to the orga-
nization?

B Are the skills for accomplishing this action item available?

B Who has the authority to implement the action plan?

B Will this action have an effect on other individuals?

B Are there any organizational constraints for accomplishing this action item?

Wording of specific action items is usually more difficult than identifying the
action areas. An action item must be worded in such a way that everyone involved
will know when the action occurs. Each statement should begin with an action
item. Some examples of action items are listed below:

B Review the effectiveness of the various recruiting sources and concentrate
efforts on the most effective sources.

B Communicate the sexual harassment policy to all employees.

B Identify departmental quality measures to support the Division’s TQM pro-
gram.

B Handle every piece of paper only once to improve personal time management.

If appropriate, each action item should have a date for completion and indicate the
names of other individuals or resources required for completion. Planned behavior
changes should be observable. Appendix 4 presents a typical action plan form.

Action plans, as used in this context, do not require the prior approval or input
from the participant’s supervisor, although it may be helpful. Participants do not
have to have prior knowledge of the action plan requirement for the program. Fre-
quently, an introduction to and a description of the process is an integral part of
the program. Action plans should be reviewed before the end of the HR program
to check for accuracy, feasibility, and completeness. At that time, it should be
made clear to the participant that the plan will be audited or reviewed.

Measuring Results

To tabulate the results achieved from the action plans, a follow-up is conduct-
ed usually three to six months after the program is completed. This review should
reveal and document progress toward the planned objectives and is usually
accomplished through either a questionnaire or interview.

In the questionnaire approach, questionnaires are mailed to participants at the
specified follow-up time. Much like an audit, the questionnaire is composed of
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detailed questions about the action plan and should be accompanied by a cover
letter. The questionnaire should provide the participant with ample space to
describe for each action item what action was accomplished, how it was accom-
plished, who was involved, and how often the action was attempted. The results
are documented and if the items were not accomplished, participants are asked to
explain why they were not accomplished. They should be asked to list the prob-
lems or obstacles they encountered.

The interview method of follow-up begins with a letter reminding participants
about the follow-up. This letter directs attention to the action items before inter-
views take place. The participant is interviewed at his or her own convenience to
minimize distractions on the job. The interview secures the same information that
is obtained with the questionnaire. The difference is that the information is gath-
ered face-to-face or over the telephone.

Other options for collecting the information that can be just as effective are:

B Contacting only a sample of the participants for a follow-up.

W Reconvening a group of participants to complete the follow-up.

B Obtaining input from both the participant and his or her supervisor.
B Meeting with both the participant and his or her supervisor.

Advantages/Disadvantages

There are at least three disadvantages to the action plan method. Because it
relies on direct input from the participant, the information can be biased and unre-
liable. Also, there may be a problem with the type of data collected because it is
usually subjective, in the soft data category. Finally, the process can be time-con-
suming for the participant and, if the participant’s supervisor is not involved in
the process, there may be a tendency for the participant not to complete the
assignment.

The action plan approach, however, is flexible and has several inherent advan-
tages. The approach is simple, easy to administer, and participants can easily
understand the approach. Action plans are usefu! for a full range of HR programs
that collect a variety of information for measuring program results. Finally, action
plans can be used independently as the only method of evaluation or in conjunc-
tion with other evaluation methods.'"

PERFORMANCE CONTRACTING

Performance contracting is another effective follow-up method that is essen-
tially a slight variation of the action plan process. Based on the principle of mutu-
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al goal setting, it is a written agreement between an HR program participant and
the participant’s supervisor. The participant agrees to improve performance in an
area of mutual concern related to the HR program. The agreement is in the form
of a project to be completed or goal to be accomplished. The agreement spells out
what is to be accomplished, at what time, and with what results. A detailed per-
formance contract would usually contain the following items:

B subject area B activities

M objective M time

B goals B costs

M problems M benefits

B solutions B commitment

M resources

The commitment section requires both parties to sign the agreement and com-
mit themselves to making the improvements as outlined in the contract.

The Approach

Although the steps can vary according to the specific kind of contract and orga-
nization, a common sequence of events is as follows:

1. The program participant and supervisor mutually agree on a topic for
improvement.

2. A specific, measurable goal(s) is set.

3. The participant shares in the discussion of the contract and helps set the
goals of the contract.

4. The participant makes progress on the contract against a specific deadline.

. The participant reports the results of the effort to his or her supervisor.

6. The supervisor and participant document the results and forward a copy to
the HR department along with appropriate comments.

W

The individuals involved in this process mutually select the topic for improve-
ment prior to their involvement in the HR program. The topic can cover one or
more of the following areas:

B Routine performance includes specific improvements in performance
measures such as improvement in production, quality, customer satisfaction,
costs, and profits.

B Change efforts focuses on changes associated with major change programs
such as reengineering, restructuring, and total quality processes.
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H Problem solving focuses on specific problems such as an unexpected
increase in accidents, a decrease in efficiency, a loss of morale, or a service
delivery problem.

H Innovative or creative applications includes initiating changes or
improvements in work practices, methods, procedures, techniques, and
processes.

The topic selected should be stated as one or more objectives, and should state
the action to be accomplished when the contract is complete. Objectives should
be understandable (by all involved), challenging, achievable, and largely under
the control of the participant. The detailed activities needed to accomplish the
objectives should be developed using the guidelines discussed under action plans.

Measuring Progress

If the contract extends more than three months from initiation, participants can
submit progress reports outlining accomplishments thus far. Upon completion of
the contract, a summary report should be submitted to the participant’s supervi-
sor. The report outlines the initial objectives, the problems encountered and their
solutions, specific activities, costs, and benefits, as well as a detailed statement of
the results. In addition, the participant’s supervisor should review the report and
make appropriate comments noting his or her satisfaction with the progress. The
progress report should then be forwarded to the HR department to be used as
additional data for evaluating the program.

Several variations are possible on the follow-up of the performance contract.
The methods outlined with the action plan may be helpful to ensure that the par-
ticipants complete the contract and ultimately send it to the HR department.

The performance contract represents another powerful technique for obtaining
impressive results with an HR program. A major electronics company used this
technique in a program for senior managers. It set objectives with managers prior
to the program. The two-year program required the participants to produce a busi-
ness impact project that directly related to the company’s business. Some of the
projects included the design of a new lab and the development of a new distribu-
tion method for one of the company’s products.

Comparison of Approaches
While there can be many variations of follow-up for an HR program, the three

presented here are the most common: (1) follow-up interventions, (2) action plan-
ning, and (3) performance contracting. Table 6-2 shows the basic differences in
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TABLE 6-2
A COMPARISON OF FoLLOW-UP METHODS
FoLLow-uUr ACTION PERFORMANCE

FEATURES INTERVENTIONS PLANNING CONTRACTING
Topic selection Litle flexibility J

Much tlexibility v N,
Supervisor participation  Required v

Optional J v

Unnecessary
Announcement prior to  Yes N

program No J

Optional N

Techniques discussed in - Yes N v
program No

Optional v
Specific format required  Yes v v

No

Optional N,
Feedback of results Required J V) N

Optional

these methods. By combining and using variations of these methods, the HR pro-
fessional can develop a custom-designed follow-up method that is appropriate for
the organization and that also optimizes results from HR programs.

SUMMARY

This chapter presented basic information on evaluation design and ways to
implement an evaluation process in a follow-up setting. It presented common
evaluation designs that can be useful in developing a reliable and valid evaluation
scheme. The challenge for HR managers is to select an evaluation design that fits
into the practical and economic framework of the organization. Collecting par-
ticipant feedback is important. While feedback from other groups is often sub-
jective, it can provide a wealth of valuable input.

The chapter also discussed the follow-up process and presented three possible
approaches: follow-up interventions using interviews, questionnaires, surveys,
focus groups, and observations; the action planning process; and the performance
contract. Collectively, these approaches provide an array of follow-up possibili-
ties to collect data to ensure the program is on track and long-lasting. By com-
bining the information in this chapter with the data collection techniques in Chap-
ter 5, the HR professional has the tools necessary to develop a comprehensive
evaluation strategy.
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CHAPTER SEVEN

Measuring the Total
Human Resources Effort

One of the most important aspects of measuring the HR contribution is to iden-
tify appropriate measures that accurately reflect overall HR performance. This
chapter describes important measures that can be used to relate the output of the HR
function to organizational effectiveness. These measures will help management
understand and appreciate the ways in which the human side of an organization
interacts with and affects the financial side. This chapter concludes with an impor-
tant study by this author that demonstrates how to develop a Human Resources
Effectiveness Index and relate it to a company’s productivity and profitability.

MEASUREMENT ISSUES

Measurement is essential to determine success of performance. To achieve suc-
cess in organizations, employees must excel in their jobs and their energies must
be focused on the areas that will make a difference to the bottom line of the orga-
nization. Success also depends on the ability to measure performance and to use
these measurements persuasively to obtain needed resources. The following prin-
ciples of performance measurements apply:'

174
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B The effectiveness of any function can be measured by some combination of
cost, time, quantity, quality. or behavioral indices.

B A measurement system promotes productivity by focusing attention on the
most important issues. tasks, and objectives of the organization.

B The performance of white collar workers is best measured in groups.

B Managers can be measured by the effectiveness and efficiency of the units
they manage.

B The ultimate measurement is effectiveness, not efficiency.

In short, measurement is a vital part of an effective HR system that links HR
activities with organizational performance.

One problem in using measurements is the false assumption that measure-
ments, reduced to numerical values, are always accurate indicators of quantity,
quality, cost, time, or behavior. Unfortunately, few measures accurately describe
the phenomenon they measure. Financial measures, often regarded as precise and
accurate reflections of an organization’s health, may be based on measures that
are not precise and, in some cases, may be entirely misleading. For example, the
income statement for a typical business may contain entries that are sometimes
assigned values on the basis of arbitrary procedures, subjectivity, bias, or man-
agerial manipulation. Allocated cost is one such entry. The portion of indirect
costs allocated to a product, service, department, plant or function is often based
on a subjective decision by the cost accounting department.

Sources of inaccuracies from numeric measurements are plentiful, ranging
from the procedure for collecting data to errors in actual recording and interpre-
tation of measures. Oftentimes measures are developed from different recording
procedures and are subject to different interpretation. This leads to an important
question: Are inaccurate or imprecise measures better than no measures?
Although this is an important consideration, it appears that some measures are
better than no measures. Even though the measurement may not be precise, the
information and understandings that come from developing these measurements
is invaluable. It is generally better to have a rough estimate based on a good
understanding than to have a precise statistic that is conceptually flawed.

In a work environment, several variables can affect individual or group pertor-
mance, including individual drives and motives, environment, supportive rein-
forcement from management, policies and practices, and a variety of external fac-
tors. Many of these factors are not directly under the contro! of the HR department.
Human performance and organizational performance are too complex for a single
criterion or ultimate measure of output. It is more reasonable to develop several
measures that can be combined to produce a macro-level measure.
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Costs must be considered in the development of measures. For example, sup-
pose a new, inexpensive employee benefit is added to a company’s benefits pack-
age to keep it competitive and improve job satisfaction. Attitude surveys and
detailed interviews can determine the improved job satisfaction as a result of the
new benefit. However, the expense of collecting and analyzing the data may be
greater than the cost of the additional benefit. Thus the fundamental issue of eco-
nomic feasibility should always be addressed.

Overall, these measurement issues may raise questions about the appropriate-
ness of HR measures. These questions, as well as other limitations discussed in
this chapter, inhibit the development of ideal measures. Nevertheless, a group of
measures can be identified that are meaningful, useful, and understandable.

THE HR CONTRIBUTION MODEL

Figure 7-1 presents the HR contribution model that shows the relationship
between the HR function and organizational effectiveness. This model summa-
rizes the overall relationship between three major elements: human resources
management, human resources performance measures, and organizational effec-
tiveness measures. The first block in the model includes specific functions. sub-
functions, programs, and activities that account for the major thrust of human

HUMAN RESOURCES HUMAN RESOURCES ORGANIZATIONAL
MANAGEMENT PERFORMANCE EFFECTIVENESS
MEASURES MEASURES
Revenue
« Functions * HR Investment
Employees
« Programs * Absence Rate
* Policies * Turnover Rate . Assets
o Employee Costs
* Practices « Job Satistaction A

Operating Income
.

» Strategy « Organizational Commitment Employee Costs

* Activities

OTHER FACTORS

* Revenue Growth Rate

* Industry Type oo
* Economy
* Market Forces

» Strategic Choices

FIGURE 7-1. HR CONTRIBUTION MODEL.
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resources management. It also includes HRM strategies, policies, and practices
that exist in every organization and have an effect on organizational performance.

The success of HR efforts can be judged in part by the overall human resources
performance measures such as HR investment, absence rate, turnover rate, job
satisfaction, and organizational commitment. While these measures account for a
major part of the measurable contribution of HR, other HR functions such as
training, development, and compensation also affect organizational performance.

HR performance measures influence organizational effectiveness. Three mea-
sures of organizational effectiveness—revenue productivity, asset utilization, and
operating income—are recommended to establish this relationship. HR perfor-
mance measures are only one set of variables that impact organizational effec-
tiveness. Other variables, such as revenue growth rate, industry type, economy,
market forces, and strategic choices, also affect organizational effectiveness. The
remainder of this chapter focuses on the rationale for selecting and applying these
measures to a human resources effectiveness index.

HR PERFORMANCE MEASURES

There are literally dozens of ways to measure the contribution of the HR func-
tion. From a practical viewpoint, only a manageable number of measures should
be used to assess the impact of the HR function on overall organizational effec-
tiveness. To determine which measures to use, four rules should be considered:

1. Each measure should represent the impact of as many functions as possible
within the HR department. This requirement eliminates measures that may
have little impact on overall organizational effectiveness, such as employ-
ment cost per hire or the number of employee complaints.

2. Each measure should represent functions that are important across business
and industry groupings. This requirement eliminates the measurement of a
function such as safety and health. While accident frequency rates and injury
costs could be related to organizational effectiveness, the safety function has
its greatest impact in manufacturing and construction segments.

3. Each measure should represent data that is available and assessable. If mea-
sures are not readily available in a large number of organizations, compar-
isons will not be useful. This eliminates measures such as training impact or
the number of counseling sessions conducted, since many firms do not mea-
sure these items.

4. Finally, all of the measures must collectively account for the large portion of
the activities, programs, and services of the HR department. They should not
be heavily skewed toward any one area or small group of activities.
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Two factors should be considered when selecting measures to evaluate the
impact of the HR function on organizational effectiveness: cost and investment.
Actions or situations that represent significant or excessive cost can reduce the
effectiveness of an organization. For example, excessive absenteeism and turnover
create extra costs for recruitment and training. On the other hand, investments in
additional funds for programs designed to improve productivity, efticiency, and
the utilization of human resources should pay off in increased organizational effec-
tiveness. An example of this is the approval of the overall budget for the HR func-
tion that shows the level of investment in HR in the organization. These two con-
cepts, improvements in cost control and increases in HR investiment, are used to
select measures for overall HR evaluation.

HR Expenses

One of the most frustrating challenges the HR manager faces is the traditional
view of the department as an expense center. While this may have been justified
in decades past. it is no longer appropriate. A fully functioning, progressive HR
department is a contributor to organizational productivity and profitability. Both
dircctly and indirectly. the HR function enhances revenues and income. In a
sense, it is a human asset investment management function. The greater the
investment in HR, the greater the return on the investment.

Because HR department cost is relatively small when compared to other func-
tions, some HR managers are puzzled about the pressure to continuaily reduce the
cost of the function. The pertinent question therefore becomes. “What does man-
agement expect from the function?” If management believes that HR can and
should make a difference, then it should provide an appropriate budget to make the
contribution. Budget and staffing allocations will naturally follow what manage-
ment tries to achieve. Many HR departments have learned how to break out of the
expense mode and have little trouble obtaining the resources they need, when they
need them. They demonstrate their contribution by developing a quantitative mea-
surement system that proves they enhance the organization’s bottom line.

Actual HR expenses vary considerably with the organization, not only because
of its size and scope of operations, but in its overall philosophies, attitude, and
strategies of the HR effort. Because of this, it is important to examine HR costs
relative to other costs and factors. Then comparisons can be meaningful from one
organization 10 another or from one industry to another. One possibility is to mea-
sure HR costs on a per employee basis. This simply involves developing HR costs
and dividing by the number of full-time employees. Another potential measure is
HR costs as a percent of payroll costs that shows the investment in the HR depart-
ment relative to the total investment in human resources. Another potential mea-
sure, and one that is recommended, is HR costs divided by total operating expens-
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es that shows HR costs relative to all operating costs that include compensation
as well as other employee-related expenses. The SHRM/Saratoga Institute survey
reports this measure.” It is possible to develop any of the above three measures
from the SHRM/Saratoga data.

HR department expenses equal staff operating expenses including staff com-
pensation and benefits, facilities, and equipment. They include the HR subfunc-
tions of planning and research, staffing, compensation. benefits, employee and
labor relations, and training and development. Safety and security are not includ-
ed. Total operating expenses equal total costs and expenses as reported on the
firm’s income statement. Income taxes are excluded. Human resource department
expense as a percent of total operating expense runs in the 2 percent to 4 percent
range for most companies. Any number above 5 percent is most unusual. This is
a very low cost when considering the range of valuable services that a progres-
sive HR department provides.

Absence Rate

Few variables in an organization have received as much attention as absen-
teeism. Employers expect employees to be at work and when they are not, sig-
nificant costs can mount. Several HR practices and policies are aimed at reduc-
ing or controlling absenteeism, and the costs related to absenteeism have been
fully documented and calculated.

A major consequence of absenteeism is lost productivity. An employee’s
absence creates problems for the organization. Schedules have to be rearranged
and substitutes must be found or the work goes undone. In either case, organiza-
tiona! effectiveness is reduced because substituting employees, rearranging work
schedules, or missing deadlines will ultimately impact the productivity of the
organization. And when organizations hire additional employees to cover for
absenteeism, additional costs are accumulating. Even then, rearranging schedules
and substituting employees will reduce organizational effectiveness because the
skill level of the replacement employee is usually less than the job incumbent.

A few studies have investigated the impact of absenteeism on productivity. The
findings suggest a negative relationship. The most important negative conse-
quence of absenteeism is cost. A few studies suggest the magnitude of absenteeism
cost varies significantly with an organization’s policies toward absent workers.*

The absence rate is usually calculated by tabulating the days lost for the report-
ing period and dividing it by the product of the average number of employees
during the period and the days available for work (workdays). The absence rate
is usually meaningful for non-exempt employees only. Of all the variables asso-
ciated with HR performance, this one will probably receive the most attention and
can be easily discussed with management. For example, almost every manager
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will have an opinion as to what constitutes an acceptable absence rate. The neg-
ative consequences of absenteeism is enough reason to track this important vari-
able. In addition, since absenteeism is related to organizational commitment and
job satisfaction (discussed later), it is a reflection of how an organization uses its
human resources.

Turnover Rate

Employee turnover is another variable that has received much attention in
recent years. An excessive turnover rate clearly has a tremendous negative impact
on an organization’s costs, and HR programs designed to reduce turnover can
result in a tremendous bottom-line improvement.

Under normal conditions, voluntary turnover is greater than involuntary, and
voluntary is more often studied by management due to the desire to reduce or
contain it at an acceptable level. The reasons for turnover must be identified to
help prevent it in the future. Several causes of turnover can be traced to inade-
quate HR programs and policies. A recent meta-analysis of turnover studies con-
firmed some of the above findings as well as additional relationships.* Table 7-1
shows the variables that have a moderate to strong impact on turnover. all of
which have important ramifications for the HR function. Although turnover can
be viewed as having both negative and positive consequences. it is generally
viewed as negatively related to organizational effectiveness.

The impact of turnover becomes significant when its costs are calculated.
Although detailed dollar amounts are difficult to calculate, estimates, at least in
major categories, can be obtained with little difficulty. The timing of the turnover
significantly affects turnover costs. For example, if a new employee leaves after
only one week on the job, the total costs may not be excessive, depending on the
costs involved in recruiting, orientation, and the initial week of training or edu-
cation. On the other end of the spectrum, an employee who remains on the job for
over five years has probably made a contribution that offsets the cost of recruit-
ing, training, and other adjustment activities. The greatest turnover cost probably
occurs when a new employee leaves the organization soon after reaching full pro-
ductivity. This time period varies considerably among organizations and may
range from one week to two years, depending on the individual organization, spe-
cific job, and initial training.

Probably the most significant component of turnover costs are the costs con-
nected with the various phases of HR programs designed to recruit and train
replacement employees. Total administrative costs can be quite significant. They
are partially offset by the employee’s contributions on the job. although these
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TABLE 7-1

RELATIONSHIP OF TURNOVER TO SELECTED VARIABLES BASED O
RESULTS OF A META-ANALYSIS (MODERATE TO STRONG

RELATIONSHIP)

181

N THE

EXTERNAL
Employment Perceptions Positive
Unemployment Rate Negative
Union Presence Negative
WORK RELATED
Pay Negative
Performance Negative
Role Clarity Negative
Overall Satisfaction Negative
Pay Satisfaction Negative
Satisfaction With Work Itself Negative
Satisfaction with Supervision Negative
Satisfaction With Coworkers Negative
Satisfaction With Promotion Negative
Organizational Commitment Negative
PERSONAL

Age Negative
Tenure Negative
Gender Women positive
Education Positive

Number of Dependents
Behavior Intentions
Met Expectations

Negative
Positive
Negative

contributions are very difficult to quantify. In situations where new recruits pro-
duce soon after employment, this offset can be significant. These costs are usual-

ly in the range of | to 2 times annual salary.”

The most common turnover rate takes into consideration both voluntary and
involuntary turnover. It is calculated by dividing the average total of employees
by the number of employees terminated for any reason during that time period.
The turnover rate is calculated for all job levels (exempt and nonexempt) based
on the assumption that turnover is equally disruptive for higher level jobs as it is

at lower levels.
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Job Satisfaction

Probably the most important overall HR performance measure to examine,
monitor, and analyze is job satisfaction. Organizations always aim for employee
satisfaction with their pay, work, coworkers, environment, management, and pro-
motional opportunities. More than anything else, HR practices and policies deter-
mine the extent to which employees are satisfied or dissatisfied. Yet no single
function within the HR area impacts job satisfaction. It is related to virtually
every program of the HR department.

Why the concern for job satisfaction? Its popularity stems from research that
focuses on the happy/productive worker concept. For years, management
attempted to keep employees both happy and productive. Although there have
been mixed results, some research efforts link job satisfaction with productivity.®
This potential relationship led practitioners and researchers to focus on job satis-
faction as a measure of HR contribution. As job satisfaction changed over the
years, organizations adjusted HR strategies to meet the challenges of these chang-
ing attitudes. Job satisfaction has been found to be related to absenteeism,
turnover, and organizational commitment.

Job satisfaction can be measured in several ways. One of the most popular is
the Job Description Index (JDI), which describes five dimensions of job satisfac-
tion: work, supervision, pay, promotions, and coworkers.” The data are collected
by means of a questionnaire. Five sets of questions are used to collect data about
the five dimensions of job satisfaction. Means and standard deviations are avail-
able for male and female employees pooled across companies.

Organizational Commitment

Another important HR performance measure is organizational commitment.
Employers want loyal employees who are committed to the organization’s goals,
philosophies, and mission. If this is not the case, overall organizational effective-
ness is reduced.

Organizational commitment can be defined as the relative strength of an indi-
vidual's involvement in a particular organization. Conceptually, high levels of
commitment can be characterized by at least three factors: (1) a strong belief in
and acceptance of the organization’s goals and values, (2) a willingness to exert
considerable effort on behalf of the organization, and (3) a strong desire to main-
tain membership in the organization. Organizational commitment of this type rep-
resents something beyond mere passive loyalty to an organization. It involves an
active relationship with the organization that encourages individuals to give
something of themsclves in order to contribute to the organization’s well-being.
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Many HR practices and policies affect the degree to which employees are com-
mitted to the workforce. Currently a significant movement from a management-
controlled workforce to an employee-committed workplace is developing. A vari-
ety of practices are responsible for this move. Among these are:

B Job redesign with emphasis on the whole task and combining doing and
thinking.

B8 Frequent use of work teams as basic accountable units.

B Flat organizational structures, with mutual influence systems.

B Coordination and control based on shared goals, values, and traditions.

W Minimal status differentials to de-emphasize inherent hierarchy.

M@ Individual pay linked to skills and knowledge.

B Assurances that participation will not result in loss of job.

B Widespread use of employee voice mechanisms.

B Mutual cooperation in labor relations.

In almost every case, the above practices are initiated and/or coordinated by the
HR function.

The impact of organizational commitment has been noted in many research
efforts. There are at least five measurable outcomes related to organizational
commitment: job performance, absenteeism, tenure, tardiness, and turnover. The
weakest relationship is with job performance and the strongest is with turnover.®

Several measures of organization commitment are available. A popular measure
is the organizational commitment questionnaire (OCQ).? In this instrument, com-
mitment is defined as the relative strength of an individual’s identification with
and involvement in a particular organization. Data are collected on a self-admin-
istered questionnaire of 15 items. A seven-point Likert scale is used for all items.

ORGANIZATIONAL EFFECTIVENESS
MEASURES

One of the most difficult tasks in evaluating the HR function is to determine
the appropriate organizational effectiveness measures. As depicted in Figure 7-1,
organizational effectiveness measures represent output directly related to human
resources. The difficulty with these measures stems not only from the problems
surrounding a particular measure. but also from the lack of generally accepted
measures of effectiveness for organizations. Even the use of financial measures is
questionable because no real consensus on proper financial performance mea-
sures has been established. Attempts to relate the impact of the HR function to
organizational effectiveness create unique problems. Another problem surfaces
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when HR specialists attempt to conduct research on the impact of HR practices
on organizational effectiveness but are hampered by the lack of data available on
both HR practices and appropriate measures of organizational effectiveness.

Financial Performance Measures

One important financial performance measure is return on equity (ROE),
which is typically income before extraordinary expenses and discontinued oper-
ations divided by common equity. Some researchers argue that four measures of
financial performance are important in studies involving organizational effec-
tiveness: return on equity (ROE), return on total capital employed (ROCE), sales
growth rate (SGR), and earnings per share growth rate (EPSGR). Many studies
have used these measures. Two of these measures (SGR and EPSGR) tap the
firm’s growth, while the other two (ROCE and ROE) reflect the productivity of
capital employed.

Using profitability as a measure of financial performance can be criticized
because indicators can be manipulated and they do not always reflect a firm’s true
underlying value or performance. Depreciation policies, inventory procedures,
use of short-term noncapitalized leases to obtain production equipment. and win-
dow dressing techniques, such as holding borrowed money as cash until the end
of the year, are all potential problems when interpreting accounting data.

Despite its widespread use in practice. the return on investment (ROD) has been
criticized for not being an adequate reflection of the rate of return. ROl does not
properly relate a stream of profits to the investment that produced it. The earn-
ings portion of the ROI is a result of an investment decision made in the past:
however, the assets are influenced not only by past and current earnings, but they
also influence future earnings. Because ROI provides an indccurate mapping.
critics have said it is so seriously flawed it bears little, if any. resemblance to the
underlying concept of internal or economic rate of return.

Any measure of financial performance should be moderated by the variable
that produced the performance: employee costs. Measurements that relate the
cost of the investment in human resources to the return provide a better indicator
of a company’s productive use of its human resources. When relating HR prac-
tices to organizational effectiveness, the recommended financial measure is to
divide pretax earnings by employee costs.

Productivity Measures
When developing organizational effectiveness measures to fink with HR prac-

tices, it is essential to include some type of productivity measure. While produc-
tivity is an important operational performance measure. measuring of productiv-
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ity creates extraordinary problems because of the uniqueness of performance in
many organizations and the peculiarities of their measurement systems. Monitor-
ing, analyzing, and forecasting the number of employees in an organization is
important because changes in this statistic sometimes are a reflection of HR poli-
cies and overall management philosophy toward the use of human resources. Too
many organizations hamper their profitability and, in some cases, even create
their own demise by having an excessive number of employees. Often this situa-
tion is a result of company-union negotiations and HR policies that create job
security and work rule practices that hamper the organization’s ability to main-
tain a lean and productive workforce. In other cases, lack of automation, bureau-
cratic style of management, or a less than adequate work ethic lead to excessive
employee staffing. ‘

Drucker suggests that it is useful to measure overall productivity as a ratio of
the number of units of output, such as automobiles made or patient bed days uti-
lized in the hospital, divided by the number of people on the payroll.'® This is a
gross measure of productivity and measures a company’s or an industry’s com-
petitive standing. However, differences in organizational philosophy, structure,
strategies, and other unique characteristics make this measure unreliable, even
when comparing one organization with another in the same industry. What might
be more meaningful is to compare overall output in terms of sales value, income,
or assets related to the number of employees in the organization. This compari-
son provides some measure of the utilization of those employees to produce the
revenue, generate income, or utilize the assets.

Given the current concern for productivity and profitability, the relationship of
the number of employees to revenues, operating expenses, and pretax income are
vital. The HR function must help management apply employee skills to positive-
ly affect these basic financial indices. For example, the HR function should
implement more training programs to improve skills that can lead to better per-
formance which, in turn, should increase revenues and decrease expenses.

Revenue per employee is the most common measure of the gross productivity
of the organization. The use of the term “employee™ here generally means a full-
time equivalent rather than head count. Revenue is a common measure of output,
and output per employee is one of four basic labor productivity measures recom-
mended by the American Productivity Center and is also one of the measures
used by Business Week to develop its list of the most competitive companies. The
Revenue Factor, as it is sometimes called, varies widely by industry. The chief
value of this measure can be realized by comparing one organization with anoth-
er in the same position within industry. By tracking this factor through time, pro-
ductivity changes can be monitored as well as changes to an organization’s posi-
tion within the industry. The Revenue Factor is a measure of output that can be
related to HR performance measures.
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Recommended Measures
The following points should be considered when reviewing potential measures:

B Select a balance of productivity and profitability measures.

B Select measures that logically relate to the human side of the organization
by emphasizing measures that relate to the number of employees or to the
amount of employee costs.

B Select measures that relate to the output of the organizations involved.

Based on these criteria, three measures of organizational effectiveness are rec-
ommended. The first measure is productivity calculated as total revenue divided
by the total number of full-time employees. This gross measure of productivity
reflects the efforts of employees to produce sales and service income for the orga-
nization. The second measure is productivity calculated as total assets divided by
employee cost. This measure recognizes the fact that employees are charged with
the responsibility for securing and managing assets. The third, a profitability mea-
sure, uses operating income that excludes interest income and taxes. Operating
income is used because it relates closely to employee eftorts. Interest income and
taxes may represent items completely out of the control of employees. at least in
the short term. Operating income is divided by employee costs, which represents
operating profitability relative to the number of employees needed to gencrate the
profit. Together, these three measures should provide a framework for adequately
measuring the overall effectiveness of the organization and the HR function.

DEVELOPING THE HUMAN RESOURCES
EFFECTIVENESS INDEX

Chapter 2 discussed more than a dozen approaches to measurement and eval-
uation of the HR function’s effectiveness. Most of these approaches are based on
perceptions, adherence to policies, and performance measured against depart-
mental goals. Although it is important to analyze the soundness of policies, to
respond to feedback from constituencies, and to meet departmental standards,
these approaches may fall short of a comprehensive evaluation. To deal with the
new business environment, HR professionals must use objective data related to
the organization’s goals and overall effectiveness. HR departments can monitor
objective performance data, particularly since they now enjoy the benefits of
computerized data on employee performance and costs. They can use this infor-
mation in creative ways to improve management’s understanding of the impact of
the HR function and they can focus their efforts on those areas that produce the
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greatest contribution to success. One important way to accomplish this is to trans-
form objective data into standardized measures and/or indices that can be used as
management tools. The following study conducted by this author develops one
such index. Before this study, standardized measures or indices with criterion-
related validity were not available.

Objectives and Phases
The following study is based on three fundamental. interrelated objectives:

B To develop a Human Resources Effectiveness Index (HREI) composed of a
selected group of measurement formulas that reflect the extent to which an
organization effectively and efficiently uses its human resources.

B To determine the relationships between HR performance measures and mea-
sures of organizational effectiveness.

B To determine the relationships between one or more proposed indices and
measures of organizational effectiveness in order to identify an index or
group of measures that can be used to predict organizational performance.

The study to develop the HREI involved four phases of research. The first
phase was an extensive literature search. This author thoroughly reviewed and
analyzed existing literature and research efforts to take advantage of previous
attempts to measure and evaluate HR performance and link it to organizational
effectiveness.

The second phase involved selecting HR measures and organizational effec-
tiveness measures, Appropriate measures from previous efforts were reviewed
and a small group of HR practitioners provided input to help select measures of
HR performance and measures of organizational effectiveness.

Phase three involved gathering information from practitioners participating in
the Society for Human Resources Management (SHRM) Saratoga Institute Mea-
surement Project. (This project is described later.) HR managers from participat-
ing organizations were asked to provide their input on the proposed measures,
index weights, and potential uses of the index.

The fourth and final phase of research examined the validity of the index with
data from the same group of organizations. The results from this effort provided
evidence of significant correlations between HR measures (and/or index values)
and criterion measures of organizational effectiveness.
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Why an Index?

As described in Chapter 2, several studies have verified the relationship of indi-
vidual HR variables, formulas, or factors with organizational success. However,
few research attempts explored the relationship between a group of measures and
organizational effectiveness. While it is important to understand how individual
factors relate to organizational effectiveness, it is sometimes more important to
understand the total impact of several interacting factors. Certainly, HR perfor-
mance is reflected by many variables, and therefore, a statistical combination of
such variables would best indicate the underlying relationship between HR per-
formance and organizational effectiveness. An index is composed of individual
measures that, when combined, reflect the success of the overall HR function.
Weighing the different measures in an index allows for different levels of empha-
sis on each measure. Thus, an index of HR performance linked with organization-
al effectiveness should be a valuable addition to the HR field.

In addition, an index reflecting the effective use of human resources should be
an important management tool for organizations. The index has four potential
uses. First. an index would allow for comparisons with previous performance.
Organizations could monitor the index and/or individual index measures over
time, comparing current performance with last month’s, last quarter’s, or last
year’s. This comparison allows the organization to observe trends, identify prob-
lems, and take corrective action when necessary. Abrupt changes in measures
could reveal potential problem areas that need immediate action.

Second, the index can be useful in HR goal setting. Most organizations use
some type of management by objectives (MBO) process in which goals or objec-
tives are established for each function of the organization. The HR function is no
exception. Annual goals reflect the efforts of the HR staff to fully utilize human
resources. An index provides a quantitative measure and greatly simplifies this
goal-setting process. Targets can be established for the overall index as wel} as
individual index measures.

Third, if an index becomes widely used. norms could be developed to reflect
average values for each measure. This would allow an organization to compare
itself with others in the same industry. At best, only industry norms can be useful
because many of the measures vary significantly from one industry to another and
are dependent on the products manufactured or services delivered.

Fourth, the index could be used in comparisons with other specific organiza-
tions. Many organizations pride themselves on how well they stack up with cer-
tain other organizations. An index reflecting HR utilization would allow an orga-
nization to compare itself with another organization, even in a different industry.
From a practical viewpoint, this type of comparison might be meaningless. yet, it
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could be a source of motivation and pride for an organization to compare itself
with companies such as Motorola, Federal Express, or 3M.

Database

To overcome some of the above concerns and meet specitied objectives, the
study used HR performance data collected by the Saratoga Institute in its mea-
surement project with SHRM. SHRM is the HR field’s largest professional soci-
ety. The Saratoga Institute is a private consulting and service firm specializing in
HR measurement and evaluation. The SHRM/Saratoga Institute project involves
collecting standardized HR performance data that allows companies to compare
their performance with others. The project contains data on 62 factors covering
overall HR performance, compensation expenses, benefits expenses, staffing
rates and costs, absence and turnover rates, and training rates and costs.'!

Seventy-one companies from eight industries participated in the study. The
database for the sample included organizations in health care. electrical, insur-
ance, banking, chemicals, drugs, heavy manufacturing, and miscellaneous manu-
facturing. Table 7-2 shows this group represents 521.466 employees scattered
over a cross section of geographic regions. The electrical segment was combined
with the manufacturing groups in the analysis. Combining groups may limit the
comparability within the grouping, but would nevertheless provide a larger sam-
ple from which to draw conclusions. The total sample represented 59 percent of
the participants in the SHRM/Saratoga survey for that year. With few exceptions,
the organizations in the sample are classified as medium growth firms.

TABLE 7-2
STUDY SAMPLE BY INDUSTRY TYPE

TOTAL NUMBER
NUMBER OF PERCENT OF OF EMPLOYEES

COMPANIES SAMPLE IN SAMPLE

Health Care 18 25.4% 48.450
Electrical 9 12.7% 124,106
Insurance 11 15.5% 30.448
Banking 10 14.1% 35,697
Chemicals 6 8.4% 30,178
Drugs 7 9.9% 96,683
Miscellaneous Manufacturing 5 7.0% 9,210
Heavy Manufacturing 5 7.0% 146.694

Total 71 100.0% 521.466
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Theoretical Framework and Hypotheses

Figure 7-2 presents a modified version of the general HR contribution model
(Figure 7-1), that specifies variables available in this study. Job satisfaction and
organizational commitment measures were not available in the study sample.

INDUSTRY TYPE
N IONAL
HUMAN RESOURCES B oaES PAECpLI
MANAGEMENT EAGURLS MEASURES
. HR Expenses Revenue
« Functions Total Operating Expenses Employees
* Programs . Compensation Expenses Assets
. Total Operating Expenses Employee Costs
= Policies N A4 >
« Practices o . Benefit Expenses . Operating income
Total Operating Expenses Employee Costs
* Strategy
- . T&D Expenses . Operating Income
* Activities Employees Stockholders
Equiity
*» Absence Rate

* Turnover Rate

OTHER FACTORS

* Revenue Growth Rate
* Economy

* Strategic Choices

FIGURE 7-2. HR CONTRIBUTION MODEL FOR STUDY.

Three additional measures were included that represent investment data. Because
employee compensation represents a significant expense in the organization and
its proper utilization can spell success or disaster, it is included in the study.
Employee Compensation is divided by operating expenses to allow for compari-
son of one organization within an industry to another. Using the same logic,
employee benefits expense was included and is divided by the operating expense.
Finally, training and development expenses were included under the assumption
that additional investment of training and development should improve produc-
tivity and profitability of the organization. These expenses are divided by the
number of employees to allow comparisons with other firms. The success of HR
efforts is judged in part by six measures: HR expenses. compensation expenses.
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benefits expenses. training and development expenses, absence rate, and turnover
rate. They are all important outputs of human resource management in an orga-
nization and account for a major part of the measurable contribution of HR.

Four measures of organizational effectiveness were selected for the study: rev-
enue productivity, asset utilization, operating income, and operating return on
equity (ROE). The ROE measure was added because of its popularity and avail-
ability. HR performance measures are only one set of variables that impact these
measures of organizational effectiveness. Other variables such as industry type,
revenue growth rate, economy, and the strategic choices of the organization also
affect organizational effectiveness.

The literature review provided an indication of the relationships between HR per-
formance measures and organizational effectiveness measures. The impact of absen-
teeism and turnover on organizational effectiveness is well documented. However,
because of the lack of research on HR performance, empirical evidence on some of
the other relationships was not extensive. Based on what evidence is available and
on logical conclusions extracted from the literature and HR practitioners, the expect-
ed relationships between the variables are depicted in Figure 7-3.

It is important to consider the two basic approaches used in this study to relate
HR performance to organizational effectiveness: costs and investment. HR ele-

MEASURES OF
ORGANIZATIONAL EFFECTIVENESS

HR PERFORMANCE MEASURES

HR Expenses/Total Operating Expenses + 0+ +1+

Compensation Expenses/Total Operating Expenses - -1 -1-

Benefits Expenses/Total Operating Expenses - i i

Training and Development Expenses/Employees + ]+ + ]+

Absence Rate - - -f -

Turnover Rate - - - -

+ = Positive Correlation
- = Negative (inverse) Correlation

FIGURE 7-3. EXPECTED RELATIONSHIPS.
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ments that represent excessive costs (high compensation expenses, an excess
number of employees, excessive absenteeism, etc.) serve to reduce organization-
al effectiveness by increasing costs and/or decreasing output. Using the invest-
ment approach, additional funds allocated to the HR function represent an invest-
ment in human resources that pays off with increased output and/or reductions in
costs. One important assumption is that these additional funds will be used wise-
ly and efficiently. These two approaches form the basis for the specific relation-
ships outlined in the following paragraphs.

Compensation expenses increase in direct proportion to the number of employ-
ees and the level of employee costs, because employee costs are defined as total
salaries and benefits. This statement assumes that average levels of compensation
are competitive. Therefore, as the number of employees increases, compensation
costs and employee costs increase proportionately. Efforts to reduce the number
of employees will directly affect compensation and employee costs.

Benefits expenses vary directly with the number of employees and the level of
employee costs. As with compensation, this statement assumes that the benefits
package is competitive so that the principal variable in total benefits expenses
will be the number of employees. Therefore, as the number of employees increas-
es, so do employee costs and benefits expenses.

Increases in the investment in human resources through additional HR staff
and programs will result in a corresponding increase in output (production, ser-
vices delivered, sales. profits. etc.). This relationship assumes that the staft is
used efficiently and that programs are effective. Also, an increased HR invest-
ment will result in a reduction in employee costs through cost savings, more effi-
ciency, improved productivity, etc.

Increases in training and development expenses will have a corresponding
increase in the output of employees through increased sales, production, profits,
etc., as well as a corresponding reduction in total employee costs through
improved employee utilization, increased efficiencies, and additional cost sav-
ings. This relationship assumes that training programs meet legitimate needs and
are implemented properly.

Increases in the absence rate will decrease output in terms of sales, production,
and profitability. Also, increases in this rate will increase employee costs through
inefficiencies, delays. and excessive staffing required to confront absenteeism. As
with absenteeism, increases in the turnover rate will decrease output in terms of
sales, production, and profitability, while increasing employee costs.

Constructing and Weighting the Index

The HR measures used for the index were developed from the literature and
with input from a small pilot group of HR practitioners. The rationale for select-
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ing these measures and their importance was discussed earlier in this chapter. The
index represents the combinations of all six measures: HR expenses. compensa-
tion expenses. benefits expenses, training and development expenses, absence
rate, and turnover rate. Each measure was divided by the standard deviation of its
industry segment to yield standardized values. Also, each measure was weighted
based on the relative importance of the measure as determined by the pilot group.
Their recommended weights were rounded and were included on the question-
naire to sample participants. These weights changed in the final analysis based on
the input from the study sample.

Questionnaire Results: A Reaction to the Index

The results from the questionnaire administered to participating organizations
showed signs of endorsement of the concept of an index. After follow-up
requests, 39 organizations returned questionnaires, representing 55 percent of the
71 organizations mailed questionnaires, a response rate higher than most mailed
surveys. The respondents represented all industry segments contained in the sam-
ple. Because little variation is apparent in responses from one segment to anoth-
er and because of the small number of responses in some segments, the results are
presented as a total group.

The potential use of the index scored high marks. Table 7-3 shows the average
value of responses to four potential uses. The respondents to the questionnaire
indicated that the greatest potential use of the index is to compare HR perfor-

TABLE 7-3
UTILIZATION OF THE INDEX

POTENTIAL USE OF THE INDEX AVERAGE VALUE

1. Compare present with past human 452
resources performance within the
organization.

2. Compare your human resources 4.76
performance with industry norms.

3. Compare your human resources 4.00

performance with that of other
specific organizations.

4. Establish goals and objectives for your 4
human resources performance.

Nate. Scale: 5 = Very likelv. 4 = More likely than not. 3 = Newtral
2 = Less likely than not. 1 = Vervamlikely

[}
s




194 HUMAN RESOURCE CONTRIBUTION

mance with industry norms. This is surprising because industry norms are not
established at this point. Not surprisingly, the second most likely potential use is
to compare present with past HR performance. The next likely use is to establish
goals and objectives for HR performance, while the least likely use is to compare
HR performance with that of other specific organizations. No other potential uses
of the index were suggested.

Managerial perceptions of the index were positive. Table 7-4 shows the respon-
dents gave the highest favorable responses to top management’s ability to under-

TABLE 7-4
MANAGERIAL PERCEPTIONS OF THE INDEX

TOP MANAGEMENT PERCEPTION AVERAGE VALUE

|. Top management in my organization recognizes
the need for this index.
2. Top management would understand this index.
3. Top management will use this index in
judging human resources performance. 3.57
4. Top management will view this index as the
primary measure of human resources
performance. 2.86

W W
W
— 00

Note. Scale: 5 = Strongly agree, 4 = Agree, 3 = Neutral
2 = Disagree. and | = Strongly disagree

stand the index and the lowest marks to the possibility that top management
would view the index as a primary measure of HR performance. The word “pri-
mary” was a concern to several respondents who conceded that it would be
viewed as an important measure but not necessarily the primary one. There was
moderate agreement on the statement that management would use the index to
judge HR performance. Finally, management’s recognition for the need of the
index received slightly favorable results.

The appropriateness of each measure in the index received favorable respons-
es. HR expenses and benefits expenses obtained the highest ratings, followed
closely by compensation expenses and training and development expenses.
Absence rate and turnover rate achieved the lowest ratings. While absenteeism
and turnover are easily measured, comments from respondents indicated some
concern about their relationship to organizational effectiveness. The respondents
also indicated that HR expenses and training and development expenses were
expected to become more important as a measure in the future. Because data on
training and development expenses was lacking, it appears that many organiza-
tions do not keep track of their training and development costs.
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The usefulness of each HR measure also received favorable responses. HR
expenses, compensation expenses, and benefits expenses received the highest rat-
ings, while training and development expenses, absence rate, and turnover rate
received lower responses. The reaction to the measures was considered suffi-
ciently favorable to use them in the analysis. The appropriateness and usefulness
of the index i1s summarized in Table 7-5.

TABLE 7-5
APPROPRIATENESS AND USEFULNESS OF EACH MEASURE IN THE INDEX

APPROPRIATENESS

MEASURE AVERAGE VALUE USEFULNESS
1. HR Expenses 4.19 4.24
2. Compensation Expenses 4.14 4.28
3. Benefits Expenses 4.19 4.33
4. Training and Development Expenses 3.95 3.67
5. Absence Rate 3.81 3.81
6. Turnover Rate 3.7t 3.95

Note. Scale for Appropriateness: 5 = Definitely appropriate, 4 = More appropriate than inappropri-
ate, 3 = Neutral, 2 = More inappropriate than appropriate, and | = Definitely inappropriate.

The respondents provided recommendations for changing the weighting of the
HR measures. Table 7-6 shows the adjusted weights. These adjustments bring the
recommended weighting closer to equal values than those presented in the ques-
tionnaire. The recommended weights were used in index calculations.

Participants were asked whether other measures should be used in the index.
In only two isolated cases were other measures suggested, and they involved
employment and recruiting. This appears to confirm that the selected measures
are appropriate, useful. and comprehensive for measuring total HR performance.

Finally, respondents were asked to provide a ranking of the proposed organi-
zational effectiveness measures. Table 7-7 shows, operating income divided by
employee cost received the highest ranking, followed closely by revenue divided
by the number of employees. Assets divided by total employee cost and operat-
ing income divided by stockholder’s equity received the lowest rankings. Only
two other alternative measures were recommended, suggesting that there is some
agreement that the selected measures are appropriate to gauge organizational
effectiveness.
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TABLE 7-6
WEIGHTING OF MEASURES AND ADJUSTMENTS

AVERAGE
INITIAL RESPONDENT RECOMMENDED
ASSIGNED WEIGHT FROM WEIGHTS FROM
MEASURE WEIGHT PILOT GROUP  STUDY SAMPLE
HR Expenses 16.67 15.7 18.7
Compensation Expenses 16.67 17.6 19.0
Benefit Expenses 16.67 13.9 16.7
Training and Development
Expenses 16.67 12.4 12.6
Absence Rate 16.67 20.1 16.3
Turnover Rate 16.67 20.3 16.7
Total 100.02 100.0 100.0
TABLE 7-7

RANKING OF ORGANIZATIONAL EFFECTIVENESS MEASURES

AVERAGE
MEASURE VALUE RANK
I. Revenue Divided by Number of Employees 2.28 2
2. Assets Divided by Total Employee Costs 2.91 3
3. Operating Income Divided by Employee Costs 1.67 i
4. Operating Income Divided by Stockholder’s Equity 3.05 4

Naote. Scale: 1 = Most valid., . . .. 4 = Least valid. No ties allowed.

Relationship Between Human Resource Performance and Organizational Effectiveness

Table 7-8 shows significant correlations exist between the measures of human
resource performance and measures of organizational effectiveness. The data in
this table are for the all industry group. Specific detail on correlations of other
segments in this study can be obtained directly from the author. Revenue divided
by the number of cmployees correlates with the investment in human resources
as measured by the total HR investment divided by operating expenses
(HRMEX). Also. revenue has a significant, negative correlation with compensa-
tion expenses (COMPEX) and benefits expenses (BENEX). There is a signifi-
cant, positive correlation between revenue and training and development expens-
es (T&DEX), and a significant negative correlation between turnover and
revenue. No significant correlations were developed with assets divided by
employee cost with any of the HR performance measures. This is apparently the
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TABLE 7-8
SUMMARY OF SIGNIFICANT CORRELATIONS BY INDUSTRY SEGMENTS
MEASURES OF ORGANIZATIONAL EFFECTIVENESS

REVENUE ASSETS INCOME O.R.O.E.
HRMEX Electrical, Electrical. Electrical. Insurance. Banking.
All Data Manufacturing Combined  Health Care. Banking. and
Manutacturing Combined. Insurance,
Bunking and Insurance. All Data
All Data
COMPEX Health Care. Banking, Health Care Electrical
Banking and Insurance. Heavy Manufacturing,
Al Duta All Data
BENEX Electricat. Electrical.
Banking. Manufacturing Combined.
Al Data All Data
T&DEX Insurance Bunking
Banking and
Insurance,
All Data
Absence Eleetrical Electrical, All Data

Health Care (Positive),
Maanutacturing Combined,

All Data
Tumover  Electrical. Electrical, All Data
All Data All Data

Note. P<.01. one tailed.

result of missing data for that category. Income divided by employee cost corre-
lates significantly with HRMEX, COMPEX, BENEX. absence, and turnover. The
operating return on equity correlates significantly with HRMEX, T&DEX,
absence, and turnover with the expected sign on the relationship.

In this group of all industry data, all of the correlations were in the expected
direction. Table 7-9 shows a summary of significant correlations by industry seg-
ments. Significant correlations were developed in every segment. As the table
shows, the two organizational effectiveness measures with the most significant
correlations are revenue divided by the number of employees and income divid-
ed by employee cost. Also, the HR performance measures showing the most cor-
relations are HRMEX, COMPEX. and BENEX.

Overall. these correlations show some support for the expected relationships
outlined for this study. The strongest evidence suggests that an investment in
human resource expense increases organizational effectiveness and that decreas-
es in compensation expense and benefit expense correlates with increases in orga-
nizational effectiveness. Little correlation exists in the study between training and
development expenses and measures of organizational effectiveness. This is pri-
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TABLE 7-9
CORRELATIONS BETWEEN VARIABLES WITH NUMBER OF CASES IDENTIFIED—
ALL INDUSTRY DATA

REVENUE ASSETS INCOME O.R.O.E. HRMEX COMPEX BENEX T&DEX ABSENCE TURNOVER

Revenue  1.000 30 68 19 68 7 71 23 48 S8
Assets 457 1.000 29 19 29 30 30 13 22 22
Income 629* .384 1000 19 67 70 70 23 47 S4
OR.OE. .545* 200 .654* 1.000 18 19 19 10 14 13
HRMEX  374* 202 .656* T4+ 1.000 68 68 20 45 53
COMPEX -619* -359 -714% ~259  —-422* 1.000 71 23 48 55
BENEX -527* -390 589 228  -.433* ~757* 1000 2 48 RN
T&DEX  .564* 006 465 RIDL S69* -.323 -435  LOO0 19 22
Absence  -217  ~102  -367* -750* -333 232 160 -.391 1.000 43
Turnover —489* -078 -635* -713* -376* 505 A7 - 543% .390% 1.000

Note. Number of cases shovwen upper; right area of table.
*n< 01, one wiled.

marily due to the lack of data in this particular variable. And, finally, there is
some relationship between absence and turnover and organizational effective-
ness, although this relationship did not appear as strong as others. However, many
other studies have supported the assumption of a negative relationship between
absence and turnover and various measures of organizational effectiveness. Sig-
nificant correlations were developed at the .01 level of significance. A .05 level
of significance would have generated additional correlations, but a more conser-
vative approach was used.

Index Values

The data for the six independent variables were standardized by industry seg-
ment and weighted based on the weighting scheme recommended by survey par-
ticipants. The data were transformed to all positive values, because four of the six
variables were expected to have a negative relationship with organizational effec-
tiveness. Also, the data values were added to develop the index.

One problem with this analysis is that index values were only calculated when
data values were present for all six independent variables. Doing this produced a
total of 16 cases for all of the data. Because of this situation, the initial analysis
was inconclusive. The variable with the most missing data, T&DEX, was
dropped as an index component in an effort to increase the number of complete
data sets. (T&DEX is the variable receiving the lowest weight from the survey
participants.) Weights were adjusted to fit the five variables and a new index was
developed. Correlation coefficients were computed between index values and
measures of organizational effectiveness. Table 7-10 shows the results. In the all
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TABLE 7-10
CORRELATIONS WITH INDEX VALUES

INDEX VALUES FOR: REVENUE ASSETS INCOME R.O.S. O.R.O.E.
All Industry Data 633* (41) 523 119) 873%(40)  418* (40)  .663%(12)
Heaith Care A97 (1 - J95F (1) =133 (10) —
Chemicals and Drugs 9404 — 9867 (4) 925 (4) —
Banking and Insurance B68* (12) 675 (1) K545 11y 564 (1D 3i2¢(6)
Combined Manufacturing 444 (15) 030 (1) 9124 (15) 568 (15) 947 (1)

Note. Number of cases shown in purentheses.
. <01, one 1ailed

industry data group, significant correlations appear between index values and
revenue, income, and OROE. An additional organizational effectiveness measure
was used in the correlation analysis with index values. This measure, return on
sales (ROS), is income divided by the revenue. As expected, this measure has a
significant, positive correlation with the index value.

The only individual segment with a significant correlation was the health care
segment where income has a significant, positive correlation with the index. In
the combined chemicals and drugs segment and the combined manufacturing seg-
ment, income had a significant, positive correlation with the index value. Also, in
the banking and insurance combined segment, a significant, positive correlation
existed between the index value and both revenue and income. Although these
results are encouraging, the conclusions were somewhat hampered by the small
sample size and missing data items.

Results Compared to Framework

Figures 7-1 and 7-2 presented the HR contribution mode! for the proposed rela-
tionship between HRM practices, HR performance, and organizational effective-
ness. Overall, there appears to be general support for the model based on the lim-
ited amount of data used in this study. By design, this study did not examine the
impact of other factors such as strategy, growth, or the economy. However,
because most of the participants involved in this study were classified as medium
growth, the growth variable should not significantly alter the results. Also,
because all of the data were collected in the same time frame under generally
good economic conditions, it appears that the impact of the economy variable is
minimized. The greatest concern, not accounted for, is the relationship between
the strategic alternatives selected by the firms and measures of organizational
effectiveness. This examination is left to other research efforts.
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Conclusions

Four major conclusions can be drawn from this study. First, the concept of a
human resources effectiveness index and the variables contained in this study
received favorable reaction from HR executives. Second, significant correlations
emerged between HR performance and organizational effectiveness. The
strongest relationships were found to exist between organizational effectiveness
and HRM expenses, compensation expenses, and benefits expenses. Third, this is
the first major study to show empirical support for the relationship between the
investment in the HR function and organizational effectiveness. Fourth, support
exists for a relationship between index values, which represent the combination
of the HR performance measures, and organizational effectiveness.

Overall, these four conclusions make this study important to the field of human
resources management and should result in important implications for practition-
ers and researchers.

Implications for HR Managers and Specialists

HR managers have always been eager to learn more about the relationship
between HR performance and organizational effectiveness. The notion of an
index composed of HR measures is an attractive concept. The study identified
five measures that, when combined, have a significant correlation with measures
of organizational effectiveness. While organizations should, and do, focus their
attention on these measures, future research should identify other variables to be
included in the index. For maximum effectiveness, the concept of an index should
be communicated to potential users to stimulate interest, adoption, and use.

HR managers should feel some comfort with the conclusions regarding the
relationship between variables. The conclusions confirmed many of the expecta-
tions derived from the literature and identified important HR variables that affect
organizational performance. For years, HR managers have said that larger invest-
ments in HR departments should result in improved organizational performance.
And recently, because of the problems of over-staffing and rising compensation
costs, executives have suggested that a lean organization is one that trims its pay-
roll costs. The same logic has been applied to benefits. As organizations try to
reduce benefits expenses to get the most out of their benefit dollar, bottom-line
results should improve. This study supports these relationships.

Overall, HR managers should find this study useful and encouraging as they
try to gain a better understanding of the complex relationship between what they
do and the output of the organization.
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CHAPTER EIGHT

Measuring Specific
Human Resources
Functions

The previous chapter covered specific measures for the overall human
resources function. While important to the HR contribution, these measures
should be supplemented with specific measures related to the success of a pro-
gram or function within the human resources department. Together, overall and
specific measures provide a comprehensive measurement and evaluation system.

Fortunately, dozens of measures are available to cover every type of function
and program within the human resources department. Because of the wide range
of possibilities, selecting appropriate measures is sometimes difficult. The HR
staff should select measures that reflect their concerns and needs based on the
availability of data or the ease of collecting new data. More importantly, the
objectives of the particular program should be reviewed to ensure that measures
are selected that reflect or support those objectives, either directly or indirectly.

This chapter presents measures in the five general categories described earlier:
productivity, quality. costs, time, and soft data. This distinction encourages the
HR staft to focus on potential measures in each of these categories. In some
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cases, measures in one category may overlap with measures of another category.
Quality measures, for example, measures are often contained in soft data items.

No attempt is made to make a judgment on which measures are best. That deci-
ston will depend on the needs and values of the HR staff. Unfortunately, standard
measures do not exist, although some are more common than others. Because
there are no standard measures. the HR professional should exercise caution
when comparing measures. As an example, the measure of cost per hire, as
defined in this chapter, uses all recruiting and employment costs. Cost per hire
measures from other reports may use different costs in the total cost figure.
Therefore, it is important to fully understand what goes into the measure being
considered for comparison.

Some measures focus on both process and performance. This is particularly
true for measures in the time and cost categories. The process measures focus on
the efficiency—faster with lower costs. Performance measures focus on improv-
ing program or function output.

The discussion that follows briefly describes each major function in HR. No
attempt is made to detail all of the specific duties and functions of each depart-
ment. Many other references are available that provide complete information on
each area.

RECRUITMENT AND SELECTION

Recruiting

The recruiting function, the beginning of the HR process, represents one of the
important elements of a successful human resources effort. Effective recruiting
practices can have a significant positive impact on the organization; whereas,
poorly designed and executed recruiting strategies will have both short-term and
long-term negative impacts. Recruiting involves all of the various activities
aimed at attracting candidates to the organization such as recruitment planning,
internal recruitment sources, external recruitment sources, special inducements,
and special recruiting projects.

Two important issues involved in recruiting are the cost of the various recruit-
ing sources and the relative effectiveness of the sources in terms of attracting top
quality candidates in appropriate numbers. The quality of the individuals recruit-
ed is a difficult issue to measure and is usually based on long-term measures that
are sometimes unreliable. Consequently, the measurement focus is on cost and
productivity in the short term and quality in the long term.
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Measures of productivity focus on the number of applicants generated by a
specific recruitment source. The measure can be in absolute terms or expressed
as a productivity ratio. Specific measures include:

B applications per recruiting source

B applicants interviewed per recruiting source
B applicants selected per recruiting source

Bl applicants selected per recruiter

Quality recruiting focuses on the performance and tenure of the individuals
recruited through a particular source. For example, a recruiting source that gener-
ates new employees with longer tenure than employees recruited from another
recruiting source may be considered to be more effective. Also, if the employees
recruited through one source are higher performers when compared to employees
recruited from another source, the first source is considered more effective. There-
fore, quality of recruiting will focus on employee performance and tenure related
to a recruiting source. Because of the complexity of this issue, measures should be
taken on a sampling basis to evaluate a recruiting source or else all recruiting
sources should be reviewed at the same time. Specific measures include:

B employee performance ratings by recruiting source

B early turnover (first six months) by recruiting source

B tenure by recruiting source

B applications per candidates hired for a recruiting source

Costs are an important concern in the recruiting process because the number
of recruiting channels increases along with the cost per channel. Fortunately. the
cost of recruiting candidates from one source to another is easy to compare. The
specific measure is cost per applicant per recruiting source. The costs include all
cost items involved with recruiting and processing needed to move the applicant
to the point of job application. These include cost of advertising, agency and
search firm fees, employees referral bonuses. applicant and staff travel, and
recruiter pay and benefits.

Time is important in many recruiting situations, particularly for critically
needed occupations or when recruiting in tight labor markets. The response time
for recruiting is an important measure because some recruiting sources have
quick responses while others take much longer. Also, it is important to compare
response times from one time period to another to determine whether recruiting
efficiency has improved and whether the specific measure being used is response
time per recruiting source., Response time is measured from the time that the
recruiting action is initiated until the individual applies for employment.
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Soft data is used to measure candidate satisfaction with the recruiting process.
Candidates are often attracted to an organization because of information obtained
from recruiting materials. Specific measures include:

B satisfaction with a specific recruiting source

B the reasons for applying to the organization

W the quality of the service delivered by the HR statt involved in the recruit-
ing process

B satistaction of internal clients who requested the new recruits

These measures are usually obtained from a multiple item attitude survey. In
addition to these measures, soft data items may include information on areas such
as recruiting candidates with special skills, meeting affirmative action require-
ments, or building a diverse workforce. No specific measures are recommended
for these items except the number of candidates recruited with special skills or
backgrounds.

Selection

Closely related to recruiting, the selection process involves processing appli-
cants to the point where a selection decision is made and the applicant is
employed. While an effective recruiting process will bring an adequate supply of
top quality prospects, an effective selection system will select the best candidates
from a pool of applicants. The selection process involves a systematic chain of
events and activities that leads to a selection decision. Selection involves screen-
ing methods, tests, interviews, simulations. job previews, decision making, and
employment processing.

As with recruiting, the primary focus of selection is on efficiency and cost.
Quality of the selection process is difficult to determine in the short term, but it
can influence long-term performance and tenure. The speed with which appli-
cants proceed through the selection process and the cost of the steps are two
important efficiency variables.

The productivity of the selection process focuses on the number of applicants
who are selected and employed from the process. The specitic measure is the num-
ber of candidates moved through the process in a given time frame such as a day.
week, or month. This number reflects the volume of the employment process.

Quality of the selection process is reflected in the number of candidates who
successfully make it through the process, the performance of the new employee
on the job, the length of time the selected employee remains with the organiza-
tion, and the degree to which the process is nondiscriminatory in the selection



206 HUMAN RESOURCE CONTRIBUTION

decision. The measures can be based on the total employment process or a par-
ticular selection method. Specific measures include:

B The ratio of the candidates hired divided by the number of applicants
through the process (selection ratio)

B The performance of new employees after a specific time period as compared
to the expected performance or to the performance of a comparison group.
(Performance is measured by performance ratings or objective measures of
performance such as sales or production.)

B Voluntary terminations divided by total employees. (This early turnover is a
measure of the number of employees leaving in the first six months of
employment.)

B Selection ratio of a minority group divided by the selection ratio of a major-
ity group. (This is adverse impact of a selection process.)

B The degree to which the selection process accurately predicts future perfor-
mance.

The last measure is derived in the validation process and is measured by a cor-
relation coefficient that expresses a mathematical relationship between the per-
formance on the selection device and later on-the-job performance. The higher
the correlation coefficient, the greater the match between the two processes. Ide-
ally, a correlation coefficient should be statistically significant at the appropriate
confidence level. For more information on this approach see other references.'

Costs are easily tabulated and represent an important way to compare the effi-
ciency of the various components of selection. The specific measures include:

B The employment costs per new employee hired. (This is a common cost per
hire measure.)

B The cost per hire for a particular selection process such as the assessment
center or a specific step such as interviewing.

B The cost per hire grouped by different employee classifications such as
exempt and nonexempt, professional and nonprofessional, managerial and
nonmanagerial, etc.

The total costs includes recruiting costs, the salaries and benefits of the
employment staff, applicant and staff travel, relocation, and all the direct expens-
es connected with administering the employment function.

The time to process applicants through the system is an important measure to
monitor. Clients served by the employment process usually want applicants
recruited and selected as quickly as possible. Often the ability to respond rapidly
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and process applicants efficiently makes the difference in success for work units
and departments. Specific measures include:

Bl Time in calendar days to recruit, process, and select applicants and have an
offer accepted. This is the time to fill a job and represents the time interval
from the date of receiving the approval to recruit to the date the applicant
accepts the offer.

B Time in calendar days to recruit, process, and select applicants and have
them at work. This interval represents the time from the date of receiving the
approval to recruit to the date the new employee is on the job.

B The time in calendar days necessary to process an applicant from the prelim-
inary screening interview, the first step in the process, until the employment
decision is made. This is a basic measure of employment processing efficien-
cy and usually includes factors under the control of the HR department.

Several soft data measures are possible:

M The candidates’ reaction to, and satisfaction with, the employment
H Suggestions for improving the process

H The quality of service of the HR employment staff

B Satisfaction from clients, who requested the new employee.

In addition to the above measures, it may be appropriate in certain circum-
stances to measure success in areas such as selecting candidates with special
skills, meeting affirmative action requirements, or building a diverse workforce.
No specific soft measures are recommended for these items except the number of
candidates recruited with special skills or background requirements.

Orientation

The orientation process may have other labels such as indoctrination or social-
ization, and inciudes all activities necessary to bring the new employee into the
job and prepare him or her for the initial job assignment. Orientation activities
span a period ranging from one day to one month depending on the nature of the
Jjob and the organization’s emphasis on orientation. The effectiveness of orienta-
tion can be measured by the new employee’s adaptation to the job, which should
increase productivity and efficiency.

Productivity measures of orientation focus on the productivity of the new
employee on the job and use measures specific to the job such as units produced,
items shipped, or products sold. An effective orientation process should improve
productivity, and measures can be taken at predetermined time intervals and com-
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pared to expected performance. Productivity measurements can also be used to
compare a new and improved orientation process to the previous orientation
process. Finally, productivity measurements taken in the early stages of employ-
ment can be used to measure the effect of orientation as compared to the orienta-
tion programs of other divisions or even other organizations.

Orientation quality measures focus on the quality of the work performed by
those who participate in the orientation process. Quality measures such as late
shipments, error rates, scrap, rejects, and mistakes are typical measures of quali-
ty. These measures can be used for comparisons in the same ways as productivi-
ty measures. For example, the levels of quality before and after the implementa-
tion of a revised orientation program show the impact of the program.

Cost is an important factor and represents all of the costs of planning, orga-
nizing, and conducting the orientation process. Salaries and benefits of new
employees should be included to provide an accurate assessment of the total
costs. The specific measure is the cost per new employee participating in ori-
entation.

Time is another important consideration in the measurement of orientation
effectiveness. A process measure includes the length of time necessary for an
employee to complete the orientation process. A performance measure is the time
necessary for the employee to reach a certain minimum level of performance or
competency. This variable is difficult to pinpoint and is specific to the job and
organization. Because of the low costs of orientation, it is unusual to track this
variable unless a major expenditure has been made to revise the orientation pro-
gram. In this case, a pilot test should be used to determine the length of time nec-
essary for an employee to meet a certain level of performance as compared to pre-
vious levels.

An important soft data measure involves reactions to the orientation program.
Often the program focuses on building enthusiasm and shaping the attitudes of
employees. During orientation, employee motivation may be at its highest peak.
and therefore, it is important to capture that enthusiasm quickly and turn it into
positive energy. Therefore, the orientation program should be realistic, efficient.
and positive. Soft data measures include:

B The new employcee’s reaction to the program and the uscfulness of the
material

B The new employee’s supervisor’s satisfaction with the outcome of the ori-
entation process

B The new employee’s image of the organization. (Possibly before and atter
measurcs would be an appropriate comparison.)
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HUMAN RESOURCES DEVELOPMENT
Training

Training is an important HR function that can contribute directly to an organiza-
tion’s productivity and profitability. The scope of training programs vary and include
technical, operator, customer service, sales, supervisor and management training.
The training staff is involved in needs assessment, program design, program devel-
opment., program acquisition, program delivery, and program evaluation.

With training budgets growing, companies expect programs to show results.
Training programs are now measured at five levels.> The first level is the partic-
ipant’s reaction, which is taken during or at the end of training. The second level
measures learning and determines the skills and knowledge gained during the
program. The third level measures the extent to which employees apply what they
have learned to the work setting. This measure is usually behavior oriented. The
fourth level measures the actual business results obtained from the program such
as improved productivity and quality. The fifth level, return on investment, com-
pares the monetary value of the benefits to the cost of the program. Figure 8-1

Chain of Vaiue of Ability to Frequency Difficulty of
Impact Information Show of Use Assessment
Results
Reaction Lowest Lowest Frequent Easy
A A
v
Learning

v

Job Applications

A 4

Results
l v v
ROI Highest Highest Infrequent Difficult

FIGURE 8-1. EVALUATION LEVELS
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shows this framework for measurements. The focus here is on measures at levels
3, 4, and 5, which relate to productivity, quality, cost, time, and soft data.

One of the difficulties in measuring training program results is the absence of
standardized techniques. Another problem is that while measurements musr be
specific to the individual program they often involve the performance of employ-
ees at the work site using records maintained at other locations. For example, a
training program designed to teach effective sales techniques may result in
increased sales at the job. Therefore, the most important and useful training mea-
sures are contained in the departments where the participants actually work.*

Productivity performance measures are related directly to participant output in
work units including total units produced (or services provided), units produced
per time period, and units produced per employee. In this situation, the training
program teaches employees to improve productivity, and a wide range of appro-
priate measurements are available. Process measures include the total number of
employees trained. the percentage of employees receiving a particular type of
training, and the total hours of training per employee.

In terms of quality, the training program teaches participants to improve qual-
ity in the work unit, and improvement is measured by a variety of quality mea-
sures, including reject rate, scrap rate, rework, error rates, defects, and downtime.

Cost measures are in two categories. As a performance measure, cost reduc-
tions are often achieved when training program participants develop more effi-
cient methods and apply cost control techniques learned in the program. Actual
costs saved is a measure of training program output. A process measure is the cost
of training. In this situation, all costs related to initiating, developing, delivering,
and evaluating training are included. The cost components include salaries and
benefits of participants, travel, facilities, supplies, materials, and other related
items. Specific measures include:

B Training cost per participant per program
H Annual training cost per employee

For more information on training costs, see other references.*

Time measures include both performance and process measures. Some train-
ing programs bring about improvements in time, and thus, time is a performance
measure. For example, a program may enable employees to work more efficient-
ly and thus reduce their own time necessary to complete a job or project. Collec-
tively, participants then have additional time to be more productive, work less
overtime, or work on other projects. Sometimes training program participants
develop ways to save time, avoid penalties for being late, or receive discounts for
being ahead of schedule. The performance measure of time savings for most pro-
grams will be the actual hours saved per participant and can easily be converted
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to monetary values.

A process measure is the ime needed for training. For example, a training pro-
gram may be redesigned and the time needed to train an employee is reduced,
resulting in a significant savings of participant time.

All training programs should attempt to measure soft data. Participants are
usually asked for their input and their reactions to the effectiveness of program
content, facilitator, audio visual materials, handout materials, class activities,
exercises, cases, learning environment, and training support services. Measure-
ments are often taken on the job through one or more types of follow-up instru-
ments to determine the extent to which training participants use the new skills
they learned. Typical measures include skill application, skill frequency, and the
level of success obtained with each skill. Training measures often include a vari-
ety of soft data items.

Career Development

Many organizations are interested in the careers of their employees and want
to match employee interests with present and future needs of the organization.
Career development programs enhance this matchmaking process and enable
employees to remain with an organization for an extended period of time. Con-
sequently, several payofts of career development programs include increasing
employee satisfaction, reducing turnover, meeting staffing needs in the future,
and developing needed critical employee skills. Unfortunately, it is difficult to
establish a direct connection between career development programs and these
payoffs. They have long-term consequences and their impact is difficult to mea-
sure. The short-term focus is on process measures such as the number of partici-
pants in the program. This focus is acceptable because in many cases, participa-
tion in a career development etfort is on a volunteer basis, and the extent to which
individuals are involved is a measure of the attractiveness and usefulness of the
program as perceived by the target group.

Measures of productivity include the number of participants in the programs
or the percentage of employees involved in career development activities. Also.
for programs aimed at preparing individuals for specific jobs, the number of indi-
viduals determined to be qualified for those jobs in a given time frame is a mea-
sure of productivity of the career development effort.

Measures of quality focus on the relative success of the program in terms of
participants completing the program, the level of preparedness, and the match of
needs of the organization with the availability of candidates for the program. Ulti-
mately, the quality of the career development program should be measured in
terms of reduced turnover and enhanced performance resulting from improved
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job satisfaction or skills acquisitions. This connection is difficult to obtain, how-
ever, and therefore is not very reliable.

Career development cost measures focus on the actual cost of conducting the
programs. As with other programs, all of the related costs that can be isolated
should be included in the total. Specific measures include cost per participant and
annual cost per employee.

Time measures of career development focus on the average length of time par-
ticipants are involved with the program. Also, it may be important to measure the
average time to complete the program when this measure is under the control of
the participant, program developers, and/or administrators.

Soft data measures are important in career development. In these situations it
is helpful to measure:

B participant’s reaction to the program and the degree of satisfaction

BB participant’s perceived value of the program

B employee’s perceived value of the program (all employees, including non-
participants)

B client satisfaction with the program

B participant job satisfaction of participants

Career development programs also generate related skills. For example. a
career development program may develop job seeking and interviewing skills.

Organizational Change and Development

Few functions within HR have grown in importance and significance as much
as organization development (OD) and change. Although they may not use the
actual term OD, many organizations engage in OD activities such as transforming,
rebuilding, revitalizing, restructuring, or reengineering to improve productivity,
quality and customer service, or increase growth, stop decline, or control cost.

A return on investment in organization development programs is not usually
generated for years, sometimes as long as three to ten years. For example, at Lit-
ton Industries, an OD program evolved, developed. and was implemented over a
ten-year time frame and resulted in a return on investment of 650 percent.’
Because the output of an OD effort will be long-term and in part subjective, it is
difficult to relate it directly to the OD effort. In the short term, the focus is on effi-
ciencies: managing the process to deliver programs with the least cost and great-
est efficiency. Also, customer or client satisfaction is critical in the early stages of
the process in order for everyone involved in the process to see the need for it,
understand its purpose, and support it fully.
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Organization development efforts produce all types of improvement variables
for productivity. Typical measures include items produced per time or per
employee. absolute volume (or services provided) such as sales, units produced,
and units serviced and delivered. These measures are obtained in a follow-up
process that monitors the variables after the program has been implemented. A
key step in measuring the improvement is to isolate the effect of the program
from other variables that could influence the results. Additional strategies for
accomplishing this step are presented in another chapter.

Quality improvement is another important target for OD programs with mea-
sures such as scrap rate, reject rates, error rates, mistakes, and losses. Programs
focus on any data that is related to improving the quality of products, services, or
transactions with internal or external customers. As with productivity improve-
ments, a follow-up intervention taken months or even years after the program is
implemented is necessary to measure long-term changes. Measures are compared
to levels prior to the program to determine the extent of improvement.

Cost measures include both performance and process variables. On the perfor-
mance side, many OD programs focus on cost reductions, and consequently, cost
data are monitored after the program is implemented. On the process side, the
costs of the program are monitored, including those associated with designing,
developing. and delivering the program. A typical measure is the cost per partic-
ipant to implement the program. Because it is often an organization-wide pro-
gram, the annual cost per employee may be a more appropriate measure.

Time is another important variable that can involve performance and process.
As a performance measure, some OD programs aim at reducing the time needed
to perform tasks or complete projects such as the time necessary to introduce a
product or develop a procedure. In these cases, time improvement measures are
treated the same way as productivity, quality, and cost measures. As a process
measure, the time necessary to develop the program and to reach certain mile-
stones is monitored. If not carefully managed, the OD effort can take much longer
than it should. An effective program should use objectives with established time
frames to change participants from one “state” to another.

Soft data measures are important to the success of the OD effort. Ali individu-
als involved in an OD program should have a positive reaction because an OD pro-
gram is often a subjective and intangible process. Some specific measures include:

B participant’s reaction to the usefulness of the project or program
H participant’s plans to use program material
M client perception of the program

An OD effort will usually generate many types of soft skills similar to those
described in the training section.
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Performance Appraisal

Performance appraisal (PA) is an important process in every organization. In
some organizations, performance appraisal is more formally structured and is
staffed as a separate department. In others, it is less formal and is coordinated by
other departments such as compensation, employee relations, or human resource
development. Regardless of its structure and format, it is a process that can either
generate significant improvement or create problems depending on its design and
implementation.

In recent years, the performance appraisal process has changed significantly.
At one time, it was a subjective function controlled primarily with input from the
employees’ immediate supervisor. It is now more objective and uses specific,
established measurable targets that are often based on a variety of inputs. The
purpose of performance appraisals vary significantly and usually involve one or
more of the following:

B improve employee performance

M serve as a means for providing salary increases
W serve as a developmental process

B document employee performance

B defend the organization against legal chalienges

Several concerns continue to surround the performance appraisal process,
although there has been much improvement in recent years.® In many organiza-
tions, all the parties involved in the traditional performance appraisal (the
appraisee, the supervisor of the appraisee, and the program administrator) are still
uncomfortable with the process. Also, the problem of subjectivity still exists.
Measures often include a rating of skills that are subjective in nature and leave
some individuals feeling uncomfortable with the outcome. Another issue is the
input for the appraisal process that creates some measurement problems. In recent
years, employees and team members have been given more freedom to provide
input into their appraisal process.

Productivity measures from the appraisal process come in a variety of for-
mats. Several process measures are available such as the percentage of employ-
ees with completed appraisals on time or the number of appraisals completed dur-
ing the quarter. Because some supervisors and managers will not meet this
responsibility, HR must ensure that the appraisal process is completed properly.
Performance measure can be used to identify trends as well as to compare one
department, division, or plant with another. Probably the most important perfor-
mance measures are the actual changes in productivity of the employees as a
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result of the appraisal process. For example, an organization may implement a
revised performance appraisal system that combines measurable goals with effec-
tive coaching. The improvement in performance of individuals is an important
measure of success.

Quality measures are similar to productivity measures and include process
improvements as well as performance improvement of individuals. Process mea-
surements indicate how well the performance appraisal system has been man-
aged. Specific measures include:

M the percent of appraisals completed
B the number of appraisals completed on time
M the accuracy of the appraisal process to judge individual performance

The performance appraisal process should result in individual improvements in
quality, which is indicated by changes in errors, reject rates, scrap rates, losses, etc.

Costs measures for the appraisal process include both process and performance
measurements. A process measure is the cost involved in conducting and admin-
istering the performance appraisal process and may be reported as the cost per
employee appraised. Staff time, direct supervisor and employee time devoted to
the process, supplies, record keeping, and other administrative expenses are
included in the costs. Performance measures include improvement in cost control
and cost reduction is sometimes a result of the performance appraisal process.
These cost items related directly to improvement are measured in a follow-up
intervention similar to the one used to measure productivity and quality.

Time measures in performance appraisal are similar to cost measures. Process
measures include average length of time necessary for the appraisal to be com-
pleted. On the performance side, individuals often respond with time-based
improvements such as reduced response times, delivery times, and cycle times.
Improvements are measured after the program is implemented, following the
same procedures used with productivity, quality, and cost improvements.

Soft data measures include reactions from those employees who are involved
in the process as well as those people who support the appraisal process such as
top management. With these groups, it is important to measure the following:

W satisfaction with the process

B degree to which the process changes and improves the organization
M degree to which the process meets its objectives

B specific improvements that have been documented from the process

The performance appraisal process also yields soft skills measures such as the
acquisition of new skills. specific behavior changes, and improvements in the fre-
quency and success of skill use.
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COMPENSATION
Direct Compensation

Direct employee compensation represents a powerful tool for improving orga-
nizations. If used properly, employee pay systems can enhance job satisfaction
and create high levels of motivation that translate into productivity improvement.
Direct pay includes the traditional practices of base salary and merit increases as
well as nontraditional pay plans involving a variety of bonus arrangements and
incentive plans. Collectively, they provide a full array of possibilities for tremen-
dous performance improvement.’

Several important issues surround direct compensation and influence the mea-
surement and evaluation process. As always, there is an issue of maintaining a
competitive compensation package that will enable the organization to attract,
retain, and motivate a capable staff. Another issue involves internal equity, which
means all employees should be compensated properly for their efforts, contribu-
tions, and responsibilities. regardless of background and demographic character-
istics. More recently. issues linking pay directly to performance have taken on
new dimensions. A variety of nontraditional pay plans have been introduced with
much success. These include plans such as gain sharing, team based compensa-
tion, skill-based pay. and profit sharing. Total compensation has taken on new
dimensions as companies become more concerned with efficiency. Organizations
attempt to keep labor costs low and payrolls at minimal levels while ensuring that
employee pay is competitive with industry averages.® This balance requires orga-
nizations to carefully monitor compensation costs to ensure that they are in line
with appropriate benchmarks or targets.

Productivity measures from direct compensation involve several important
issues. One group is the performance measures linked to the output of the pay
plans. One measure of the effectiveness of a pay-for-performance plan is the
change in output attributed to the ptan. Measures, usually obtained in a foliow-
up evaluation, are analyzed and compared to the same measures before the pro-
gram was implemented. These measures are very specific to the organization
and situation and include outputs of production and services measured in
absolute values or on a per employee or per unit of time basis. Productivity in
compensation is sometimes measured relative to where the organization expects
pay to be positioned:

Bl average salary of employee by job group

M average salary increase

W average of current salaries divided by an industry average
B compensation as a percent of operating expenses
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B compensation as a percent of revenues

B percent of employees involved in pay-for-performance programs or nontra-
ditional pay plans. (The greater the number of employees involved in pay-
for-performance programs. the greater the likelihood of significant perfor-
mance improvement in the organization.)

Quality measures are used when pay plans focus on quality improvement
objectives. For example, it a plan pays off for quality improvement, then the
degree to which the pay plan is successtul is determined by the change in the
quality variable. Another measure of the quality is the tlexibility of the pay plan
to adjust to changes with the organization and with client needs.

Because compensation represents costs, appropriate measures for cost are
included in the productivity category. An additional measure is the administrative
costs for implementing, coordinating, and monitoring compensation expressed as
a percent of compensation, department budget, or total compensation. Time is an
appropriate performance measure when a pay plan is linked with time improve-
ments such as cycle times. delivery times, schedules, and completion time, just as
a process measure is appropriate when tracking processing time for salary
changes and plan payouts.

Soft data is important because of the importance of pay satisfaction with
employees. It is often necessary to determine the degree to which employees are
pleased with pay practices and how effective they perceive them to be. Most atti-
tude surveys include items related to satisfaction with pay and include reactions to:

M actual pay

B internal equity

B external compeltitiveness

B pay policies

B administration of policies

B eftectiveness of pay to improve productivity

Employee Benefits

Employee benefits have become a major component of the employment pack-
age with the cost of benefits averaging about 39 percent of payroll in the USA.Y
This adds to an already costly total unit labor cost. Benefits are linked closely
with job satisfaction and often influence an employee’s decision to join or
remain with an organization. Therefore, the consequences of an uncompetitive
employee benefits package is extremely important. while costs are significant to
its profitability.
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Because benefits have grown considerably, there is a trend to shift some of the
cost to employees. Also, while there have been previous efforts to match individual
needs and interests with programs, there is some evidence that the variety and scope
of benefits have been curtailed.'? Regardless of the level and status, benefits repre-
sent a tremendous expenditure and are of critical importance to employees.

The productivity of employee benefits is measured in several ways. In a sense,
the number of benefits offered is a measure of the quantity of the total benefits
package. The level of competitiveness of the plan features and design is another
measure. Because it is important to have a high participation rate in some bene-
fits plans, this figure is sometimes a measure of plan productivity. For example,
in a wellness program offered at no charge to employees, a high participation rate
is desired because of the subsequent positive consequences the plan can have on
employee health costs. Specific measures include:

M number of benefit plans

B plan features

W percent of employees covered

B percent of employees participating in voluntary plans

Several quality measures are involved in benefits. The degree to which a plan
matches needs and the degree to which employees use the plan appropriately is
an indication of quality. Specific measures include:

B benefits provided compared to industry and geographic averages
B percent of employees who abuse a specific plan
M percent of employees who use a plan

Employee benefit costs are probably the most important areas to measure and
monitor. Specific measures include:

I benefit costs as a percent of operating expenses

B benefit costs as a percent of revenue

B cost of a specific benefit plan as a percent of the total benefits cost
B administrative costs of benefits as a percent of the total benefits cost
B benefit costs per employee

B health care costs per employee (or other plan cost per employee)

B plan cost compared to perceived value

W number of cost containment features and how well they work

Time measurements are often tracked in two ways. The processing time for
specific claims or requests for services is an important measure. Excessive
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delays, for example, in the time to process a medical claim or the time to receive
a reimbursement for a flexible benefit plan can be very irritating to employees.
The other time factor is the response time for a particular request or inquiry con-
cerning benefits.

Soft data measures are extremely important because of the nature of employ-
ee benefits. The primary rationale for having a benefits package is to increase job
satisfaction to help attract and retain employees. Specitic measures include:

B the perceived value of the benefits plan

M the appropriateness of the plan to meet individual needs

W the flexibility of the plans to adjust to changing situations
B the degree of competitiveness of the plan

B the fairness of the plan relative to cost sharing arrangements

With soft data, it is important to build an understanding and awareness of ben-
efits so that they are used properly.

FAIR EMPLOYMENT PRACTICES

No portion of the HR system has grown more rapidly than that responsible for
coordinating fair employment practices. Virtually nonexistent in the early 1960s,
fair employment or equal employment opportunity departments are now fully
staffed and are clearly a mainstream function within HR. The staff has increased
in response to a variety of legislative initiatives at the local, state, and federal
level as well as executive orders from the federal government.

One of the biggest challenges is that these departments must cope effectively
with an increasing number of laws and regulations affecting the employment and
employment discrimination. A staff is often required to monitor and stay abreast
of regulations and interpret what they mean to the organization. Most organiza-
tions take preventive measures, such as affirmative action, to head off potential
problems before they occur. The concept of affirmative action creates a dilemma.
The organization must continue to make progress on affirmative action efforts by
making possible the upward mobility of minorities and other protected groups,
yet at the same time, it must create a perception of fair and equal treatment of all
employees.

The cost of compliance can be divided into three parts. The first cost involves
direct compliance with regulation to ensure that the forms, policies, and proce-
dures are in place. The second cost area is the cost for the programs needed to
change attitudes and the culture of organization to head off future problems or to
ensure compliance with current regulations. A third cost component is the cost of



220 HUMAN RESOURCE CONTRIBUTION

non-compliance that involves defending the organization against charges and
complaints and losing court cases and settlements.

Productivity measurements of fair employment practices involve several
areas. Specific measures include:

B progress made toward the goals and timetables in the affirmative action
plans

B number of special programs to promote fair employment

Bl number of participants enrolled in special programs aimed at upward mobil-
ity and workforce diversification

B number of employees who participate in special awareness training pro-
grams on nondiscrimination, diversity training, etc.. (particularly those who
attend on a volunteer basis)

Quality measurements in fair employment efforts involve chalienges to the
system and complaints from employees. Specific measures include:

B number of informal complaints in the organization

B number of informal complaints per employce

B number of charges filed with external groups

B percent of complaints resolved before they become external charges

M actual settlements made and cases lost (the hard measures of the quality)

Cost is monitored in terms of the cost of compliance and the cost related to
administering the program. Specific measures include:

M fair employment costs as a percent of the overall HR budget

M fair employment costs per employee

B cost of adverse action by employees and groups

B cost of specific programs as a percent of budget

M total costs associated with the compliance and affirmative action efforts

Time measures focus on specific programs and the responses to programs.
Specific measures include:

M average time to achieve target levels with affirmative action plans

M average time needed to fully prepare the appropriate number of individuals
for jobs

MW average time needed to respond to questions, charges, and complaints. (This
is an indication of how quickly the organization is willing to investigate and
react to concerns.)
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Soft data are important because all groups must view the organization as
proactive, successful, and effective with fair employment efforts. The degree to
which protected groups of employees feel that the organization is fair and aggres-
sive in their efforts is an important measure. The reaction to specific programs,
progress made. and the actual policies are critical. Soft data items involve atti-
tudes changed and culture shifts within the organization that are measured by sur-
veys and questionnaires.

EMPLOYEE AND LABOR RELATIONS

Labor Relations

The fabor relations (LR) function has undergone change in recent years pri-
marily because of declining unionization and the changing nature of the union-
management relationship. Unionization, expressed as a percent of the nonfarm
workforce has steadily declined since the 1950s, reaching a level below the 16
percent range.'' Although the numbers have declined, the union’s influence is still
evident, not only for the employees they represent, but for potential targets of
unions where employers attempt to prevent unionization. The labor relations
function coordinates activities relative to the labor-management contract. For the
system to work smoothly, there has to be some mutual understanding and trust
between all of the groups.

There ts much evidence of a more cooperative environment in which all man-
agement and unions are working together to save an organization or to make it
more profitable and efficient. Programs come in a variety of formats and struc-
wres, and produce mixed results. The tremendous changes taking place in the
workplace often supplant the need for unions, sometimes by design. These pro-
grams, involving concepts such as self-directed teams. employee involvement,
and employee empowerment often are aimed at improving the relationship
between management and employees and at making employees assume more
responsibility in the organization. This approach appears to minimize the need for
unions, which cause them to change their role dramatically.

While it is difficult to measure the productivity of the labor relations function.
some specific measures are available:

B number of grievances processed per labor relations staff member (internal
staff productivity)

B number of changes in the collective bargaining agreement achieved that
were desired by the management
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W number of labor-management cooperative efforts
M number of participants in those efforts

In the long term, cooperative labor relations efforts should result in improve-
ments in organizational productivity measurements such as total volume of goods
and services per employee.

Quality measures are meaningful in the labor relations process. Specific mea-
sures include:

B number of grievances (although this is a measure of quality of the labor rela-
tions function, the number can be influenced by other factors)

I number of grievances resolved prior to arbitration (a measure of the quality
of LR staff skills)

B number of arbitrations won

B number and magnitude of work stoppages (compared to what was “given
up” to prevent the work stoppage)

All of the quality measures must be viewed in the content of the environment
and in conjunction with other measures.

Costs are important and include internal costs of managing and administering
the LR function. Specific measures include:

B total LR cost as a percent of the HR budget

M cost per grievance

M cost of arbitration

M cost of settlements

M cost associated with a work stoppage

B cost of collective bargaining agreement changes (when improvements are
made or when reductions are negotiated)

Time involves several measures, including:

B time to respond to employee issues

M average time necessary for a grievance to move through the steps to arbitra-
tion

B duration of work stoppage

Soft data measures in the form of attitudes can be obtained from those who
must work with the process. Often employee dissatisfaction with the process
causes grievances. An important source of input to measure satisfaction/dissatis-
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faction is the first level supervisor who often works with modified agreement.
Supervisors should perceive the labor relations process as being a productive and
helpful ingredient in the workforce setting.

Employee Relations

Employee relations is often a collection of miscellaneous programs and activ-
ities aimed at improving employee satisfaction. When based on legitimate needs
and administered properly, these programs can contribute to the organization’s
bottom line as well as improve job satisfaction.

Because of changing demographics and workplace issues, new programs are
needed. Programs such as job sharing, part-time employment, flexible working
hours, and child care arrangements meet important needs of employees. Another
example of new programs meeting employee needs is the increasing use of the
HR function to help employees cope with situations such as drug, aicohol, mari-
tal, financial, or legal problems. The helpful, nurturing role of HR is still in exis-
tence and is a part of many HR functions.

All employee relations programs are designed to help meet specific needs of
employees or address societal problems. Although the payoff is sometimes diffi-
cult to determine, the cost can be staggering. For example, the cost of an employ-
ee assistance program can be tremendous, while the payoff is long-term and dif-
ficult to quantify.

Because employee relations involve such a diverse group of programs, it is dif-
ficult to associate measures with the entire function. It is best to focus on the
objectives of specific programs. Productivity measures focus on the number and
activity levels of programs. Specific process measures include:

B number of programs

B number of events in program (the number of counseling sessions)

B number of participants in a program (e.g., the employee assistance program)

B participation rates (e.g., child care program)

B Application rates for program (e.g.. scholarship program for dependent
children)

Ultimately, performance measures should improve as a result of employee
relations programs. For example, an employee assistance program (EAP) should
have a long-term financial impact in order to prevent a problem in the future.

Quality measures focus on how well a specific program meets needs of
employees. Cost measures focus on the cost of a particular program, expressed
as cost per participant or a cost per employee. For example, an EAP program
could be monitored on total cost. the cost per employee served, or the cost per
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employee. Time measures include the time necessary for those involved in pro-
grams to complete parts or all of the program. Response times are important when
responding to requests for information.

Soft data measures are possibly the most important measure for employee
relations, because most of the employee relations efforts are undertaken to
improve job satisfaction. Specific measures from surveys can be very helpful.
Employees are usually asked directly about their perception of a program, how
they used it, and whether they view it as an important part of the culture, climate,
or employee relations atmosphere.

SAFETY AND HEALTH

In today’s climate, most organizations allocate a significant amount of time and
money to the safety and health of their employees. Some of these programs are
implemented because they are needed and others because they are required by
legislation. Still other programs are implemented to prevent costs or conse-
quences of an unacceptable safety and health record.

Employee safety is regulated by local, state, and federal governments, although
many employers go beyond regulatory requirements and embrace the process with
enthusiasm. The continued spiraling cost of workers compensation coverage and
the resulting cost of accidents and injuries has an impact on many organizations.
Although safety records have improved, there is still the tremendous cost for med-
ical care, insurance premiums, and legal costs associated with the process.'?

Productivity measures focus on number and frequency of programs and activ-
ities. Specific measures include:

B number of safety and health programs

B number of safety meetings

B number of internal safety inspections

B number of safety committees

B number and hours of safety training programs

M job redesigns for safety and health considerations
W safety incentive awards

Quality is probably the most important area to measure in a safety and health
function. Virtually all of the accidents, injuries, and illnesses are a reflection of
the quality of the program. Specific measures include:

B number of accidents
W accident frequency rate
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B accident severity rate

B OSHA incident rate

B number of lost-time accidents

B number of deaths

B number of near misses

@ number of violations found in safety inspection
M total citations from OSHA

B liability accidents

W property dumage accidents

W industrial hygiene monitoring results
@ industrial hygiene compliance results

All of these are important measures that can be reported by department, plant,
or company.

Next to quality in safety and health areas are costs, which are significant and
measured in a variety of ways. Specific measures include:

W average cost per accident

B total lost time costs

B workers compensation costs

W accident costs per hour of work

M cost of OSHA fines

B liability costs

B property loss costs

B cost of safety and health as a percent of HR budget
B cost of safety and health per employee

B cost to comply with a new regulation

These costs can become quite significant and force many organizations to
focus considerable attention on them.
Time measures are also important in safety and health. Specific measures include:

B the average number of lost-time days
H average time 1o correct a citation
W average rehabilitation time

A process measure is the time necessary to implement a new safety practice.
comply with a new regulation, respond to a particular issue, or {0 process a claim.
Soft data measures the skills of employees as they learn new behavior and
safety practices from safety training programs and safety meetings. Both the fre-
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quency and application of the skills are monitored. Also, soft data measures the
attitudes of employees toward the safety and health environment of the organiza-
tion, safety and health practices, and specific policies and procedures.

HUMAN RESOURCE INFORMATION
SYSTEMS

With the explosive development and use of the computer, the human resource
information systems (HRIS) function within the HR department has mushroomed
in its scope and capabilities. The HRIS includes elaborate networks, hardware,
and software to tackle a variety of HR issues, tasks, and problems. Originally
developed to process employee records. the systems are now used to make deci-
sions by bringing together large amounts of data. The next generation of HRIS
will link HR systems with organizational output and, in this context, as changes
are made in HR programs, systems, and practices, the output on the organization
can be monitored.'?

Implementing the human resource information systems involves several key
issues. The first, and most important issue, is selecting the appropriate system
from a wide range of hardware and software options. The second major issue is
deciding what types of data will be processed by the system and the manner in
which it will be used to develop effective measures to meet the particular needs
of the organization. The third issue is keeping the cost of the system reasonable.
While the implementation of HRIS should save in the costs of managing the
data, in actual practice, project costs can get out of control and exceed planned
budgets and expenditures. The fourth and probably most critical issue is ways to
integrate the HRIS into important decision-making routines—how to move the
system from a record keeping, employee data base to an effective HR decision-
making tool.

As computer technology continues to improve and software applications
increase, tremendous opportunities exist for organizations to use computers in
innovative and creative ways to help with HR solutions. In the concept of HR
measurement and evaluation, HRIS actually serves as a tool to measure and mon-
itor other programs. However, the system must be subjected to its own account-
ability. The system itself must be evaluated along with other HR functions.

The productivity of HRIS is often measured in terms of the number of reports
it generates, or is capabie of generating, whether weekly, monthly, manually. or
on-line. The vast array of reports can become somewhat cumbersome and often
excessive. A second productivity measure is the range of data available from the
system. Some systems can integrate data in creative and innovative ways to cre-
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ate a variety of data options. A third productivity measure is the number of
inquiries the system experiences in its regular use, based on the assumption that
a more productive system is one which is fully utilized.

Quality measures are also very important and usually involve the accuracy and
completeness of the data in the system. Improved system quality should improve
the quality of decisions made by managers and executives. Having more accurate
data in a faster time frame should allow an organization to improve its decision-
making possibilities. Data accuracy can be determined through random sampling
of files and output reports and is measured by error rates.

Cost represents a significant part of the HRIS implementation and should be
closely monitored. Total system costs, which may be allocated on a per employ-
ee basis, is one measure. Another is the routine operating cost, which is measured
as cost per report, cost per inquiry, or cost per employee. Finally, system cost as
a percent of overall HR budget is another appropriate measure of efficiency.

Time savings includes process measures such as the time necessary to gener-
ate a report, response time for inquiries, and the timeliness of the data. Also, the
time necessary to implement new HRIS data projects is another measure. On the
performance side, the system should generate a time savings when decisions are
made quicker because of faster processing with the HRIS.

It is also important to measure soft data with the system. Users are often sur-
veyed to determine their understanding of the system, how well they know how
to use it, their frequency of use, and their satisfaction with the output. Another
soft data measure is the degree to which

B users are equipped to work effectively with the system

I the system represents the latest technology

B the system represents the most effective approach to automating HR deci-
sion making

CONCLUSION

This chapter presented a variety of potential measures for each of the major
functions of the human resources department. Measures are presented in cate-
gories of productivity, quality, costs, time, and soft data. There is no attempt to
judge which measures are best, but rather, the chapter offered a wide range of
possibilities. Each HR department should select the measures appropriate for
evaluating the efficiency and effectiveness of the function. When combined with
the overall measurements presented in Chapter 7, a comprehensive measurement
and evaluation system can be developed and implemented.
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CHAPTER NINE

Using Benchmarking to
Measure HR Effectiveness

Benchmarking has experienced phenomenal growth in the last decade. Virtu-
ally every function of an organization has been involved in some type of bench-
marking to evaluate activities, practices, structure, and results. Because of the
popularity and effectiveness, this chapter focuses exclusively on benchmarking
as a tool to measure HR effectiveness. Although the process may not show the
HR contribution, it is an effective way to set standards and improve processes. In
many cases. the benchmarking process develops standards of excellence from
organizations that are considered to have best practices.

The emphasis in this chapter is on how to develop and implement a bench-
marking project because few, if any, appropriate national benchmarking efforts
are available. With the proper focus and effort, an organization can develop its
own benchmarking study and the results can be very rewarding. Benchmarking
should be undertaken as an integral part of a comprehensive evaluation process.

A STRATEGIC EVALUATION TOOL

Originally designed to focus on improving quality in organizations, bench-
marking quickly spread to other functions and has become an indispensabie man-

229
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agement tool for continuous improvement. Benchmarking is a continuous process
of collecting information from other organizations that is considered to represent
best practices, and using the information to improve the current organization.
Benchmarking is a process of learning from others, but is not a process of dupli-
cating what others have done. It represents a pragmatic search for ideas. The
process is usually time-consuming, and requires much discipline to make it effec-
tive and successful. It is not a quick fix, but a continuous, ongoing process.

Benchmarking satisfies a variety of needs and is used for several purposes. It
is extremely helpful in the strategic planning of the HR function. The information
and measures derived from the process can enable HR managers to help their
organization meet its strategic objectives. It is also useful in identifying trends
and critical issues of the HR function. Measures from benchmarking can become
the standards of excellence for an activity, function, system, practice, program, or
specific results. In this sense, it has become an important evaluation tool. Bench-
marking also allows the organization to compare certain product features such as
the features of the employee benefits package. For these and other reasons, the
benchmarking process is an important tool for the HR function.

PHASES OF THE BENCHMARKING PROCESS

Benchmarking is a logical process involving systematic steps or phases. When
implemented successfully, the benchmarking process should become an integral
part of the organization. Figure 9-1 presents seven phases that represent a modi-
fication of the phases reported in other works.! Although several approaches are
available, these phases appear to address the HR department’s needs. Each phase
is outlined below.

Phase One: Determining What to Benchmark

The first step is to identify precisely what type of information is needed from
benchmarking. This step deserves much attention because of the tendency to
explore more areas than are feasible or to delve into issues because “it would be
nice to know.” Because of the time involved in securing the information, the
problem of availability of information, and the difficulty in finding suitable part-
ners, benchmarking initiative must stay within prescribed boundaries of needed
information. Attempts to collect information that is generally unavailable or dif-
ficult to obtain will be unsuccessful. Also, a lengthy request may be too over-
whelming, making it difficult to obtain the information from a benchmarking
partner. The potential target areas of HR benchmarking information include:
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FIGURE 9-1. THE SEVEN-PHASE BENCHMARKING PROCESS.

M Product or service features. It is sometimes helpful to compare product
features. For example, the various design features of an employee sugges-
tion system can be compared to determine similarities and differences. Also,
the features of an employee assistance program could be explored.

B Work processes. To improve efficiencies, it may be necessary to determine
how a particular service is delivered or an internal process is executed. For
example, it might be helpful to know the processing times and the proce-
dures used to process medical claims. The time necessary to recruit and
select a new professional employee may be an item for comparison.

B HR function. Some organizations want to know the features, costs, outputs,
etc., for a particular function of HR. For example, the percent of payroll
spent on the employee benefits package is useful information that is often
collected. The amount spent on HRD is another useful item.
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B HR performance measures. Key indicators closely related to HR pro-
grams are important for the survey. These include costs, output indicators,
quality indicators, and time factors of various services and functions with-
in HR. For example, the sales per employee is an output variable repre-
senting gross productivity. The HR expenses as a percent of operating costs
is another important variable. Turnover could be considered a quality vari-
able, and the time to implement a major improvement program is an impor-
tant time variable. Key indicators represent one of the most important areas
to measure.

B Strategy. The HR department should compare its current and long-term
goals with those of other organizations. This information helps develop
trends and ensures that the organization is at the leading edge of improve-
ments and technology changes.

These areas provide an excellent array of opportunities for HR benchmarking.

Several important points should be emphasized at this phase. There is a temp-
tation to take on too much in a benchmarking project by collecting data on every-
thing available. The challenge in this phase is to select only those items that rep-
resent critical success factors—measures that make a difference in the
organization.

These factors can be identified by three different processes. First, the HR staff
should be consulted and asked to identify those areas they consider to be impor-
tant or critical to their overall effectiveness. This input can be derived in focus
group meetings or from surveys. Next, top management should be asked to iden-
tify the items that are most important to them and what items they see as critical
to the effective use of human resources in the organization. Either a brief meet-
ing or short questionnaire should suffice for this input. Finally, the customers
(i.e., the users of the HR services and programs) are another source of input on
critical success factors. Sometimes they will express what they would like to see
improved in the organization. For example, if managers complain about the
length of time to recruit a new employee, recruitment may be an area to identify
as a critical success factor for the employment function.

The items planned for the survey should be easily identitied, monitored, and
measured in other organizations. (Apples must be compared to apples.) Other-
wise, the measures are distorted, comparisons are difficult, and the interpretation
will be vague. Because benchmarking is a long-term, continuous process for
improvement, performance measures that are critical to short-term success should
be avoided. An organization, attempting to use benchmarking for a quick fix
because of pressure to produce immediate results. may find the entire process
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worthless. The factors selected should be those that can be improved over the
long term.

Although it is risky to show what should be included in a list of data collected
from a benchmarking survey, Table 9-1 shows the type of data collected in one study,
labeled the best practices in HR and developed by the Saratoga Institute.? This table
shows a variety of measures covering most of the HR functions. However, the list
will probably differ from a benchmarking project in a specific organization.

TABLE 9-1
SHRM/SARATOGA INSTITUTE
NATIONAL STANDARD HUMAN RESOURCE MEASURES

M Revenue/employee

B Human resource expense/
operating expense

B Human resource expense/
employees

M Workers compensation costs

W Turnover percentage

W Involuntary turnover percentage

B Training cost

B Compensation/revenue

B Benefit cost/revenue

W Benefit cost/compensation

B Retiree benefit costs/retiree

Bl Cost per hire

M Time to fill jobs

B Training hours

B Operating expense/employee

B Human resource headcount/
employees

B Workers compensation claims/
employees

B Absentee percentage

B Voluntary turnover percentage

B Voluntary turnover by length of service

M Trainee hours

B Compensation/operating expense

B Benefit cost/operating expense

B Retiree benefit costs/benefit costs

B Accession (hire) percentage

8 Time to fill requisitions

B Offer-to-acceptance ratio

Phase Two: Building the Benchmarking Team

The appropriate team makes a difference. and this phase is designed to ensure
that an effective team is in place. When this issue is not taken seriously, the
results can be disastrous. Although an individual could actually perform the tasks
in a benchmarking project, a team approach is better and is recommended. Based
on the volume of work alone, it may be necessary to use a team to ensure that the
proper time is devoted to each step of the process. Also, using a team increases
the ownership of the process. It enhances the credibility of the final product and
helps to ensure that benchmarking results are applied within the organization. The
team should be carefully selected and prepared to achieve the desired purpose.
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Types of Teams. Three types of teams can be developed. The most common
arrangement is composed of individuals representing different functional areas of
HR who bring unique expertise, viewpoints, and perspectives to the process.
Another team structure, which is highly recommended, is a cross-functional team
composed of HR specialists and generalists along with a group of line managers
who are the principle customers and users of HR services. This is a helpful col-
laborative effort that builds partnerships with line management. Unfortunately, in
many organizations, it is difficult to entice line management to devote the time
needed to assist in this type of project. A third possible team arrangement is a vol-
untary group of individuals who have a strong interest in the benchmarking
process and are willing to put forth the effort to help make it work. These individ-
uals may come from marketing, quality assurance, engineering, or manufacturing.
Their desire to participate may compensate for their lack of HR knowledge and
may overcome the voids that might exist because some key areas are not repre-
sented. Because this is a new process, eagerness to participate is an important con-
sideration that some groups use as a basis for selecting team members.

Role of the Team Leader. Every team needs a leader, and it is important for
an internal champion of benchmarking to serve as leader or project manager. Usu-
ally the team leader is the HR officer, a senior manager. or specialist in the HR
department. The project leader ensures that the process is implemented properly.
The leader performs three major functions:

B Organize the team and define duties. Ideally. the team leader should par-
ticipate in selecting other team members, but this is not always possible.
Beyond that, the team leader must develop the team, assign tasks, and define
duties and responsibilities for team members.

M Train and facilitate. The leader is usually the expert in the benchmarking
process and will teach other team members the process and will outline
steps that must be followed to make it successful. The team leader serves as
a facilitator for group discussions as participants tackle various issues, prob-
lems, and concerns. A team leader who does not possess benchmarking
expertise will usually coordinate the use of external benchmarking special-
ists who will train, teach, facilitate, and otherwise provide guidance.

B Provide leadership. The most critical aspect of the team leader’s role is to
provide leadership to ensure that the team works cohesively, stays on target,
and focuses on the goal to produce a product acceptable to the sponsors.
This is an essential skill and is often used as the key selection criterion for
team leader.
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Because the role is so critical, the team leader should be an individual who has
a strong desire to make benchmarking work and who can visualize the potential
for improvement with the benchmarking process. The team leader “begins with
the end in mind.” Also, he or she must have the credibility and reputation in an
organization to make the process work and be willing to open the HR function
and practices to the scrutiny of others.

Team Characteristics. ldeally, when selecting a team, each member should
meet certain minimum requirements:

M Specific functional expertise. A team member should have expertise in an
area needed in the benchmarking process. A variety of knowledge and expe-
rience is necessary for the team to function effectively. In the best case sit-
uation, team expertise should expand outside the organization to include a
general knowledge of the industry.

M Interest in benchmarking. Because benchmarking may be new to the orga-
nization, success often rests with the enthusiasm and spirit of the individu-
als involved in the process. Their willingness to venture into unknown ter-
ritory and work long hours to produce a final product is an important
ingredient for team success.

B Reputation in the organization. Team members must have an excellent
reputation in the organization. They must have a proven work record with
above average performance. Benchmarking should not be considered a
developmental experience nor a place to assign individuals who do not have
anything else to do. It is an assignment for those who have the credibility to
enhance the team’s final product and are willing to work hard.

B Level of interpersonal skills. Team members need to have excellent inter-
personal skills because of the number and variety of relationships that must
be managed in the process. Team members must be able to communicate
effectively—orally and in writing—and work with diverse groups. internal-
ly as well as externally.

Demanding these characteristics in team selection can help ensure that the
team is capable of finishing the project and providing the credibility necessary to
apply the results.

Team Support. The team must have effective support throughout the organiza-
tion. Five support groups are usually involved in the process. The first, adminis-
trative support, provides clerical assistance for benchmarking. A tremendous
amount of data must be processed, analyzed, and reported to a variety of individ-
uals and groups. Because of this. it may be necessary to employ temporary help to
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take care of the workload, if it cannot be handled properly with existing HR staff.
The second group, technical support, may be necessary to assist with data tabula-
tion and analysis. Appropriate statistical processes must be followed, data must be
converted properly, and survey instruments must be designed for efficient data col-
lection and analysis. Technical specialists are often needed to provide guidance on
these issues. In conjunction with technical analysis, a third group, computer sup-
port, may be necessary. Most of the computer support can be provided with an
existing PC network and software usually available within the HR department. If
this is not the case, the data processing or MIS department may be available for
assistance. A fourth group from the marketing department can be helpful. Bench-
marking involves collecting information that will often be used by the customers
of the HR function. Having assistance from individuals with a marketing orienta-
tion can be very useful, particularly for packaging and presenting data for various
user groups. Finally, there must be top quality support from the management team,
the fifth support group. Although management provided the initial approval for the
project, their continuous support will be necessary as the process consumes valu-
able time and resources. Collectively, these support groups must be organized in
this phase of the process as the benchmarking team is formed.

Phase Three: Identifying Benchmark Partners

Identifying specific partners for a benchmarking project is another critical part
of the process. Data can only be useful if it is collected from organizations that
represent best practices. The first step of this phase is to consider the scope of
benchmarking and potential target organizations. Several possibilities emerge:

B Internal units. For large organizations, internal benchmarking may be
appropriate, at least as an initial benchmarking activity. With this approach,
a plant, a region, division, or company (owned by a holding company) may
compare HR practices and plan improvements. This process is recommend-
ed because it can provide useful information for comparative purposes. The
data is easily collected and will usually be compiled in the same format from
one unit to another. However, the comparisons will not necessarily represent
best practices and may only show which unit is best among a captive group.

B Competitors. One of the most popular comparisons is to contact organiza-
tions considered to be direct competitors. These firms are in the same busi-
ness and compete for market share with products and services. Many HR
managers want to know more about the HR performance measures of com-
petitors in order to make some comparisons. However, in a competitive mar-
ket, it may be difficult to obtain the data because of the fear of divulging
information that might alter competitive advantage.
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B Noncompetitors in the same industry. In some situations it may be appro-
priate to select organizations in the same industry who do not compete
directly in the marketplace. It may be easier to secure information from this
type of company, and still make the same comparisons as direct competitors
because of similar processes. products, services, and distribution mecha-
nisms. A regional firm may appropriately use this approach to survey a firm
in another region that produces the same service or product but is not in
direct competition.

B Organizations in the same geographic location. Some benchmarking pro-
jects are undertaken to identify organizations within a geographic location.
This approach may limit the number of available firms that represent best
practices. An advantage to this type of benchmarking is that it allows com-
parisons in the same local or regional environment, which may be an impor-
tant issue. For example, the recruiting strategies and results for a firm in Los
Angeles may be vastly different from recruiting strategies and results of a
firm based in Boston. Employee benefit issues often vary from one region
to another. For these reasons, geographic comparison may be helpful.

B Other organizations in the U.S. This approach crosses industry lines and
examines other organizations within the confines of the United States. This
approach broadens the range of available firms that represent best practices.
For example, Prudential Insurance may want to compare HRD strategies
with Apple Computer. This approach does have limitations. Because the
organizations are considerably different, some data items may be inappro-
priate for direct comparison.

M International organizations. One of the fastest growing areas of bench-
marking is global comparisons in which firms strive to develop “world
class” practices. The challenge of this approach is to find benchmarking
partners who represent best practices throughout the world, whether in the
same industry or outside the industry. A disadvantage to this approach is that
data is difficult to compare because of differences in culture, local practices,
and government regulations. This approach is usually used by large multi-
national companies with operations in several countries who have no need
to compare local measures.

These are all potential strategies to define targets for benchmarking. After a
particular strategy or combination of strategies is determined, the next steps are
to define best practices and locate the organizations.

Defining Best Practices. The concept of best practice is an elusive term. A
best practice is not always the least expensive approach or process with the short-
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est time frame or shortest duration. The fastest recruiting method may not be a
best practice if it is too expensive. A best practice is not always the lowest or
highest number for a measure. For example, in a turnover comparison, the best
practice may not be the organization with the lowest turnover. Some organiza-
tions with low turnover, such as telecommunications companies, face the most
difficult problems and are restructuring and streamlining to remain profitable. A
low turnover may mean that organizations keep employees by offering above
average salaries and benefits—not because of innovative employee relations pro-
grams. A higher turnover would be welcomed. The appropriate answer to the best
practice question is that “it depends.” It depends on what is accomplished in the
situation, within the framework, environment, and economic conditions. Often
the benchmarking team can define best practice when it examines the factors that
represent outstanding performance on a particular data item. Some insight into
this value may be obtained from previous studies in the literature or other pub-
lished data. An organization’s published report on what it considers a best prac-
tice may provide some insight into what the best value should be. It is important
1o reach a conclusion on what is a best practice early in the process because this
definition drives the selection of the organization.

Finding the organization. This step in phase three is both simple and complex.
It is simple because the benchmarking team can usually identify several organiza-
tions they want for partners, a “wish list” for comparison. It is complicated
because the target group should represent organizations that actually offer best
practices. It is helpful to identify as many organizations as possible to cover the
benchmarking scope of possibilities—competitive, same industry, international,
etc. Then, the process becomes a matter of trimming the list to the appropriate size.

TABLE 9-2
SELECTED SOURCES OF INFORMATION TO IDENTIFY POTENTIAL
BENCHMARKING PARTNERS

B Previous Award Winners M Federal Government

B State Governments B Business School Faculty
M Academic Resources and Databases H Professional Societies

B Consultants M Trade Associations

M Business Information Services M Internal Sources

Bl Business Newspapers and Magazines M Directories and References
B Technical Journals B Customers

B Vendors




USING BENCHMARKING TO MEASURE HR EFFECTIVENESS 239

Table 9-2 shows the sources of information for identifying potential partners
are plentiful. Several sources need further explanation. One approach is to iden-
tify firms that have been recognized in some way as having best practices. For
example, organizations that have been presented with the Malcolm Baldrige
National Quality award are excellent targets for a benchmark survey because
much of the criteria for the award focuses on HR issues.® Business school facul-
ty arc usually resourceful and are eager to help. They should be unbiased and
objective. Professors keep track of organizations through their research and con-
sulting and can sometimes identify those with best practices. Input from several
HR professors is recommended.

Professional societies, such as the Society for Human Resource Management,
Human Resource Planning Society, International Personnel Management Associ-
ation, American Compensation Association, and American Society for Training
and Development are important resources for identifying organizations with best
practices. In some cases these organizations attempt to conduct benchmarking
projects to develop best practices. For example, the American Society for Train-
ing and Development initiated a comprehensive benchmarking project to define
the best practices in training and development. Initially, 19 companies formed the
benchmarking project called the Benchmarking Forum and represent such firms
as American Express, Motorola, Xerox, Dow Chemical, Amoco, and Chase Man-
hattan. Later, 19 additional companies joined the group including Abbott Labo-
ratories, Ford, Hallmark Cards, and 3M. Other firms are now joining the forum,
and collectively, they represent some of the world’s largest and most prestigious
organizations. The forum provides a way for participants to measure and bench-
mark practices on human resource development. The first report has been
released and other data will be released periodically.* The Society for Human
Resource Management attempted to develop standards through their Human
Resource Effectiveness Report conducted by the Saratoga Institute.” This project
began in the early 1980s and has grown to include data from thousands of firms
across many industries. Participation in this project is available to any organiza-
tion, and collectively, it provides a way in which the average of all participants
can be presented as benchmarks. Thirty-two factors are reported on such items as
the HR department expense as a percent of the company operating expense, ben-
efits costs as a percent of company operating expense, exempt termination,
exempt cost per hire, and training cost.

Consultants represent another important source because they work within orga-
nizations and often know about the quality of internal practices. They usually will
identify what they consider to be best practices, if divulging this information does
not violate confidentiality agreements. Trade associations in the industry is anoth-
er important source. Often industry groups attempt to develop benchmarking pro-
jects for the human resources area. For example. the American Bankers Associa-
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tion has an HR Benchmarking project and similar projects are underway in other
industry groups.

Another important source is internal resources. Almost any staff member has
some perception of what represents a best practice in the field. These opinions
should be the starting points for identifying organizations to partner with. The
vendors of HR products and services are also important sources. They implement
programs, products, and services in a variety of organizations and often know
about their internal results and effectiveness.

Collectively, these sources can provide a rich database from which to identify
target organizations. The team’s challenge is to narrow the initial list down to a
desired list of participants and prepare to contact the selected organizations.

Contacting the organization. It is frustrating for the team to identify an orga-
nization for participation only to have involvement in the project declined. Even
more disappointment occurs when so little data is shared by a partner that they
become, in essence, an invalid source of information. Potential partners should be
contacted early to determine whether they will participate in the benchmarking
project. This step often creates difficulty for some HR staffs, because they assume
certain organizations will not participate because of their reputations or compet-
itive relationship. However, benchmarking experts report that many organiza-
tions first preceived as uncooperative usually become involved in benchmarking
projects.® Several strategies are recommended to convince them to be involved.

B One approach is to use a professional affiliation for contact. If the organiza-
tion is a member of a national professional society or trade association, that
affiliation might provide the incentive for the organization to participate in
the benchmarking project, particularly if the project is initiated or support-
ed by the association.

B Some organizations will participate if there is a large database from which
to share information. Participation in several benchmarking projects pro-
vides the potential partner the opportunity to tap information from different
surveys. By supplying data, they have an opportunity to compare their situ-
ation and measures with many other organizations. In these cases. specific
data identifying an organization is usually kept confidential.

M Another approach is to consider the competitive advantage of the data. Most
organizations are curious about how their practices compare with others,
and they are willing to provide information to make this comparison. This
is particularly true for those organizations striving to “"maintain”™ best prac-
tices. These organizations want more evidence that they are leaders in the
field and that their practices are the “best.” The most efficient way to obtain
this information is to participate in a varicty of benchmarking projects.
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B Professional responsibility is another reason organizations participate. An
often overlooked strategy is to ask the organization to participate as a mat-
ter of professional courtesy. It is surprising the number of firms that will
provide data because someone asked for it in a very professional way. HR
managers often have a sense of duty and responsibility to help other organi-
zations, particularly if they are considered leaders in the field.

B Finally, some organizations will initially be receptive because a triend of a
key manager asked them to participate. Every networking opportunity
should be used to reach the desired participants.

One or more of these strategies should help the organization identify and
secure the appropriate partners. Using these strategies helps ensure that bench-
marking participants are the leaders in the field.

Phase Four: Collecting Benchmarking Data

The next important phase in the benchmarking process is to actually collect
data from the benchmarking partners. Data collection arrangements may have
been negotiated previously because of specific requests from organizations agree-
ing to participate. The very first step of this phase is to collect internal data. The
data collection process, including the use of the instrument, should be thorough-
ly tested within the organization to gain additional insight in the process. This
process provides a way to check the flow of the data, the quality of data collect-
ed, data interpretation, and the potential areas where problems may occur. This is
an ideal situation for a trial run. If there are problems with providing the infor-
mation internally, other organizations will have greater problems in providing
information.

Data Collection Methods. The types of data collection techniques mirror the
methods mentioned elsewhere in this book. Benchmarking projects usually
involve four methods:

B Telephone interviews. A common technigue is a telephone interview with
the benchmarking partner to gather as much information as possible. The
telephone interview is flexible and economical. The telephone interview
should be preplanned to allow the respondent time to collect the material
prior to the interview. This interview is a follow-up to a preliminary agree-
ment to participate in benchmarking. Partners should have an opportunity to
review the questions ahead of time.
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B Personal meeting at a site visit. Although more costly and time-consum-
ing than the telephone interview, a site visit represents an excellent oppor-
tunity to provide the best information possible. With this approach, the
benchmarking team member meets with one or more individuals at the
benchmarking partner’s premises to collect as much information as possible.
As with the telephone interview, this visit is preplanned, and an advance list
of questions and data needed is provided. Face-to-face interviews offer sev-
eral advantages over the telephone interview. The quality of information is
improved and there is an opportunity to probe to clarify information.

M Questionnaires. Another important data collection technique is the ques-
tionnaire. In this approach, benchmarking partners are sent a detailed ques-
tionnaire which they fill out and return to the sponsoring organization. This
approach has limitations because it is difficult to clarify information when
there is confusion. Also, there is no assurance that the survey will be accu-
rate or complete. Respondents are tempted to shortcut the process or provide
incomplete information. There is no guarantee of a certain response rate or
participation by all planned partners. The questionnaire has an advantage of
being inexpensive, and consequently, it is a common approach.

H Public documents. A final method is to examine documents such as trade
publications, press releases, industry reports. annual reports, and other pub-
lic records of participating organizations. With this approach, the organiza-
tion does not have to give permission to participate because the information
is public. While the data in the documents may be accurate and reliable, usu-
ally not enough data is published for an HR benchmarking project.

A combination of approaches is recommended. For example, a detailed ques-
tionnaire can be sent and the telephone can be used as a follow-up to clarify spe-
cific information. Also, a combination of telephone and personal visits may be
appropriate. The important point is to collect reliable information as economical-
ly as possible. In selecting the method, four issues must be considered: quality of
information, cost of data collection methods, the time considerations of the sur-
vey respondent, and the intended use of the information.’

Phase Five: Analyzing the Data

After the information is collected, it must be tabulated, organized, analyzed,
and interpreted to be meaningful. Data is typically organized within a spreadsheet
program that lists the organizations on the left side and the various headings rep-
resenting the data items across the top.® Table 9-3 provides an example of this
type of spreadsheet. The spreadsheet analysis is appropriate for tabulating raw
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TABLE 9-3
BENCHMARKING INFORMATION MATRIX

RECRUITING AND SELECTION DATA—EXEMPT EMPLOYEES
RECRUITING COST EMPLOYEE COST SELECTION AVERAGE DAYS

PER HIRE PER HIRE RATIO TO HIRE
Partner #1 6500 7500 31 55
Partner #2 6900 8000 25 67
Partner #3 5500 5850 .29 48
Partner #4 6000 6900 4) 39
Partner #5 5400 7900 28 51

data that is converted into a format for presentation at a later date. In some cases,
data has to be converted into usable quantities or values that are important in the
organization. For instance, a total cost might be reported and a cost per unit may
need to be calculated for comparison. Data that seems to be inaccurate or out of
line should be checked to determine whether items are incorrect, misinterpreted,
or transferred improperly from the original data collection sheets. If the data is
extreme but appears to have no mistakes, then some consideration must be given
to eliminating the data for use. If good reason exists to suspect the data contains
an erroneous item, then it would be appropriate to omit it from analysis.

During the initial stage of analysis, the statistical processes and procedures out-
lined in another chapter may be appropriate for calculating averages, percentages,
and in some cases, standard deviations. Surveys should be checked for particular
patterns of the data or trends that may be appropriate. In order to draw conclu-
sions, it is important to consider the context in which the numbers are reported.
Some information may be contrary to what’s expected or it may confuse the
analysis. Conclusions should be reached with input and consideration for the
entire benchmarking team. The data analysis phase, although sometimes confus-
ing, complex, and frightening for some HR practitioners, is a critical part of the
process. Incomplete data analysis will lead to incomplete information on which
inaccurate decisions are made later, either by sponsoring organizations or other
benchmarking partners.

Phase Six: Distributing Information to Benchmarking Partners

A phase that can easily be slighted is developing and distributing a report for
all the benchmarking partners. There is a tendency to shortcut this effort because
it is not perceived as adding value within the sponsoring organization. However,
for other benchmark partners, this is the most important part of the process. If this
1s a continuous, long-term partnership relationship. then this phase must be han-
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dled with the utmost care. Benchmarking partners must have a report that pro-
vides useful information they can use internally to improve their own processes.
At a minimum, the report for the partners should contain the following:

B An executive summary, which presents a brief conclusion from the survey
data and provides a brief description of the overall process

B A statement of the purposes of the benchmarking project with details on the
objectives

B A listing of all participants. (Specific data is not linked to the benchmarking
participant)

B Summary of benchmarked items

B A description of the methods for collecting and analyzing the data

H An outline of the overall results and conclusions that shows what the data
may mean to the organization

B A description of the strengths within the group that attempts to determine
best practices for each of the items benchmarked

B A request for this procedure to be a continuous process with potential future
plans. This often overfooked step is critical to keep the benchmarking part-
ners intact as a data collection team.

The confidentiality of this report is extremely important. Most organizations
do not want their names tied to specific data items, and steps must be taken to
ensure that this is handled properly. Also. any plans to disclose the information,
even in a general way with average numbers, should be fully discussed in
advance and approved by all partners. Reports should be delivered on-time as
planned. The packaging of the report should be professional and easy to use. It
should also be useful for future comparisons.”

Phase Seven: Initiating Improvement from Benchmarking

The final, and probably most critical, phase involves the actual improvements
that must be implemented as a result of the benchmarking process. This involves
three important issues: performance gaps, action plans, and an internal report.

Performance Gap. A first step of this phase is to calculate performance gaps.
that is, deviations between the current level of a particular measure and the
desired or ultimate level represented as the best practice. The difference in the
two levels becomes a deficiency or performance gap that represents an opportu-
nity for improvement. For example, in one organization, the cost per hire for
exempt employees was almost twice that of the average of the partners in the
benchmarking study. This became an area for improvement because it clearly
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identified a gap between best practices and the organization’s own experience.
The vehicle to accomplish this improvement is the action plan, described next.
Each data item from the survey should be examined for a potential performance
gap. Team leaders should make a tentative decision to determine whether a sig-
nificant performance deficiency exists. If one does, it should be considered an
item for improvement.

Action Plans. The use of action plans represents one of the most eftective
ways 1o overcome performance gaps. An action plan is a detailed series of steps
to be taken over a predetermined time period to improve a current situation.
Appendix 4 presents a copy of an action plan used in the follow-up evaluation of
an HR program. As with any planned change, it is important that all the parties
involved understand the process, take steps to overcome the resistance to change,
gain acceptance with all those involved. and implement the change. Each perfor-
mance gap should be addressed with an action plan(s). More information on the
action planning process is contained in Chapter 6.

Application Report. A final part of the process is to develop a report for the
internal customers in the organization, the individuals for whom the process has
been initiated. It contains the following elements:

B Executive summary B Items benchmarked
B Purpose of the project W Methodology

B Benchmarking participants B Data analysis

B Internal customers B Performance gaps
B Project team W Action plans

B Timetable Bl Planned follow-up

This report provides management and internal customers of benchmarking the
data necessary to understand the process, see the need for change, know how
tmprovements will be implemented, and build confidence that the organization is
moving toward best practices.

PARTICIPATING IN EXISTING
BENCHMARKING PROJECTS

It is sometimes helpful to join or become a part of existing benchmarking pro-
jects. These initiatives are often available within a professional human resources
society. For example. the American Society for Training and Development, as
described earlier. conducts a significant benchmarking forum to identify the best
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practices in human resource development. Also, the Society for Human Resource
Management, in conjunction with the Saratoga Institute, conducts an ongoing
project to benchmark practices in the human resources area. Other professional
societies within human resources are pursuing similar projects. Also, the human
resource section of participating organizations within some business or industry
trade groups develops benchmarking projects for their members. In either case,
these represent excellent opportunities to tie into an existing network and secure
valuable information.

Benchmarking with an existing project has several advantages. First, it is usu-
ally inexpensive. The cost of the entire project is shared by participating mem-
bers who usually represent a large database. In some cases, the trade group or pro-
fessional society underwrites part of the cost of the project.

A second advantage is that this process is less time-consuming because data
collection instruments are already designed and the process has been streamlined
to allow for efficient input. Most of the work has been done by others.

A third advantage is that most of the projects represent a large database, thus
making the data more significant and meaningful for comparative purposes. For
example, the Saratoga Institute data represents over 1,000 firms, and it is still
growing.

A fourth advantage is the exposure that often comes from participating in this
effort. Most organizations are drawn to these projects seeking the best practices
and are sometimes labeled as having best practices themselves whether the label
is accurate or not. It sometimes represents “good company” to be associated with
one of these benchmarking groups.

There are several disadvantages of participating in this type of project. First,
the participants may not represent those with the best practices. Often there is no
screening process for new participants. Any organization with a predetermined
size and willingness to pay the fee can participate. Participant lists are typically
dominated by large, well-known organizations, which are preceived to have the
best practices. While this may be the case, there is certainly no guarantee of this
as witnessed by the situation with IBM. A few years back, everyone wanted to
include IBM on their lists of organizations with which to benchmark. If IBM par-
ticipated, other organizations were drawn as if to a magnet. Recently, however,
few firms want to compare their practices to IBM because of the problems IBM
experienced and the difficulties of their struggling organization. It is easy to get
lulled into assuming that a large organization will always have the best practices.

The second disadvantage is that an existing group may not be made up of sim-
ilar organizations. For example, a financial institution may want to compare its
successes with a large database of other financial institutions, but this may not be
possible with the existing database. A trade group database usually alleviates this
concern,
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A third disadvantage is that by joining an existing project. there is no way to
influence what measures are taken and the ways in which the process actually
works. These decisions have been made by others. and consequently. the data
may not be the items desired by the organization.

The fourth disadvantage is related to the third. Because the data is not neces-
sarily the exact items sought by the organization, it is difficult to provide a basis
for change. At the heart of the benchmarking process is the need to take action to
improve areas where performance gaps are clearly identified. An existing data-
base is unlikely to provide information in all of the arcas desired so that gaps can
be identitied.

The process, described in this chapter, shows a proactive approach to bench-
marking that allows organizations to develop their own benchmarking project. It
shows ways to analyze critical areas for improvement and to collect data from
organization that have been identified as having best practices in those areas. This
ultimately leads to action necessary to make improvements to move toward using
the best practices. Simply by participating in a current benchmarking project, an
organization will not achieve this goal. A comprehensive approach is needed that
ties into existing benchmark projects, while at the same time develops a custom
designed benchmarking effort for the organization. The two approaches bring
together the best of both worlds, while not adding much 1o the cost and the time
involved in the process. This approach will, however, provide a variety of sources
of information on key variables that may need to be improved.

CONCLUSION: MAKING THE
PROCESS WORK

To ensure that the process works effectively. it is helpful to review two impor-
tant benchmarking myths and success factors. Table 9-4 shows that a number of
myths about this process exists. even though it is a relatively new activity in orga-
nizations.'” These misunderstandings keep some organizations from attempting
to use benchmarking as an important improvement tool for the human resources
function.

The success indicators, shown in Table 9-5, represent conditions and factors
that should be present for the process to produce meaningful data to improve the
organization. Without an adequate level of each of these indicators. the process
will be doomed and consequently will not be a viable process to measure and
evaluate HR and improve the effectiveness of the human resource function in the
organization.
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TABLE 9-4
BENCHMARKING MYTHS

M There is only one way to benchmark, against direct product competitors.

M Benchmarks are only quantitative, financially based statistics.

# Benchmarking investigations are focused solely on operations showing a
performance gap.

B Benchmarking is something that needs to be done occasionally and can be
accomplished quickly.

B There is a single company, somewhere, most like my firm, only much better,
that is “the benchmark.”

BB Staff organizations cannot be benchmarked.

8 Benchmarking is a target-setting stretch exercise.

B Benchmarking can most effectively be accomplished through third party
consultants.

M It is not obvious what should be benchmarked for each business unit.

B Processes don’t need to be benchmarked.

B Internal benchmarking between departments and divisions has only minimal
benefits.

# There is no benefit in qualitative benchmarking.

B Benchmarking is comparing an organization to the dominant industry firm
and emulating the firm six months later.

Source: Adapted from Camp, R. C. Benchmarking: The Search for Industry Best Practices that Lead
to Superior Performance. Milwaukee: ASQC Qualiry Press. 1989.

TABLE 9-5
Success FACTORS FOR THE BENCHMARKING PROCESS

H A strong commitment to benchmarking from management

M A clear HR understanding of present practices as a basis for comparison to
best practices

B A willingness to change HR practices based on benchmark findings

B A realization that competition is constantly changing and there is a need 10
plan ahead on the trend line

Bl A willingness to share information with benchmark partners

B The concentration of organizations that are recognized leaders in HR

B Adherence to the benchmarking process

B A continuous benchmarking effort
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Part IV
Data Analysis and Presentation

CHAPTER TEN

Human Resources Costs

Top management often asks important cost and investment questions. How
much does the employee assistance program cost our organization? Are we
spending more on benefits than our competitors? Are our payroll costs as a per-
cent of operating expense higher than others in the industry? How much has our
new employee empowerment program cost us in the past two years? Finding
answers to these questions may not be easy in many organizations. Cost moni-
toring and cost tracking have not always been a top priority among human
resources, and consequently, cost data has not always been available or accurate.

The cost of maintaining an organization’s human resources is increasing. As
top executives stretch resources to fund HR programs, it is imperative that they
know where the money is spent and for what purposes. This chapter explores the
rationale for identifying, monitoring, and managing costs as well as specific
methods and techniques for classifying, allocating, and reporting those costs.
Although the methods must be tailored to the organization, several general prin-
ciples and guidelines can be useful for any organization.

DEVELOPING COSTS

Three broad categories of HR costs must be developed, monitored, and man-
aged in the organization. The first group involves the direct cost of maintaining
employees, and the largest component of this goes to direct salaries and benefits
of employees. Unless these staffing costs are monitored and managed closely. the
organization can become bloated. inetficient. and uncompetitive. Another impor-

250
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tant cost is the cost of maintaining the HR function in the organization. This
includes the direct cost for all the HR programs as well as HR department
expense. HR department staffs have increased, and consequently. the costs of HR
programs have increased. The use of outside services has grown dramatically,
resulting in increased cost. Finally, the third category is the cost savings that
result from the implementation of many HR programs. These impact costs are the
costs that are usually not tracked or monitored by HR. but often can represent the
most important data to track.

Figure 10-1 shows the relationship of these cost items. The HR department
costs are those costs that are associated with the programs and are applied to all
employees. The employees represent the largest cost item in most organizations.

HR HR
Program Employee | Program Impact

Cost Costs Cost Savings

Y

FIGURE 10-1. DYNAMICS OF HR COSTS.

The implementation of HR programs should realize a cost savings, usually called
an impact cost. For example, the HR department may initiate a program on absen-
teeism prevention. The expenditures associated with the program are HR depart-
ment costs which must be tracked and monitored. The program would have an
impact on the overall employee cost because lower absenteeism would lower the
payroll costs. Some organizations hire additional employees to cover excessive
absenteeism. The amount of cost saved is calculated and reported as an impact
cost, the cost of the reduced absenteeism. These three cost categories are covered
in more detail in this chapter, although additional information on impact costs is
covered in the next chapter.

Rationale for Developing Costs

Tracking and managing HR costs are important to an organization’s success.
There are at least nine important reasons for monitoring HR costs. Collectively,
they provide a convincing argument for developing a cost tracking system or tak-
ing a renewed look at improving the present HR costing system. For some orga-
nizations, all of these factors may not be applicable.

M To determine the total HR expenditures. Every organization should know
the approximate total HR expenditures. Although this appears to be funda-
mental. many HR managers still do not know what the organization spends
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on HR. Total expenditures include costs such as salaries, employee benefits,
facilities expense, and other general overhead. A few organizations calculate
this expenditure and make comparisons with other organizations, although
comparisons are difficult to achieve because of the different bases for cost
calculations. Some organizations calculate HR costs in a variety of ways
such as unit labor costs, and they set targets for cost performance. An effec-
tive cost data collection system enables an organization to calculate the
magnitude of total expenditures and helps top management answer two
important questions:

W How much does the organization spend on its human resources?
B How much should it spend on its human resources?

The answers to both questions are important.

B To determine the relative cost of each individual HR program. The HR

department should know which programs are the most cost effective. Mon-
itoring costs by program allows the HR staff to evaluate the relative cost of
a program and determine how costs change. If a program costs more than in
previous time periods, it might be appropriate to re-evaluate its impact and
overall success. It may be useful to compare specific components of costs to
similar internal programs or programs in other organizations. The cost per
participant for one program could be compared to the cost per participant for
a similar program. Large differences may signal a problem, although there
may be legitimate reasons for the differences. For example, it may be help-
ful to know why recruiting a new programmer costs $2,000 more than
recruiting a sales representative. Also, costs associated with items such as
program development, program implementation, or other categories could
be compared with other programs in the organization and may lead to the
development of cost standards.

H To predict future program costs. Historical costs provide a foundation for

predicting future costs. Cost data from a previous program help develop
standardized data to use in estimating the cost of new or proposed programs.
Sophisticated cost models provide the capacity to estimate or predict costs
with a reasonable accuracy.

M To calculate benefits versus costs for a specific program. Probably the

most increasingly common and significant reason for collecting costs is to
prepare data to use in a benefits-versus-costs comparison for a program.
Cost data takes on the same importance as the data that determines the eco-
nomic benefits of a program. This approach views HR expenditures as
investments, with a potential return.
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H To improve the efficiency of the HR department. Controlling costs is an
important management function. and HR should not be exempted from this
responsibility. HR managers must be able to monitor and control the costs of
developing and delivering programs. Most HR departments have monthly bud-
gets that project costs by various accounts and. in some cases, by project or
program. Cost reports that show how the departiment is doing are tools to spot
problem areas and take corrective action when necessary. From a practical
management issue, the accumuiation of cost data is a necessity. Some costs
serve as efficiency measures for HR departments and ultimately help to
evaluate the HR function. The cost per hire, cost per EAP participant, health
care cost per employee, and cost per grievance are examples of measures
that can serve as indices for tracking efficiency of various HR functions.

H To evaluate alternatives to a proposed HR program. Realistic cost data
provides management with data to estimate the cost of a proposed program.
The data can be used to evaluate the cost effectiveness of alternatives to a
particular program. Consider an example involving the decision of whether
to use an external employment agency or the internal recruiting capability.
A complete analysis of recruiting costs will reveal precisely the cost per hire
for internal efforts. This cost can be compared with cost from agencies or
other external sources. Of course, quality and policy decisions may enter the
process and may affect the ultimate decision. However, it is important to
obtain direct cost comparison and then factor in the qualitative factors.

H To plan and budget for next year’s operations. Another reason for track-
ing HR costs is to prepare for next year’s operating budget. The operating
budget usually includes all HR costs such as salaries and benetits, although
those expenses may be charged to other departments. Collecting current
costs is usually the first step in developing a budget. Inrecent years. the bud-
geling process in many organizations has been more closely scrutinized and
become more sophisticated. The days of adding a percentage increase to last
year's budget is. for the most part, gone. HR departments are asked to exam-
ine their activities and programs carefully when preparing the budget. A few
departments operate on a zero-based budget in which each activity must be
justified during the budgeting process. This type of budget assumes no car-
ryover expenses into the next year based on the previous year's activity. This
process can be used as the basis for setting priorities for next year's efforts.
Proposed projects and their costs are reviewed by top management, and their
approval of specific projects lets the HR department focus on the most
important efforts for the coming year.

B To develop a marginal cost pricing system. HR expenditures are impor-
tunt when developing marginal cost pricing strategies. In order for manage-
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ment to consider a HR program involving new organizational strategies,
they must be apprised of the cost for each strategy. Several organizations
developed standard cost data that can easily fit into expansion plans,
changes in procedures or policies, and changes in products or services. For
example, calculating the costs of employee benefits as a percent of payroll
costs is a standard cost item that allows organizations to quickly factor the
investment in human resources into business decisions.

M To integrate data into the human resource information systems. An HR

department should collect cost data as part of existing databases for the
human resources information system. These databases provide information
on the contribution of human resource practices to the profitability of the
organization.

In conclusion, these nine factors provide convincing rationale for collecting
cost data. They clearly show why these data are necessary and why HR depart-
ments should collect and monitor HR costs. However, in many organizations this
type of data is either inaccurate or not available.!

General Considerations

Whether an organization is developing a new cost system or modifying an
existing one, several factors about costs are worth considering. This helpful
advice to HR professionals includes:

M Collect costs even if they are not utilized in HR measurement and evalu-

ation. Too often, an HR department will neglect to accurately collect and
report costs because they will not be used directly in evaluation. Cost data rep-
resent useful management tools and are necessary in an effective organization.

M Costs may not be precise. An accurate assessment of all costs associated

with a program is almost impossible. With so many hidden costs and cost
allocation schemes, it is difficult to develop a completely accurate picture of
costs. A lack of precision should not discourage staff members from attempt-
ing to monitor and collect costs. A reasonably accurate cost estimate is better
than no cost estimate. If used in measuring the contribution, the costs are
probably more accurate as the economic value of program benefits.

M Use a practical approach in building a system. The HR department must

define the purposes for developing a cost system before it is designed.
Tradeoffs in accuracy versus the feasibility of maintaining the system will
be necessary. Also, the organization should not be burdened with additional
paperwork, calculations, and other analyses that can become unproductive
and may not add to the precision of cost data. A system is needed that is sim-
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ple yet accurate, easy to administer, and easy to understand by those who
use it. If possible. it should be a part of current systems in use. Some account
categories will be different, but the manner of collecting, compiling, storing.
and reporting data should be consistent with established practices within the
organization.

B Use caution when reporting cost data. Taken out of context and without
proper explanations. cost data might be frightening to top management and
disastrous for an HR manager. An example of the misuse of cost data comes
from the U.S. General Accounting Office (GAO). The GAO examined the
training provided to auditors of the Internal Revenue Service and conclud-
ed that training cost the federal government as much as $6.5 billion in lost
revenue.> The GAO calculated this figure by estimating the revenue that
would have been brought in by experienced auditors who were taken off the
job to train new employees. The GAO investigated the costs of training
1,103 new employees the IRS hired for five offices in the U.S. It figured that
the lost revenue was $840 million from those offices. It arrived at the $6.5
billion figure by multiplying its figures to account for the 7,300 people the
IRS hired nationwide during that time.

These costs, which were reported to the press, had one major flaw. The
GAO did not bother to calculate the long-term benefits of providing training
to new employees who presumably could go back to the job and bring in
even more revenue. They examined only the cost side of the ledger and not
the benefits. The GAO report concluded that it is essential for the IRS to
explore alternatives to its present training programs. The moral of this story:
If the costs of a program are reported, the benefits should be reported even if
they are estimates; otherwise, a program can appear prohibitively expensive.

H The effort to set up a cost system is extensive. Most organizations use a for-
mal cost accounting system designed to accumulate cost by department, sec-
tion, product line, and other categories. This type of system is usually adequate
for collecting much of the cost data necessary for developing HR program
costs. However, if a system is not in place, the effort to develop one is signifi-
cant. and will usually involve input from the finance and accounting sections.
This substantial effort must be fully recognized at the beginning of the project.

EMPLOYEE COSTS

Few organizations would survive without tracking direct employee costs,
reported either as payroll, average unit labor costs, or total costs of employees.
This critical data must be used regularly to manage the organization efficiently.
Fully loaded costs of maintaining employees should be reported in meaningful
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ways in order to make comparisons with other organizations, particularly those in
the same industry. This section briefly outlines these major cost elements.

Direct Compensation

The largest portion of these costs are the wages and salartes paid directly to
employees. They are tracked in every organization. Direct compensation also
includes various incentives and bonuses, as well as deferred compensation. All of
these costs must be included in the total direct payroll cost. Salaries and wages
are usually available directly from the payroll system, while some bonuses.
incentives, and possibly deferred compensation may be stored on other systems.

Benefits

Few items connected with overall employee costs have increased as dramatical-
ly as the cost of employee benefits. Benefit costs as a percent of payroli have risen
steadily since their inception in the early 1920s and now hover around 40 percent.’
Recently efforts have been made to contain health care and rising retirement plan
costs. Still, these costs are significant and must be monitored, controlled. and man-
aged. An important challenge to HR professionals is to determine exactly what
should go into the cost component. Some benefits such as health plans, retirement
plans, life insurance programs. and holidays. are clearly included. Other benefits
are more difficult to fump in the total. Free parking. subsidized cafeteria. educa-
tional programs, and credit union are sometimes omitted from benefit calculations,
but should be included in total benefit costs. Also. to have an accurate estimate of
the fully loaded costs, the cost of administering the benefits must be included.
These costs include the salaries and direct and indirect expenses of the benefits staft
as well as costs for outside services related to benefits administration.

Several measures are available to compare benefit costs. The United States
Chamber of Commerce, the International Foundation of Employee Benefits. and
the Society of Human Resource Management (all based in the Washington, D.C.
area) offer national surveys of employee benefit costs. Also. in many areas, region-
al surveys are available. One or more of these surveys can be used as a comparison
so that the internal cost figure can be adjusted to match the external number.

Direct and Indirect Support

In addition to salaries and benefits, direct expenses related to staffing are sig-
nificant and should be included in the total employee cost. These include items
such as the cost of maintaining an office or workstation for the employee. the cost
of equipment such as telephone. calculator. computer, fax machine. and miscel-
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laneous costs such as travel, direct oftfice supplies. and office support. These fig-
ures are easily tabulated but, unfortunately, are not monitored in a total amount in
many organizations.

Indirect costs related to employment are also significant. and include the costs
for support staff, division or corporate overhead, as well as cost of employee
facilitics such as break rooms and cafeterias. These costs should be calculated or
estimated and included as a percent of direct compensation to develop the fully
loaded costs.

HR PROGRAM COSTS

There are two basic ways HR department costs can be classified and moni-
tored. One is a cost accounting classification that contains expenditures such as
labor, materials, supplies and travel. The other classification is by total program
cost broken down into categories of the HR process such as program develop-
ment, implementation, and monitoring. An effective system will monitor costs by
account categories, but it will also include a method for accumulating costs by the
HR process category. Many systems stop short of this second step. While the first
grouping can sufficiently determine the total cost of an important item such as
travel and consulting expenses, it does not provide for program accountability or
indicate areas in which costs might be excessive by relative comparisons of pro-
grams. For example, the implementation costs of a productivity improvement
program in one division should be compared to the same cost category in anoth-
er division.

Developing a Classification System

When developing an HR classitication system. the following steps ensure that
the system provides the information needed:

B Define which costs will be collected. A system of cost classification may be
subject to several interpretations. All relevant costs must be identified. Cost
accounts should be clearly defined to reduce possible errors made in misclas-
sifying costs. There should be little doubt where an item should be charged
(i.e.. oftice supplies or duplication). Also, the various process categories should
be clearly defined so that items can be properly grouped into those accounts.

W Assign the responsibility for developing the system. Because the imple-
mentation of a costing system involves the input of others, responsibilities
of each individual or department should be detailed to reduce delays in
implementation and errors in the final product.
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H Review the current expense account classifications. Each account cate-
gory should be clearly defined and developed consistent with the organiza-
tion’s current chart of accounts and in a manner that will ease the applica-
tion and use of the system. The classifications should be practical and
should describe the types of costs that make up each account.

H Develop the HR program classifications. Appropriate detail needed for
dividing costs into each of these different categories should be developed.
Each process category should be clearly defined so that those employees
using the system will place the expenditure in the proper category and
charge it to the proper account number.

Bl Use standard cost data when appropriate. There are many situations where
standard cost data may be useful. Standard costs can save time and improve
the accuracy of total cost calculations. An example of standard cost data is the
percent of payroli for employee benefits. Another example is the average per
diem for participants when attending an out-of-town HR program.

H Carefully select data sources. A valid data source is critical to the costing
system. The source must be readily available, ideally from an existing sys-
temn. It should be consistent with any other reports of the saume data. Typical
data sources are payroll records, budget reports, standard cost reports, trav-
cl expense records, purchase orders, and petty cash vouchers.

B Computerize the system. The cost accounting system should be computer-
ized to track HR program costs and analyze them efficiently. Using com-
puters will ease the implementation and the acceptance of such a system as
well as improve this accuracy.

These steps make the development of a costing system easier. They also help
ensure that the system is implemented smoothly and on a timely basis.

Process Classiftcations

Table 10-1 shows four different methods of developing process categories for
HR costs. Method A uses only two categories: support costs and operating costs.
Operating costs include all expenses involved in implementing and conducting
the HR program; whereas, support costs include all administrative, overhead,
development, analysis, or any other expenditures not directly related to program
implementation. While this method of categorization is simple, it does not pro-
vide enough detail to analyze costs. Method B provides a little more detail
because costs are divided into three categories. This is more useful than Method
A, but does not provide information on program development/acquisition costs.
Method C provides for development costs as a separate item, It still falls short of
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TABLE 10-1
HR PROCESS CATEGORIES FOR COSTS

A 8
Support Costs Participant Costs
Operating Costs Administrative Costs

Implementation Costs

C D
Analysis Costs Analysis Costs
Development Costs Development/Acquisition Costs
Administrative Costs Implementation Costs
Implementation Costs Operating Costs

Evaluation Costs

what possibly is a more ideal situation because it does not allow for tracking
operating or evaluation costs. Method D represents a more appropriate HR
process cost breakdown: analysis, development/acquisition, implementation,
operating, and evaluation. Administrative costs are allocated to some or all of
these areas. These process breakdowns in Method D are defined below.

Analysis cost. All of the costs associated with initial problem identification,
needs analysis, development of objectives, selection of participants, and prepara-
tion of an initial program proposal should be included in the analysis costs. Typ-
ical costs that are a part of the analysis include consulting fees, special equip-
ment, software packages for analysis, printing materials for surveys and reports,
and salaries and benefits of those involved in analysis. These costs are often
ignored as a group, but should be tracked and monttored, not because they may
be excessive and must be reduced. but because tracking them will show manage-
ment and the HR staff exactly what was spent on analysis. They are often lower
than expected.

Development/acquisition cost. Costs related to the design. purchase, and/or
development of the program are included in this cost category. These include the
costs for designing specifications, developing program materials, preparing
brochures, using external consultants for program development and any other
costs associated with developing the final product. If a program is purchased from
a vendor. the initial purchase fees and costs are included in this category. (Per par-
ticipant charges for materials or royalties are included in the implementation cat-
egory.) Because development costs are usually substantial, the HR staft must
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decide whether these costs should be spread over the life of the program or con-
sidered a one-time charge-off in the first weeks or months of the program. This
issue should be discussed with appropriate finance and accounting staff.

Implementation cost. All costs associated with introducing, implementing,
and conducting the program should be included in this category. Typical cost
items included travel and lodging for participants to attend meetings, salaries and
expenses of participants and others involved directly in the program, materials
and supplies for the program introduction, and other direct expenses associated
with the program’s initial implementation. For education and training programs,
all delivery costs are included in this category.

Operating cost. Following implementation. routine costs associated with
operating and maintaining the program for its duration are collected as operating
expense. This category represents all expenses necessary to keep the program
operational, including salaries and benefits of individuals who supervise, admin-
ister, or coordinate the program, salaries and benefits of participants for the time
they are involved in the program, and various support services and materials nec-
essary to keep the program operational. These costs may include administrative
expenses or external fees and expenses.

Evaluation cost. The last category includes all costs associated with measure-
ment and evaluation of the program. This category includes instrument design,
follow-ups, data analysis and report development for management. If a pilot test
is conducted, those costs would also be included. As with analysis, these costs are
sometimes lower than expected.

Expense Account Classifications

The most time-consuming step in developing an HR cost system is defining and
classifying the various HR expenses. Many of the traditional expense accounts,
such as office supplies and travel expenses, are already a part of the existing
accounting system. However, expenses unique to the HR department may have to
be added to the system. The system design will depend on the organization, the
type of programs in place, and the limits imposed on the current cost accounting
system, if any. Also, to a certain extent, expense account classifications will
depend on how the HR process categories are developed. A description of all the
expenses necessary for a system is inappropriate; however, an example may be
useful to illustrate how one classification was established. Table 10-2 shows an
expense account classification system in one large organization. Each account is
defined and assigned an account number. Additional accounts might make the sys-
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TABLE 10-2
HUMAN RESOURCE EXPENSE ACCOUNT CLASSIFICATIONS

0t

Salaries and Benefits—HR Personnel
Includes the salaries and employee benefit costs for HR personnel.
(2—Salaries and Benefits——Other Company Personnel
Includes the salaries and employee benefit costs for other company personnel.
Salaries and Benefits—Program Participants
Includes the salaries and employee benefit cost for program participants.
(04—Payments to Employees
Includes all payments made directly to employees for benefits, bonuses,
and awards.
05—Taxes—Employee
Includes taxes paid to local, state, and federal authorities for employees.
06—Meals, Travel, and Incidental Expenses—HR Personnel
Includes meals. travel, and incidental expenses of HR department employees.
(7—Meals, Travel, and Accommodations—Program Participants
Includes meals, travel accommodations, and incidental expenses for partic-
ipants in HR programs.
08—OfTice Supplies and Expenses
Includes expenses incurred for stationery, office supplies and services, sub-
scriptions, postage, telephone, and fax.
09—Program Materials and Supplies
Includes the cost of materials and supplies purchased for specific programs
and includes such items as videos, binders, hand-out materials, and pur-
chased programs.
10—Printing and Reproduction
Includes expenses incurred for printing and reproduction of all material.
I 1—OQOutside Services
Includes the cost incurred for fees and expenses of outside corporations,
agency. institutions. or individuals other than company personnel who
perform special services such as management consultants and professional
instructors.
12-——Equipment Expense Allocation
Includes that portion of original equipment cost allocated to specific HR
programs. including computers.
13—System Expenses
Includes charges for computer and systems services.
14—Equipment—Rental
Includes rental expenses for equipment used in administrative work and
HR programs.

03

(continued en next page)
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TABLE 10-2 CONTINUED
HUMAN RESOURCE EXPENSE ACCOUNT CLASSIFICATIONS

15—Equipment—Maintenance
Includes expenses incurred in repairing and servicing company-owned
equipment and furniture.
16—Registration Fees
Includes employee registration fees and tuitions for seminars and confer-
ences paid for by the company and membership dues and fees in trade,
echnical, and professional associations paid by the company for employees.
17—Facilities Expense Allocation
Includes an expense allocation for use of a company-owned facility for
conducting an HRD program.
|8—Facilities Rental
Includes rental payments for facilities used in connection with an HRD
program.
19—General Overhead Allocation
Includes general overhead expenses prorated to each HRD program.
20—Other Miscellaneous Expenses
Includes miscellaneous expenses not provided for elsewhere.

tem more precise and avoid misallocation of expenses. However, from a practical
standpoint, this classification seems to be adequate for most analyses of HR costs.

Cost Classification Matrix

A final step in the classification process is to define the types of costs in the
account classification system that normally apply to the process categories. Table
10-3 presents a matrix that allows for this comparison. Account classifications
represent the categories for accumulating all HR-related costs in the organization.
The costs, which normally are a part of a process category, are checked in the
matrix. Each member of the HR staff should know how to charge expenses prop-
erly. For example, the HR department may rent equipment to use in the develop-
ment and implementation of a program. Should all or part of the cost be charged
to development or to implementation? Costs should be allocated in proportion to
the extent the item was used for each category.

Cost Accumulation
With expense account classifications clearly defined and the HR process cate-

gories determined. it becomes an easy task to track costs on individual programs.
This can be accomplished through the use of account numbers, project numbers, and
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TABLE 10-3
COST CLASSIFICATION MATRIX

263

HR PROGRAM CATEGORIES

EXPENSE DEVELOPMENT/
ACCOUNT CLASSIFICATION ANALYSIS ACQUISITION IMPLEMENTATION OPERATING EVALUATION
01 —Salaries and Benefits—

HR Personnel X X X X
02—Salaries and Benefits—

Other Company Personnel X X X
03-—Saluries and Benetits—

Program Participants X X
04—Payments to Employees X X
0S—Taxes—Employee X X
06—Meals. Travel. and

Incidental Expenses.

HR Personned X X X X
07—Meals. Travel, and

Accommadations—

Program Participamts X X
08—Oftice Supplies and

Expenses X X
09—Program Materials and

Supplies X X
10—Printing and Reproduction X X X X
H—Outside Services X X X
12—Equipment Expense

Allocation X X X X
1 3—System Expenses X X X X
14—Equipment—Rentad X X X
I S—Equipment—Muaintenance X
16—Registration Fees X
1 7—Facilities Expense

Allocation X X
18—Tacilities Rentat X X
19—General Overhead Alocation X X X X
20—Other Miscellancous Expenses X X X X

a PC-based system. An example will illustrate the use of these numbers. A project
number is a three-digit number representing a specific HR program. For example:

Recruiting

110

Employee assessment and testing 115
New employee orientation

Minority engineering program

112
118

Numbers are assigned to the HR process categories. Using the example pre-
sented earlier. the following numbers are assigned:
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Analysis [
Development 2
Implementation 3
Operation 4
Evaluation 5

By adding the numbers assigned to the expense account ciassifications, an
accounting system is complete unless other requirements from the existing sys-
tem must be met. For example, if brochures are printed for the minority engi-
neering program, the appropriate charge for that reproduction is 10-3-118. The
first two digits denote the account classification, the next digit the HR process
category, and the last three digits is the project number. This system enables easy
accumnulation and monitoring of HR costs. Total costs can be presented by:

B HR program (minority engineering program)
B process (implementation)
W expense account classification (printing and reproduction)

Cost Estimation

With procedures in place to classify. develop, and monitor HR-related costs.
comparing costs with the budget or with projected costs is easy. However, a sig-
nificant reason for tracking costs is to predict the cost of future programs. This
task is usually accomplished through a formal method of cost estimation unique
to the organization.

Some organizations use PC-based cost estimating worksheets to arrive at the
total cost for a proposed program. Table 10-4 shows an example of a cost esti-
mating worksheet to calculate costs for analysis, development/acquisition, imple-
mentation, operating, and evaluation. In addition to these worksheets. current
charge rates for services, supplies, and salaries are available. These data become
quickly outdated and should be prepared periodically as a supplement.

An effective way to predict costs is to analyze historical costs; that is, to track
the actual costs incurred in all phases of a previous program from analysis to eval-
uation. This approach shows the amount of money spent on a program as well as
the amount spent in the various categories. Until adequate cost data are available,
it is necessary to use the detailed analysis in the worksheets for cost estimation.

In some organizations, a cost model might be appropriate for analyzing and
estimating costs. A model is a simplified representation of a real-world situation
that stimulates the behavior of HR costs under various specified conditions. It is
a step-by-step procedure that cnables the user to predict the cost of a proposed
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TABLE 10-4
COST ESTIMATING WORKSHEET

Analysis Costs Total
Salaries and Employee Benefits—HR Staff
Meals, Travel. and Incidental Expenses
Office Supplies and Expenses
Printing and Reproduction
Outside Services
Equipment Expenses
System Expenses
General Overhead Allocation
Other Miscellaneous Expenses
Total Analysis Cost

ARRREERRE

Development/Acquisition Costs Total
Salaries and Employee Benefits
Meals, Travel, and Incidental Expenses
Office Supplies and Expenses
Program Materials and Supplies
Videotape
CD-ROMs
Artwork
Manuals and Materials
Other
Printing and Reproduction
Outside Services
Equipment Expense
System Expenses
General Overhead Allocation
Other Miscellaneous Expense
Total Design and Development Costs

A

NRRE

Implementation Costs Total
Participant Costs
Salaries and Employee Benelits
(No. of Participants X Avg. Saluary X Employee
Benefits Factor)
Meals, Travel, and Accommodations
(No. of Participants X Avg. Daily Expenses X Days of
Program)
Program Materials and Supplies

tcontinmed on next page)
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TABLE 10-4 (CONTINUED)
CosT ESTIMATING WORKSHEET

Participant Replacement Costs (if applicable)
Lost Production (Explain Basis)
Facilitator Costs
Salaries and Benefits
Meals, Travel and Incidental Expense
Outside Services
Facility Costs
Facilitites Rental
Facilities Expense Allocation
Equipment Expense
General Overhead Allocation
Other Miscellaneous Expense
Total Delivery Costs

Operating Costs
Participant Costs

Salaries and Employee Benefits

Taxes—Employee

Payment to Employee

Meals, Travel, Accommodations
Office Supplies and Expenses
Program Materials and Supplies
Printing and Reproduction
Outside Services
Program Coordination

Salaries and Employee Benefits

Meals, Travel, and Incidental Expenses—HR Personnel
Equipment Expense Allocation
Equipment—Rental
Equipment—Maintenance
Facilities Expense Allocation
Facilities Rental
General Overhead Allocation
Other Miscellaneous

Total Operating Costs

Evaluation Costs
Salaries and Employee Benefits—HR Staff
Meals, Travel, and Incidental Expense

.

[

Total

RERR

ARRERE

Total

y

{continwed on next page)
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TABLE 10-4 (CONTINUED)
COST ESTIMATING WORKSHEET

Participant Costs

Office Supplies and Expense

Printing and Reproduction

Outside Services

Equipment Expensc

Systems Expense

General Overhead Allocation

Other Miscellaneous Expenses
Total Evaluation Costs

TOTAL PROGRAM COSTS

NENRRRRER

HR program or, in the absence of accurate accounting data, to construct the cost
of a program already conducted.*

IMPACT COSTS

Cost reduction or containment is often a goal of HR programs. In these cases,
an important task is to determine the specific amount of cost savings or contain-
ment with each output variable. While the conversion of the outputs of HR pro-
grams to monetary units are covered in the next chapter, this final section illus-
trates the potential of HR impact costs in organizations.

Turnover

Few variables linked with HR programs are as important as turnover. Several
types of programs including training, recruiting, employee relations, compensa-
tion, and benefits are aimed at reducing turnover. One reason for the significant
attention to this variable is the tremendous cost for an excessive turnover rate. In
some organizations, turnover has been estimated to cost as much as three times
the annual base salary of the employee.” This figure becomes staggering when
several hundred employees leave unexpectedly during the course of the year. In
one financial services company, the cost of annual turnover for branch managers
was estimated to be $10,000,000.° Many studies and cost estimates of turnover
are documented in HR literature.

Absenteeism

As with turnover. absenteeism can be a chronic problem of organizations. It not
only results in significant costs, but results in many inconveniences and irritations
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along the way. When an employee unexpectedly does not show up for work, a
variety of events or activities must take place. While each of these items will vary
considerably with the setting and organization, an increase in cost from absen-
teeism usually results. Several HR programs, ranging from supervisory training to
motivational efforts, are aimed at reducing absenteeism and its corresponding cost
reduction. Often, estimating the cost of absenteeism is difficult. One recent study
by the commerce clearing house places the cost of absenteeism at between $247
to $534 per employee per year.” A reduction of one percentage point (e.g., 7 per-
cent to 6 percent) can represent a significant cost savings in a large organization.

Grievances

In both unionized and non-union plants, the cost of grievances can be signifi-
cant and consequently should be monitored regularly. Excessive gricvance rates
bog down the organization, diverting productive time to unproductive activities to
resolve differences. In addition to these costs. external costs are associated with
grievances and sometimes include settlements and back pay. Many labor relations
programs are aimed at grievance reduction and have shown dramatic results.®

Safety and Health

Safety and health problems are usually expensive for the organization in terms
of direct costs of accidents and increased insurance premiums. In addition. exces-
sive accidents and health problems can lower productivity and quality and reduce
morale. Many HR programs focus on the reduction of accident frequency rates.
OSHA incidence rates, and strive for improvement in a healthy work environ-
ment. The results represent important cost savings as well as other benefits.”

Job Dissatisfaction

Job dissatisfaction is directly related to turnover. As employees become more
dissatisfied with their jobs, they are more likely to leave. Excessive job dissatis-
faction can also hamper recruiting, further adding to costs. A variety of HR pro-
grams are designed to improve employee satisfaction, and they have achieved
excellent results.'” Employee benefits, career development, job redesign. and
employee relations programs often include job satisfaction as one of their objec-
tives. While the costs are difficult to pinpoint. there have been some attempts 1o
estimate them."!
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Customer Dissatisfaction

With the increased focus on customer-driven organizations, HR programs
often are implemented to directly link to this important output variable. The cost
of a dissatisfied customer has been an important topic in many quality control and
total quality management programs.'’> Because of its importance, this issue is
covered in more detail in the next chapter.

SUMMARY

This chapter presented information necessary to develop a cost system to accu-
mulate, monitor, and report the costs of HR programs. Cost information is neces-
sary even when it is not used directly in program evaluation. When information
is collected for evaluation, it can also be used in analysis.

HR costs can be divided into three categories. The first category represents the
total cost of an organization’s employees, which is usually large and consequent-
ly must be properly managed. The second category is the HR department’s actu-
al expenses for staff and programs, which is usually under the direct control of
the HR staff and must be properly classified, collected, monitored and reported to
ensure an efficient HR delivery system. A final category, HR impact costs, repre-
sents the opportunity for HR programs to reduce or contain important costs in the
organization.
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CHAPTER ELEVEN

Data Analysis and
Interpretation

Most HR professionals will agree that data analysis and interpretation is one of
the most confusing tasks of the measurement and evaluation process. This con-
fusion often results from misunderstanding the techniques and procedures
involved as well as fear of statistics and data anaiysis. This chapter expiores these
issues in four parts, using a simplified, jargon-free approach. Figure 11-1 illus-
trates these four parts. The first part of the chapter addresses the critical issue of
isolating the impact of an HR program. In almost every situation, other important
variables will influence the impact of an HR program, and these factors must be
taken into account. The second part of the chapter discusses converting data to
monetary values. It is one thing to collect the data, but it is a different process to
assign a monetary value to it. This process alone keeps many HR professionals
from following through with a cost/benefit analysis. Statistical techniques, cov-
ered in the third part of the chapter, are extremely important in summarizing data
and calculating relationships between groups of data. When presented in a sim-
plified, straightforward manner, statistics can be very understandable and helpful
for HR practitioners. In this part, references to other works provide more detail
for the serious student of statistical analyses. The final part focuses on calculat-
ing the actual return on investment (ROI). and presents common approaches to
calculate values that can be used in comparison with other types of investment.

m
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FIGURE 11-1. CALCULATING THE HR CONTRIBUTION.

In many situations, the cost of the program must be compared with the benefits:
therefore. monetary benefits should be itemized and reported. The chapter pre-
sents general cautions throughout to keep the HR professional from straying into
unknown or murky waters.

ISOLATING THE EFFECTS
OF THE HR PROGRAM

The situation is often repeated. A performance improvement is noted after a major
HR program has been implemented. The two events appear to be related. A key
executive asks “How much of this improvement was due to the HR program?” This
potentially embarrassing question is often asked but rarely answered with any degree
of certainty by the HR staff. While the change in performance may be related to the
program, other factors may also have contributed to the improvement. The program
is only one of many variables that can influence performance. This section explores
several techniques that can be used to answer the question “What impact did the HR
program have on performance?” with a much greater degree of certainty.

Identifying Other Factors: A First Step

As a first step in isolating HR’s impact on performance. the HR staff should
attempt to identify all the key factors that could have contributed to the improve-
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ment. This step communicates to interested parties that other factors may have
influenced the results and emphasizes that the HR program is not the sole source
of improvement. Consequently, the credit for improvement is shared with sever-
al possible variables and sources——an approach that is likely to gain the respect
of management.

There are several potential sources for identifying major influencing variables.
HR program participants are usually aware of other influences that may have
caused performance improvement. After all, it is the output of their collective
efforts (output, quality, costs, or time) that is being monitored and measured. In
many situations, they may have witnessed previous movements in performance
measures and can pinpoint the reasons for improvement. Program designers and
developers are another source for identifying variables that have an impact on
results. They may have noted these influencing variables during needs analysis
and program development. In some situations, supervisors of participants may be
able 1o identify variables that influenced the performance improvement. This is
particularly useful when program participants are nonexempt employees (opera-
tives), who may not be fully aware of the variables that can influence perfor-
mance. Finally, middle and top management may be able to identify other influ-
ences. Perhaps they have monitored, examined, and analyzed the variables
previously.

Taking the time to carry out this step creates additional credibility for the
process by focusing attention on other variables that may have influenced per-
formance. It moves beyond the scenario in which results are presented with no
mention of other influences. a situation that often destroys the credibility of the
analysis. It also provides a foundation for some of the strategies described next,
by identifying the variables that must be isolated to show the effects of the HR
program.

Use of Control Groups

The most credibie approach for isolating the impact of an HR program is the use
of control groups in an experimental design process. This approach involves an
experimental group that has the benefit of the program and a control group that does
not have the program. The composition of both groups should be nearly identical
and. if feasible, the selection of each group should be on a random basis. When this
is possible, and both groups are subjected to the same environmental influences, the
difference in the performance of the two groups can be attributed to the HR pro-
gram. Chapter 6 presented more detail on the control group arrangement.

Control group arrangements show up in many settings. One example is a Fed-
eral Express analysis that used control groups in measuring ROL' The study
focused on 20 employees who went through the company’s two-week training
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program soon after being hired to drive company vans. The employees’ perfor-
mance was compared with a control group of 20 other new hires whose managers
were told to do no more (or less) on-the-job training than they normally would.
Performance was tracked for the two groups for 90 days in categories such as acci-
dents, injuries, time-card errors and domestic airbill errors. The 10 performance
categories were assigned dollar values by experts from engineering, finance, and
other groups. The results showed a 24 percent return on the investment.

Because this is the most effective approach for isolating the impact of an HR pro-
gram, it should be used for programs that represent a significant expenditure, have a
wide exposure, and are closely linked to organizational objectives. In these situa-
tions, it is important that the analysis of the program impact be highly accurate. Pro-
gram implementers must clearly understand the research design process and the role
of their efforts in the process. Most participants are willing to participate in an exper-
iment when they understand its purpose and see the value of their participation.

Trend Line Analysis

Another useful technique for approximating the impact of some HR programs
is trend line analysis. In this approach, a trend line is drawn on a graph from a point
that represents the beginning current performance level of participants and extends
to a point that represents the anticipated performance level without the HR pro-
gram. Upon completion of the HR program the actual performance of employees
is compared to the level the trend line predicted performance would be without the
HR program. Any improvement of performance above what was predicted can
then be reasonably attributed to the HR program. While this is not an exact
process, it provides a reasonable estimation of the impact of an HR program.

Figure 11-2 shows an example of this trend line analysis taken from an elec-
tronics manufacturer. The data is slightly exaggerated to illustrate the process.
The reject rate for defective components is presented before and after an HR pro-
gram that was conducted in July. As shown in the figure, there was already a
downward trend on the reject rate prior to conducting the program. Although the
program apparently had a dramatic effect on the reduction of rejects. the trend
line shows that reject rate reduction would have continued, based on the trend that
had been previously established. It is tempting to measure the improvement by
comparing the average six-month reject rate prior to the program to the average
six months after the program. A more accurate comparison, however, is to use a
six-month average after the program and compare it to the trend line value at the
midpoint of the six-month period after the program (October-November value).
In this example, the difference is .75 percent (1.45-.7).

A primary disadvantage of this approach is that it is not necessarily accurate.
although it may be as accurate as other methods described here. The use of this
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FIGURE 11-2, TREND LINE ANALYSIS.

approach also assumes that the events that influenced the performance variable
prior to the program are still in place after the program, except for the imple-
mentation of the HR program. Finally, this approach assumes that no new influ-
ences entered the situation. The trends that were established prior to the program
will continue in the same relative direction. This may not always be the case.

The primary advantage of this approach is that it is simple, inexpensive, and
takes very little effort. If historical data are available, a trend line can quickly be
drawn and data estimated. While this process is not exact, it does provide a quick
analysis of the program’s impact.

Forecasting Methods

A more analytical approach to trend line analysis is to use forecasting methods
to predict the level of performance that might occur in the future if the HR pro-
gram had not been undertaken. This approach represents a mathematical analysis
of the trend line analysis above. Instead of drawing a straight line, a linear equa-
tion is used to calculate a value of the anticipated performance improvement. A
linear model is appropriate only when one other variable influenced the output
performance, and that relationship can be characterized by a straight line.

The primary advantage of this process is that it can be an accurate predictor of
the performance variables that would occur without implementing the program,
if appropriate data and models are available. The method is simple for linear rela-
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tionships. However, a major disadvantage to this approach occurs when many
variables enter the process. The process becomes more complex and requires the
use of sophisticated statistical packages for multiple variable analysis. Even then,
the data may not fit the model. Unfortunately, many organizations have not devel-
oped mathematical relationships for output variables as a function of one or more
inputs. Without them, the forecasting method is difficult to use. If the numbers
are available, they could provide useful evidence of the impact of training. The
presentation of specific methods is beyond the scope of this book and is contained
in other works.?

Participant Estimation

An easy method to isolate the impact of an HR program is to securc informa-
tion directly from program participants. This approach assumes that participants
are capable of determining or estimating how much of a performance improve-
ment is related to the HR program. As the source of the performance, participants
may have reliable input on the issue. Because their actions produced the change.
they should have some estimation as to how much of the change was caused by
the HR program. Although their input is an estimation, it will usually have con-
siderable credibility with management groups because participants are at the cen-
ter of the change or improvement resulting from the HR program.

As an added enhancement to this method, management may be asked to
approve the participants’ estimates. For example, in an HR program involving a
performance management system (performance appraisal and training) for Yel-
low Freight Systems, participants estimated the amount of savings attributed to
the program.’ Table 11-1 shows a sample of these estimates. Managers at the next
two levels above participants reviewed and approved the estimates. So, in
essence, the managers actually confirmed participants’ estimates.

The process has some disadvantages. It is an estimate and, consequently, it
does not have the accuracy desired by some HR managers. Also, the input data
may be unreliable because some participants are uncomfortable with providing
these types of estimates. Finally, some participants may be incapable of estimat-
ing improvements, cven if they sincerely try. They might not be aware which fac-
tors exactly contributed to the results.

The approach has several advantages. It is a simple process and easily under-
stood by participants and by others who review evaluation data. It is inexpensive,
takes little time and analysis, and results in an efficient addition to the evaluation
process. Although it is an estimate, it originates from a credible source: the indi-
viduals who actually produced the improvement.
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TABLE 11-1
SAMPLE OF PARTICIPANT ESTIMATES

TERMINAL IN
DivISION |

PERCENTAGE OF
IMPROVEMENT
ATTRIBUTED TO
PERFORMANCE
MANAGEMENT
IMPROVEMENT SKILLS DOLLAR VALUE*

A

To reduce high cost per bill due

to poor planning on pickup and
delivery and low sales, manager
installed job models and feedback
systems, coached supervisors and
drivers, and praised all employees
for improved performance. Cost per
bill decreased an average of $1.30.

(15}
n

6.928 (C)

In new terminal with cost per bill

running high. manager installed job

models and used coaching and

rewards for supervisory, clerical,

and sales staff. Terminal’s profits

increased from $43.253 to $49.024. 10 27.680(R)

Terminal had low bill count and high

cost per bill. Manager installed job

models and feedback systems and

used interpersonal skills. Cost per

bill decreased an average of $1.79

over same period before the program. 5 800 (C)

Terminal had low bill count, which
contributed 10 a high cost per bill.
Manager instatled job models and
feedback systems. and used rewards
and coaching with office staff,
supervisors. and sales representatives.
Cost per bill decreased an average of
92¢: number of bills increased from
7.765 10 9.405 per month. 25 9.856 (C)
To improve sales growth. sales manager
created job models. coached sales repre-
sentatives, and used interpersonal skills

feantinued oi next page)
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TABLE 11-1 (CONTINUED)
SAMPLE OF PARTICIPANT ESTIMATES

PERCENTAGE OF
IMPROVEMENT
ATTRIBUTED TO
PERFORMANCE
TERMINAL IN MANAGEMENT
DIVISION | IMPROVEMENT SKILLS DOLLAR VALUE?*

with representatives and

customers. Number of bills

increased from 7,290 to 9,765

per month: total bill count

increased from 65,614 to

87,892 per month; at an average

revenue of $110 per bill, the

22,278 additional bills brought

in $2.450.580 in extra revenue. 10 245,058 (R)

E Terminal had low bill count and
high cost per bill. Manager
installed job models and had his
sales manager and operations man-
ager install job models, also. All
managers used rewards, coaching.
and interpersonal skills. Cost per
bill decreased from $22.49 to
$21.00; number of bills increased
from 11,716 to 12,974 per month. 50 56,060 (C)

F Terminal had rising cost per bill
with a fluctuating bill count.
Manager used job models and feed-
back reports. Cost per bill decreased
from $17.13 to $15.46; number of
bills rose from 6,160 to 7.357
per month. 10 5754 (C)

*(R) indicates a revenue gain: (C}) indicates decreased costs.

Management’s Estimate

In some cases, upper management may estimate the percent of improvement
attributed to the HR program. Although the process is subjective, the source of
the estimate is a group that usually allocates funds and has a sense of what the
value should be. With this approach, the source of these estimates is not usually
based on direct knowledge of the process. For example, Litton Guidance and
Control Systems implemented a successful self-directed team process.* Manage-
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ment identified other factors such as technology, procedures, and process changes
that could have contributed to the improvement. Adjustments were made to
account for these factors. After the other factors were considered, management
then applied a subjective factor, in this case 60 percent, to represent the portion
of the results that should be attributed to the HR program. The 60 percent factor
was developed at a meeting with top executives and therefore had the benefit of
group ownership. Applying this factor, the HRD program took credit for 60 per-
cent of the improvement in quality and productivity. While this process is sub-
jective, the input or action comes from those who often provide the funds for the
program. Sometimes their comfort level is what’s most important. Because of the
subjective nature of the process, this adjusted estimating process allows for a
greater comfort level.

Customer Input

A helpful approach in some situations, such as an empowerment program, is to
solicit input directly from customers concerning the impact of the program. In
these situations, customers are asked to indicate their reasons for choosing a par-
ticular product or service or to indicate how their reaction to the product or ser-
vice organization has been influenced by individuals and their skills and abilities.
This type of input focuses directly on what the HR program is often designed to
improve. For example, following a merger, one bank conducted a teller training
program. Market research data showed that after training the percentage of cus-
tomers who were dissatisfied with teller knowledge was reduced by 5 percent.”
(Teller knowledge was increased by training.) Therefore, 5 percent of the reduc-
tion of dissatisfied customers was directly attributable to the training program.

Expert Estimation

Another approach to identifying factors that influence the impact of an HR pro-
gram is to rely on external or internal experts to estimate what portion of results
can be attributed to an HR program. With this process, the experts must be care-
fully selected based on their knowledge of the process, program, and situation.
For example, an expert in quality might be able to provide estimates of how much
quality improvement can be attributed to an HR program and what percent can be
attributed to other factors. In another situation, an external expert can possibly
estimate the extent to which improvement is made without the program. This
amount is subtracted from the improvement, and it is assumed that the remainder
can be attributed to the HR program. This approach appears to be most effective
when the expert has been involved in similar programs and has estimated the
impact in other settings. In another situation. the expert identifies other factors
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contributing to the results and estimates the impact of those factors based on pre-
vious experience or the use of historical data.

A potential variation on this approach may include using the external expert to
produce the estimates from participants and supervisors and to then provide guid-
ance on how to analyze and summarize the data. In some cases, it is helpful to
have an expert actually facilitate the process with participants and supervisors.
Experts, consultants, or researchers are usually available for almost any field in
which there is training. They can bring their experience with similar situations
into the analysis. This process has an advantage in that its credibility often
reflects the reputation of the expert or independent consultant. Sometimes top
management will place more confidence in external experts than in their own
internal participants and supervisors.

CONVERTING DATA TO MONETARY UNITS

An earlier chapter presented the types of data collected for program evaluation.
Before this data can be used 1o compare benefits with costs, it must be converted
to monetary values. This section provides additional insight into practical ways
to convert data to monetary values. Conversions of hard data (output, quality.
cost, time) are discussed first, followed by soft data conversion.

Converting Increased OQutput

Changes in output are the goal of many HR programs and in most situations
the value of increased output can be easily calculated. For example, when imple-
menting a sales incentive program, the change in output can easily be measured.
The average sales before the program was installed is compared to the average
sales after the program. It is calculated by multiplying the increase in sales by the
average profit per sale. In another example, consider a packaging machine oper-
ator in a pharmaceutical plant. The operator packages drugs in boxes ready for
shipment. Machine operators participate in an employee involvement program to
learn how to increase production through better use of equipment and work pro-
cedures. The value of increased output is more difficult to pinpoint than the sales
increase example. One approach is to calculate the unit labor cost of the packag-
ing operation. Additional output of a unit ready for shipment saves the company
the unit labor cost. Using this approach. the increase in output multiplied by the
unit labor cost of packaging is the added value of the program. While this figure
may not be exact because increases in output may affect the unit costs. it is usu-
ally accurate enough for measuring the return on an HR program.
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Direct Cost Savings

Converting cost savings to monetary values appears to be redundant. An HR
program that produces a cost savings usually contributes an added value equal
to the amount of the cost savings. However, the time value of money may slight-
ly alter these values. An amount of money at one point in time is worth more
than the same amount at a later time. A simple discounted cash flow adjustment
will place this comparison on an equal basis. Also, a cost savings generated by
an employee or a group of employees over a long period might have a greater
value than the actual savings, because costs normally increase during the period.
This is best explained with an example. A group of employees operate a distrib-
ution center for publications. Supervisors have specific cost control responsibil-
ities for their particular unit. They are held accountable for the direct variable
costs and a portion of the fixed costs that are partially under their control. When
costs seemed unusually high, the organization implemented cost control tech-
niques as part of a continuous process improvement (CPI) program. Supervisors
learned how to analyze costs and use the various reports to control costs. Both
fixed and variable costs were monitored for a six-month period before and after
the program to measure improvements. Part of these costs included equipment,
wages, and supplies, all of which increased during the one-year period. To pin-
point an accurate value of the cost savings, the first six-month period costs were
adjusted upward to what represented a cost target for comparison during the
post-program period. Actual costs were compared with the target costs to deter-
mine the value of the cost savings as a result of the HR program, assuming no
other factors influenced the cost savings.

Converting Time Savings

Many programs are aimed at reducing the time to perform a task, deliver a ser-
vice, or respond to a request. Time savings are important because employee time
is money, in the form of wages, salaries, and benefits paid directly to the employ-
ee. Several economic benefits are derived from time savings as described below.

Wages/salaries. The most common time savings results in reduced costs of
labor involved in the HR program. The monetary savings are the hours saved
multiplied by the labor cost per hour. which can be an allusive figure. While the
average wage, with a percent added for benefits, will suffice for most calcula-
tions, it may be misleading. Some experts suggest that other cost factors be
included such as support costs to maintain the employee. Whatever figure is used
in the calculations must be clearly explained in the HR evaluation. A conserva-
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tive figure is probably best because most managers feel more comfortable in deal-
ing with the average wages plus benefits.

Improved service. Another potential benefit of time savings is better service,
particularly when production time, implementation time, construction time, or
processing time is reduced so that the product or service is delivered to the client
or customer in a shorter period of time. As a result, there is improved customer
satisfaction, the value of which is difficult to quantify and will be discussed in the
soft data section in this chapter. In some situations, reductions in time can avoid
penalties. For example, with processing invoices in accounts payable, a reduction
in processing time can avoid late payment penalties and possibly earn a discount.
A reduction in time to complete a construction project can earn the company a
sizable bonus.

Opportunity for profit. A sometimes hidden, but potentially rewarding, ben-
efit of time savings is the opportunity to make additional profit. For example,
when a sales representative reduces the average time for a sales call, that repre-
sentative has more time for sales calls. These additional calls should increase
sales, which add to profits with little or no additional sales expense.

Converting Improved Quality

Quality improvement is an important and frequent target of HR programs.
Total Quality Management (TQM) programs are developed to improve the qual-
ity of products, services, and processes. The cost of poor quality to an organiza-
tion can be staggering. According to quality expert Phillip Crosby, an organiza-
tion can probably increase its profits by 5 percent to 10 percent of sales if it
concentrates on improving quality.® To be effective, the measurable impact of a
quality improvement program must be determined. To calculate the return on the
program, the value of the quality improvement must be calculated. This value
may have several components as described below.

Scrap/waste. The most obvious cost of poor quality is the scrap or waste gen-
erated by mistakes. Defective products, spoiled raw materials, and discarded
paperwork are the results of poor quality. This scrap and waste translates into a
monetary value that can be used to calculate the impact of an improvement in
quality. For example, in a production environment, the cost of a defective prod-
uct can be easily calculated because it is the total cost incurred at the point the
mistake is identified minus the salvage value. The costs of paper and computer
entry errors can be significant. For example, the cost of an error on a purchase
order can be enormous if the wrong items are ordered.
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Rework. Many mistakes and errors result in costly rework to correct the mis-
take. The most costly reworks occur when a product is delivered to a customer
but must be returned for correction, or when an expensive program is imple-
mented with serious errors. In determining the cost of rework, labor and direct
cost are both significant. Maintaining a staff to perform rework is an additional
overhead cost for the organization. In a manufacturing plant. the cost of rework
is in the range of 15 percent—70 percent of a plant’s productivity. In banks, an esti-
mated 35% of operating costs could be blamed on correcting wrong work.’

Customer/client dissatisfaction. Customer and client dissatisfaction repre-
sents a tremendous loss for the organization when errors and mistakes are made.
In some cases, serious mistakes can result in lost business. Customer dissatisfac-
tion is difficult to quantify, and attempts to arrive at a monetary value may be
impossible. Usually, the judgment and expertise of sales and marketing manage-
ment are the best sources for estimating the cost of a dissatisfied customer. It may
be more realistic to list an improvement in customer satisfaction as an advantage
of improved quality without trying to quantify it.

However, experts in service quality insist that customer and client dissatisfac-
tion can be measured. Some refer to this as measuring the market damage of poor
service quality. One approach is to survey customers who have had good and bad
experiences and ask them whether they are likely to do business with that partic-
ular company again. Later, the same people can be surveyed to find out whether
they did do business with the company. Then researchers use a formula to mea-
sure the monetary damage bad service did to repeat business.®

Inspection and quality control. In some organizations, a response to the
demand for improved quality is to employ additional inspectors or to beef-up the
quality control staff. Quality control inspectors often inspect products after they
have been produced or inspect supplier products as they are received. Although
some inspection may be necessary to determine the level of quality. it is not a
solution to a poorly designed or manufactured product or an ineffective service
delivery system. An HR program designed to improve quality should reduce the
level of inspection and quality control needed and that should ultimately result in
specific reductions in the number of inspectors, a measure that can be translated
into a monetary value savings.

Cost of Quality. The quality problem is extensive, and various components
affect the cost of poor quality. These components are sometimes grouped and
often referred to categorically as preventive costs, appraisal costs, and failure
costs. Crosby contends that total expenditures for these items should be no more
than 2.5 percent of sales.” Although it may seem challenging to calculate the
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numbers, some consultants and practitioners are able to make this calculation
using surveys. This process requires employees to estimate how much time they
spend doing work that falls into each of the three categories above. The figure is
then multiplied by the standard labor wage rate and adjusted with a benefits fac-
tor. Paul Revere Insurance Companies uses a survey process to estimate this cost.
Each team lists the amount of time each member devotes to each category in an
average week as well as the specific costs incurred by variations from quality
standards. The numbers were not precise, but were estimates, and resulted in a
total figure of 44 percent of overhead. The result was amazingly consistent
among the divisions. This measure provided an indication of the magnitude of the
problem and served as a source of ideas for the team throughout the year. It also
served as a benchmark by which to measure the team in years to come.'”

Converting Soft Data

While soft data are not as desirable as hard data, they are important in HR mea-
surement and evaluation. The difficulty with soft data often arises in assigning
monetary values to the data. Most assignments of value are subjective and must
be used with some caution. Several approaches are available to convert the soft
data to a monetary value and are presented below.

Historical costs. Occasionally an organization will develop and accumulate
cost for specific soft data items. For example, some organizations monitor the
cost of grievances. Although an extremely variable item, the average cost per
grievance provides a basis for estimating the cost savings for a reduction in griev-
ances. Because of their relative accuracy, historical costs, if available, should
always be used to estimate the value of soft data items.

Expert opinion. Expert opinions, either internal or external, are sometimes
used to estimate the value of soft data improvements. Internal experts are those
employees who are proficient and knowledgeable in their fields. For example, a
purchasing expert may estimate the salvage value of defective parts, an industri-
al engineer might estimate the time that it takes to complete a task or perform a
function, and a marketing analyst might estimate the cost of a dissatisfied cus-
tomer. Using internal experts provides excellent opportunities to recognize indi-
viduals in the organization. Chances are, their expert analysis will not be chal-
lenged because others in the organization have no better basis to make the
estimate. External experts usually possess a string of impressive credentials
including education, research, publications, and experience in a particular field.
One consultant, for example. estimated the cost of work slowdowns and was able
to use the figure with several organizations by providing an expert opinion on the
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item. An important caution should be exercised, however., when using experts.
You should always ascertain that they are indeed recognized as experts and that
they are credible.

External studies. Extensive analyses of similar data in other organizations may
be extrapolated to fit an internal situation. For example, many experts have
attempted to calculate the cost of absenteeism. Studies on absenteeism usually
show that the average cost of absenteeism per incident is in the $80-$100 range. "'
Although these estimates can vary considerably, they may serve as a rough esti-
mate for other calculations with some adjustments for the specific organization.

There are literally hundreds of studies conducted in the literature covering the
cost of variables such as absenteeism, turnover, tardiness, grievances, complaints,
and loss of time due to accidents. Typical publications to pursue would be Acad-
emy of Management Journal, Journal of Applied Psychology, Personnel Psy-
chology, Human Resources Management, HR Magazine, Human Resource Devel-
opment Quarterly, and Personnel Journal. A variety of databases are available,
such as ERIC, which can help a practitioner locate this data.

Practitioners rarely venture into external studies probably because there is not
enough dialogue between the HR researchers and the practitioners. Each group
seems to have a misunderstanding of the other’s role, and they only mesh at times
when it is convenient for both. Practitioners should learn more about research
studies and publications and possibly influence future research.

Participant estimation. Employees directly involved in an HR program may
be capable of estimating the value of an improvement. Either during the program
or in a follow-up, participants should be asked to estimate the value of the
improvements. To provide further insight, participants should also be asked to
furnish the basis for their estimate and their level of confidence in it. Estimations
by participants are credible and may be more realistic than other sources because
participants are usually directly involved with the improvement and are knowl-
edgeable of the issues. If provided encouragement and examples. participants are
often creative at estimating these values. For example, in one organization, in
response to a special HR program, staft managers were asked to estimate the
value of reducing the time to recruit a new employee. Although their responses
were not precise, they provided a credible estimate of this value from the cus-
tomers of the recruiting section.

Management estimation. A final strategy for converting soft data to monetary
values is to ask managers who are concerned about the program’s evaluation to
estimate the value of an improvement. Several management groups may be tar-
gets for this estimation including supervisors of program participants. top man-
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agement (who approves the expenditures), and the members of a program review
committee whose function is to direct the program. With this approach, managers
estimate what it is worth to improve on a particular soft data item such as solv-
ing problems, resolving conflicts, or increasing customer satisfaction. When
management develops an estimate, it becomes their figure. Because it has own-
ership, this estimate can be useful in the analysis of the HR program.

Soft data value example. In some cases, it might be appropriate to combine
strategies to arrive at an estimation of the benefits from an HR program. The fol-
lowing example comes from an actual case and focuses on three strategies: expert
opinion, external studies, and management estimation. A large regional federal
savings bank was experiencing a higher than desirable turnover rate. It developed
an HR program to reduce turnover. To measure the payoff of the program, the HR
staff needed to estimate the cost of turnover, an illusionary figure in most orga-
nizations. The total cost includes:

B replacement costs (i.e., recruitment, selection, employment testing, and ori-
entation)

B training costs to bring new employees up to the contribution level of the
employees who left the organization

M lost production (because new employees are not at full contribution)

B lost time of individuals involved with the turnover problem (i.e., supervi-
sors, managers and specialists involved in the issues of recruiting and train-
ing),

B administrative costs tied to all of these processes

Calculating the precise cost of turnover is a difficult task, and the bank did not
want to devote resources to develop it. Consequently, a combination of strategies
were used to estimate turnover costs.

First, the HR staff searched the literature to see whether turnover had been cal-
culated for financial institutions. In a bank of similar size, the cost of turnover had
been developed by the internal audit department and verified by a consultant who
was an expert in turnover reduction.'? The cost of turnover was calculated to be
$25.000 per turnover statistic. Thus, this initial figure had the advantage of an
external study of costs developed at a similar institution and had the credibility of
expert opinion. However, there is always a question of whether data in one orga-
nization should apply to another, even though both organizations are in the same
type of business.

Next, the HR staff met with top executives to agree on a turnover cost value to
use in gauging the success of the program. It presented management with the
external study and agreed on an estimate that was half the amount from the study.
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$12.500. This was considered conservative because other turnover studies typi-
cally yield greater values. However, management felt comfortable with the esti-
mate, and used it for the benefits side of program evaluation. Although not pre-
cise, this exercise yielded a figure that was never disputed. For additional
information on how to calculate the cost of turnover, see other references.'?

In summary, these strategies are effective for converting soft data to monetary
values when calculating a return on an HR program. One word of caution is in
order. Whenever a monetary value is assigned to subjective information, it needs
to be fully explained to the audience receiving the information. When there is a
range of possible values, the most conservative one should be used to ensure
credibility for the process.

DATA ANALYSIS TECHNIQUES
General Guidelines

One of the most critical and confusing tasks in the measurement and evalua-
tion process is data analysis. An appropriate data analysis is essential for credi-
ble, valid, and reliable results. Data analysis does not have to be confusing. It is
a logical process that can be easily learned by the HR staff, Before approaching
the use of statistics, a review of a few very basic guidelines for analyzing evalu-
ation data should be helpful.

Review for consistency and accuracy. While this guideline may be obvious,
additional checks may be necessary to ensure the accuracy and consistency of the
data. Incorrect or insufficient data items should be eliminated from the analysis.
A simple scan of data will usually reveal extreme data points or values that may
seem impossible to obtain. Accuracy is of utmost importance because the analy-
sis, interpretation, and conclusion will only be as reliable as the data itself. Prop-
er attention to this step will pay off in other stages of the analysis.

Use all relevant data-—negative and positive. Some organizations only report
successes from programs. In most program evaluations, the individual conduct-
ing the evaluation wants improvement. This, however, creates an opportunity for
a built-in bias. Improvement as a result of the program will not always happen.
Data may be both positive and negative, and the evaluator may be tempted to
eliminate data that does not support the desired outcome. All relevant data should
be used for a valid and credible analysis. If not, there should be an explanation of
why it was deleted.
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Treat individual data confidentially. Frequently, data collected will be the
result of individual performances and decisions. When analyzing, interpreting,
and reporting results, the confidentiality of the sources should be an important
concern unless there are conditions that warrant their exposure. The same atmos-
phere of confidentiality used in collecting data should be used in the analysis and
reporting phases. This should be clearly communicated to the participants before
the evaluation begins.

Use the simplest statistics possible. Usually there are several ways to analyze
data and a variety of statistical techniques are available to compare changes in
performance. Conducting additional analyses, which may serve no further bene-
fit, should be avoided. The analysis should be kept simple and limited to data nec-
essary to draw the proper conclusions. For example, the values of implemented
suggestions from a new suggestion program are measured. Three ways to report
the average are available: the mean, the median, and the mode. The mean value
is usually the appropriate value. It adds very little to the analysis to present the
median and the mode. While these two numbers can be easily determined, they
may confuse the audience receiving the evaluation results.

Statistics in Perspective

The terms “statistics™ and “data analysis™ are almost synonymous. According
to The Random House Dictionary, statistics is the “science that deals with the col-
lection, classification, analysis, and interpretation of numerical facts or data, and
that, by use of mathematical theories of probability, imposes order and regularity
on aggregates of more or less disparate elements.” Unfortunately, the use of sta-
tistics frighten many of those involved in HR evaluation. Full coverage of statis-
tics is not presented here. Many other books serve that purpose.'* The material
that follows discusses a few basic concepts and provides enough insight to per-
form simple analyses on frequently occurring situations.

One useful way to present raw data is by using a frequency distribution. A fre-
quency distribution is a graph that displays the values that a variable can assume
along with the frequency of occurrence of these values. Table 11-2 illustrates this
concept. The data in the table represent pre-program and post-program measure-
ments of performance for a group of 15 employees. A unit hour is a measure of
work pace equal to the allowed minutes of work produced in an hour’s time. One
way to present the data is to group it into small ranges called class intervals.

These groupings can be plotted on a diagram to yield what is called a frequen-
cy histogram as shown in Figure 11-3. This graphical presentation of the data
reveals that after the HR program was implemented more employees reported a
unit hour rating in the range of 60-64 than any other range. The graphical presen-
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TABLE 11-2
PRE-PROGRAM AND POST-PROGRAM MEASUREMENTS

PRODUCTION RATES
(UNIT HOURS)

EMPLOYEE NUMBER BEFORE TRAINING AFTER TRAINING

1 43 47

2 45 59

3 61 79

4 59 69

5 66 63

6 54 55

7 49 S1

8 52 58

9 55 72
10 60 63
11 50 61
12 55 60
13 58 65
14 56 63
15 63 67
Total 826 932

tation of data can be useful to show the central tendency (where most of the items
are grouped) and also the dispersion (the extent to which the data is scattered).

Measures of Central Tendency

The most common measures of central tendency are the mean, median, and
mode. The mean is the arithmetic average for a group of numbers. It is calculat-
ed by adding all of the values and dividing by the total numbers and presents in
a single number a summary of the characteristics of the entire group such as the
average absenteeism rate for a group of employees. The mean is the number that
best represents the set of data. It is the most useful statistic to reflect performance
after completing an HR program.

The median is the middle value in a stream of numbers arranged in order of
magnitude. There are an equal number of values above and below the median. In
the case of an even number of data items. the median is the average of the two
middle values. The median can serve as a useful shortcut to determine the esti-
mate of the whole group when the mean is not readily available or is not required.
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FIGURE 11-3. A FREQUENCY HISTOGRAM.

The mode of a set of numbers is the value that occurs with the greatest fre-
quency; i.e., the most common value. The mode has limited application and may
not even exist at all in some data. For instance, if all of the employees had dif-
ferent levels of performance, there would not be a mode for the distribution.
When the three measures are almost equal, the distribution is called normal or
bell-shaped.

Measures of Dispersion

The degree to which data varies from the average, or mean, is called disper-
sion. Three common measures of dispersion are the range, variance, and the stan-
dard deviation. The range is the simplest measure of dispersion. It is the differ-
ence between the largest and smallest of a set of numbers. This value provides a
simple picture of how much the data varies from one extreme point to the other.
A larger range usually reflects more dispersion.

The variance is the average value of the squares of the deviations from the
mean and reflects the degree to which the numbers vary from the mean. By itself
the variance is not very useful because it represents squared values. A more use-
ful value is the standard deviation, calculated by taking the square root of the
variance. As the name implies, standard deviation represents how much the data
deviates from the mean value for the group. For example, a large standard devi-
ation for an average attendance means that there is a wide variation among the
absenteeism records for the group of employees. If the standard deviation is low,
then the data are grouped very closely to the mean value.

In the frequency histogram, the data graphically simulates a bell-shaped curve
if the center points of each of the rectangles are connected. If there were many
items with smaller intervals, the histogram would form a bell-shaped curve as
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shown in Figure 11-4. Much data in its normal state are distributed in a similar
manner. For this kind of distribution, which is called a normal distribution,
approximately 95 percent of the values are within two standard deviations of the
mean as illustrated in the figure. In other words, two standard deviations on both
sides of the mean (for a total of four) account for approximately 95 percent of the
total of the values. Therefore, the range will equal approximately four standard

« 4s

A 4

FIGURE 11-4. THE NORMAL DISTRIBUTION OR BELL-SHAPED CURVE.

deviations for normal distributions. This represents a shortcut way to approxi-
mate the standard deviation.

Measures of Association

In program evaluation, occasionally there is a need to know if a relationship
exists between two or more groups of data. These groups of data are usually
referred to as variables. This relationship is useful in predicting performance
based on program results or prerequisite criteria. An example will help illustrate
this point. A large aerospace firm evaluated its cooperative education program.
Among the items of evaluation, the employer wanted to know if the grade point
average (GPA) of participants in the program is related to future success mea-
sured by their rates of promotion and salary increases after program completion.
This information would answer the question: “Are co-op students with higher
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grades more successful?” The answer to this question could alter the firm’s co-op
recruiting strategies.

In another example, an electronics manufacturer employs individuals who test
completed electronic components. Candidates for this job must complete a train-
ing program prior to employment. At the end of the program, a test ts adminis-
tered that covers the procedures and tasks necessary to perform component test-
ing effectively. After candidates are hired, their test scores at the end of the
program are compared to the production efficiency and quality of their work after
employment. The efficiency relates to the number of component tests completed.
Quality represents the percentage of the components tested properly. A direct
relationship between the end-of-the-program scores and after-the-program per-
formance helps validate the test and also provides a predictor of performance
without the expense of a follow-up.

These two examples illustrate the need to determine whether a relationship
exists between two variables and the extent of the relationship. The term that
describes the relationship is called correlation, and the extent of the relationship
(or quality) is measured by a correlation coefticient.

A basic approach to examining data for a possible relationship is to plot the two
variables on a diagram called a scatter diagram and visually determine the likeli-
hood of the correlation. Doing this shows whether a relationship exists between
two variables. Figure 11-5 gives an example. The relationship can be expressed
in the form of an algebraic equation process known as curve fitting. The line
through the data is a trend line that can be extended to show approximately where
data will be located past the data points on the graph.

The method of determining the equation of a relationship is called the method
of least squares. When the equation of the relationship is known, test scores can
be plugged into the equation, and the corresponding values for production efti-
ciency can be calculated. The specific formulas for determining the equations are
beyond the scope of this book. Several resources are appropriate for providing
information on these calculations.”

Several different types of correlation coefficients are available depending on
the type of data, how the data are arranged, and the relationship between the two
variables. Most of the data used in evaluation will be numerical and come from
sources such as performance measurements. For this type of data, the correlation
coefficient used is the Pearson’s Product-Moment Correlation Coefticient. This
coefficient applies only when there is a linear relationship. i.e., a straight-line
relationship with no curve in the trend line of the graphical plot of the data. For-
tunately, in many cases there is a linear relationship, particularly with perfor-
mance data. This coetficient will be used in the remainder of this chapter. For
additional information on the other correlation coefticients and when they should
be used. consult other references.'®
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FIGURE 11-5. SCATTER DIAGRAM OF TWO VARIABLES.

The correlation coefficient varies between —I and +1{. The minus denotes neg-
ative correlation and the plus denotes positive correlation. When a perfect nega-
tive correlation exists, the coefficient is —1; when there is no correlation between
the two variables the coefficient is 0; when a perfect positive correlation exists,
the coefficient is +1. This measure presents in a single number a summary of the
characteristics of the entire group such as the average absenteeism rate for a
group of employees.

The range between these two extreme values represents the degree of correla-
tion. As a rough guide, Table 11-3 shows ranges of possible correlations and their
rough interpretations. These are only approximate, and the actual interpretations
of a specific correlation value depend on the confidence placed on that value. A
word of caution is in order about correlation. The determination of a relationship
between two variables does not mean that one necessarily caused the other. There
could be other outside factors that influenced the changes. Therefore, as with
many areas of statistics. this process provides additional useful information but
does not always provide the specific answers to the relationship puzzle.
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TABLE 11-3
RANGES OF CORRELATION COEFFICIENTS
AND THEIR APPROXIMATE INTERPRETATIONS

CORRELATION VALUE GENERAL DESCRIPTION
-1.0 Perfect negative correlation
~-8t0-1.0 Very high degree of negative correlation
-6t0-8 High degree of negative correlation
~410-.6 Medium degree of negative correlation
-2t0-4 Low degree of negative correlation
+2to-2 Probably no correlation
+2t0+4 Low degree of positive correlation
+.4 t0 +.6 Medium degree of positive correlation
+.6to+.8 High degree of positive correlation
+8to+1.0 Very high degree of positive correlation
+1.0 Perfect positive correlation
Statistical Inference

When performance improves after an HR program, a likely question should be
asked: “Did the improvement occur because of the program or could it have
occurred by chance?” In other words, would the same results have been achieved
without the HR program? How accurate are the conclusions? These questions can
be answered through hypothesis testing. Statistical analyses are used to establish
a confidence level for conclusions made concerning differences in groups of data.
Normally conclusions are based on a 95 percent confidence level. which means
that 95 percent of the time, on the average, the conclusions will be correct.

A few HR program evaluations are based on an hypothesis. An hypothesis is a
proposed explanation of the relationship between two or more variables such as
performance and an HR program. For example, “Production employees perfor-
mance will improve as a result of the HR program” is a statement that is either
rejected or not rejected based on the evaluation data. the result of the statistical
analysis, and a statistical test. The hypothesis is “tested.” (Some researchers pre-
fer to use the terminology “fail to reject” or “not rejected” rather than “accept.”
The rationale is that in some situations failing to reject the hypothesis on the basis
of a single test may not be sufficient to accept the hypothesis.) While the devel-
opment of hypotheses, statistical analyses, statistical testing, and the types of
errors associated with statistical testing are important, they are beyond the scope
of this book and arc presented in other works. !’
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Statistical Deception

No chapter on data analysis can be complete without some discussion of sta-
tistical deception that might result in erroneous conclusions from data. Numerous
examples of statistical deception appear regularly.'® Statistics can prove almost
anything. The following are common ways that statistics can deceive the casual
observer, often unintentionally.

Unsupported Results. Presenting conclusions from data without proper sta-
tistical analysis is a common deceptive practice. Too often conclusions are
reached because they are desired, not because of data analysis. The necessity for
conducting a thorough analysis cannot be over emphasized. Without support, data
are subject to distortion and may be useless.

An improperly selected sample used in an experimental versus control-group
comparison may yield results that are inconclusive. If the experimental group
contains only high achievers and the control group represents the general popu-
lation, the improvement in the experimental group from a statistical point of view
may be conclusive; however, because of the bias in the sample selection, the
results may be completely distorted. Random sampling and proper sample sizes
usually can overcome biases in the selection.

Improper Use of Percentages and Averages. Another error involves the use
of different bases for comparisons that show an improvement. For example, an
HR program in quality improvement resulted in a reduction in the error rate from
20 units per 1,000 to 15 units per 1,000. There are two ways to show that
improvement. Normally, it can be expressed as a 25 percent reduction, a change
in 5 divided by 20. However, another way to express the result is that the new
error rate is 33 percent less than the old rate. In this case S is divided by 15 to give
33 percent. There is a big difference in the two numbers.

Another deception comes in the use of averages. It is not unusual for a set of
data to have a different value for the three types of averages: mean, median, and
mode. An HR staff member can seiect the one that suits the situation, depending
on what message is needed, and disguise it under the term “average.”

Graphical Distortions. Visual presentation of data in the form of graphs and
charts can distort the true comparisons of data. For example, examine the two
charts shown in Figure 11-6. The same data are presented in two different charts:
only the scale of the vertical axis is changed. The one on the bottom shows a very
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small amount of increase; the one on the top shows a large increase in proportion
to the horizontal axis. This difference can easily account for a distorted picture of
what happened.

Consider another example. The change in output in a brewery resulting from
the implementation of an HR program is presented visually. Because the output
is in barrels of production per employee, a drawing of a barrel is used to show the

10 20 30 40 50 60

10

10 20 30 40 50 60

FIGURE 11-6. TWO PRESENTATIONS OF THE SAME DATA.
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visual differences in the output. Figure 11-7 shows a 100% improvement. The
barrel on the left shows the output before the program; the one on the right shows
output after the program. The one on the right is twice as tall as the one on the
left. The basis of comparison is a vertical axis only. However, the taller barrel has

Before the After the
Program Program
(50 Tons (100 Tons

Per Employee) Per Employee)

FIGURE 11-7. DISTORTION iN VISUAL PRESENTATION.

a wider base. Therefore, a 100 percent improvement looks like at least a 200 per-
cent improvement.

Drawing Erroneous Conclusions. Much caution should be exercised when
results from a single program, particularly on a pilot or experimental basis, are
used to make inferences about the entire target population. If care is taken to
select a random sample and the proper statistical analysis is conducted, then the
predictions for the remaining population will usually be accurate. However, with-
out this attention, distortions can easily enter the situation. Consider this extreme
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example. Following a pilot HR program on work simplification, one participant
suggested a way to simplify a procedure that saved the company almost $10,000
annually. The report worded one of the conclusions this way:

If every employee could save $10,000, then, with an employment level of
450, the resulting savings would be $4,500,000. And since the program cost
is only $50,000, a 9000 percent return on investment would be realized.

The conclusion is very misleading. Although one employee $10,000, the aver-
age savings per participant were closer to $200. Using a single statistic to make
inferences about the entire population suggested a vastly distorted improvement.

Another distortion example involves a correlation between two variables. A
correlation does not necessarily show a cause-and-effect relationship. Suppose
the production output for a group of employees correlates with age. The older the
employee, the greater the output. Using this correlation to draw a conclusion, the
best recruiting strategy might be to hire older employees, possibly in their sixties.
Further analysis of the data reveals that the employees in the sample were in their
early twenties to mid-thirties. No employees in their forties or fifties were in the
sample. More than likely, performance would begin tapering off as employees
approach upper-age ranges.

In summary, the common methods of statistical deception represent traps the
HR program evaluator must avoid when analyzing, interpreting, and presenting
data. Otherwise, not only will the results be misleading, but valuable credibility
can be lost. For additional information on how to avoid statistical deception, see
other references.'?

CALCULATING THE RETURN

The return on investiment is an intriguing and important calculation for the HR
professional. Yet, it is a figure that must be used with caution and care because it
can be interpreted or misinterpreted in many ways. This section presents some
general guidelines to help calculate the return and interpret its meaning.

Defining Return on Investment

The term “return on investment” (ROI) may appear to be out of place in HR.
The expression originates from finance and accounting and usually refers to the
pretax contribution measured against controllable assets. In formula form,
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RO = _Pretax earnings

average investment

It measures the anticipated profitability of an investment and is used as a stan-
dard measure of the performance of divisions and profit centers within a business.

In many situations a group of employees is involved in an HR program at one
time, so the investment figure should be the total costs of analysis, development,
implementation, operating, and evaluation lumped together for the bottom part of
the equation. With these considerations, the return on investment in human
resources becomes the following formula:

RO = net benefits

program costs

The formula could be multiplied by 100 to convert it to a percent. To keep cal-
culations simple the return should be based on pretax conditions and avoid issues
such as investment tax credits, depreciation, tax shields, and other related items.
The total program costs are all related costs including analysis, development,
implementation, operating, and evaluation. The net benefits could result from
cost savings, additional revenues, or improvements. They are not limited to any
particular type of benefit, but are converted to a monetary value. It is recom-
mended that annual benefit be used in the formula.

To illustrate this calculation, consider an HR program designed to reduce error
rates. Because of the program, the average daily error rate per employee dropped
from 20 to 15. Before the program, employees spent an average of two hours cor-
recting errors. If employees average $20.00 per hour and 20 employees complet-
ed the program, the weekly operational savings for this program using base pay
savings only is $1,000. The annual savings is $52,000. If the HR program costs
$40,000, the return on investment after the first month is

$52,000 ~ $40,000
$40.000

ROI = x 100 = 30%

ROI is usually useful for evaluating expenditures relating to an HR program.
Although the term is common and conveys an adequate meaning of financial eval-
uation, the finance and accounting staff may take issue with calculations involving
the return on investment for an HR program. Because of this, some HR profes-
sionals suggest that a more appropriate label would be return on human resources.
Others avoid the word “return” and just calculate the monetary savings as a result
of the program, which is basically the benefits minus costs. These figures may be
more meaningful to managers who use ROI calculations for capital expenditures.
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ROI may be calculated prior to an HR program to estimate the potential cost
effectiveness or after a program to measure the results achieved. The methods of
calculation are the same. However, the estimated return before a program is usu-
ally calculated for a proposal to implement the program. The data for its calcula-
tion are more subjective and usually less reliable than the data from a program
completion. Because of this factor, management may require a higher ROI for an
HR program in the proposal stage.

When to Use ROl

The calculation of the return for an HR program is not feasible, realistic, or
desired in all cases. Even if the perceived benefits have been converted to mone-
tary savings, the mere calculation of the return communicates more preciseness
in the evaluation than may exist. An ROI calculation should be used when the
program benefits can be clearly documented and substantiated, even if they are
subjective. If management understands and buys into the method of calculating
the benefits, then they will have confidence in the value for the return. The nature
of the program can also have a bearing on whether or not it is realistic to calcu-
late a return. Management may believe, without question, an ROI calculation for
a gain sharing program. They can easily see how an improvement can be docu-
mented and a value tied to it. On the other hand, an ROI for an employee assis-
tance program may be difficult to accept-—even for the most understanding man-
ager. Therefore, the key considerations are how reliable are the data and how
believable are the conclusions based on subjective data.

While it is dangerous to suggest precisely where ROI calculations may be
appropriate, Table 11-4 provides some rough guidelines on where the potential
applications are most likely. The table shows the relative use of ROI in the vari-
ous functions of human resources, based on the examination of the literature and
input from a variety of HR executives. Information on typical programs and
appropriate comments are also provided. Some organizations establish criteria to
use in selecting calculations. Typical criteria include:

M The length of time the program is expected to be viable.

M The importance of the program in meeting the organization's goals,
M The cost of the program.

M Visibility of the program.

M The size of the participant group.
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TABLE 11-4

30

ROl APPLICATIONS IN HUMAN RESOURCES

RELATIVE TYPICAL PROGRAMS
HR FUNCTION UseE of ROl FOR RO! CALCULATIONS COMMENTS
Recruitment and Low Special recruitment pro- Ditticulty in capturing benetits
Selection grams: recruiting segments — and converting them to quan-
such as college recruiting:  titative measures.
new employee orientation
Education and Moderate Sales training: technical Much progress has been made.
Training training: supervisory More improvement is needed.
lraining
Career Development  Low Career path program Difficult to convert to
monetary values.
Compensation Maoderate Skill-based pay; incentives:  Difficult to work with tradi-
bonuses tional compensation programs
in terms of the return on invest-
ment. Alternative reward sys-
tems show more promise.
Employce Benefits  Low Wellness/titness programs:  New benetits should be sub-
child care program jected to ROI calculations.
Fair Employment Low Sexual harassment Very difficult to convert 1o
prevention monetary benefits. Usually
justified based on regulatory
issues or community needs.
Labor Relations Low Labor management cooper-  Programs justified in non-
ation program monetary benefits.
Safety and Health High Accident prevention Easy to measure and capture
programs; Loss control COSts.
program
Employee Relations  Low Absenteeism control As new programs are imple-
program; Turnover reduc-  mented. they should be sub-
tion program jected to RO caleulations.
Productivity/ High Gain sharing; TQM Virtually every program should
Quality Improvement have an ROI calculation.
Employee Moderate Suggestion systems: New programs should be
Involvement Empowerment program subjected to ROL

Still other organizations set targets for the percent of programs that are planned
for ROI calculations. These targets become policy that translates into specific goals
for the HR staff and focuses attention on this important aspect of HR evaluation.
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Targets for Comparison

When a return is calculated, it must be compared with a predetermined standard
to be meaningful. A 30 percent ROI is unsatisfactory when a 50 percent ROI is
expected. There are two basic approaches to setting targets. First, the normally
accepted return on any investment may be appropriate for the HR program. Sec-
ond, because the ROI calculation is more subjective than the ROI for capital
expenditures, management may expect a higher target. This figure should be estab-
lished in review meetings with top management who should be asked to specify
the acceptable ROI for the program. It is not uncommon for an organization to
expect an ROI for an HR program twice that of the ROI for capital expenditures.

ADDITIONAL METHODS
FOR EVALUATING INVESTMENTS

Because of the limitations with ROL, other approaches for evaluating HR invest-
ments should be explored. Several methods are available that reflect efficiency in
the use of invested funds. The most common approaches are described next.

Payback Period

A payback period is a common method for evaluating a capital expenditure.
With this approach, the annual cash proceeds (savings) produced by investment
are equated to the original cash outlay required by the investment to arrive at
some multiple of cash proceeds equal to the original investment. Measurement is
usually in terms of years and months. If the cost savings generated from an HR
program are constant each year, the payback period is determined by dividing the
total original cash investment (development costs, outside program purchase,
etc.) by the amount of the expected annual savings. The savings represent the net
savings after the program expenses are subtracted.

For example, if the initial program costs are $100,000, with a three-year useful
life and the annual net savings from the program is expected to be $40,000, then

total investment _ 100,000
annual savings 40,000

Payback period = = 2.5 years

The program will “pay back™ the original investment in two and a half years.
The payback period is simple to use but has the limitation of ignoring the time
value of money.
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Discounted Cash Flow

Discounted cash flow assigns certain values to the timing of the proceeds from
the investment. The assumption, based on interest rates, is that money earned
today is more valuable than money earned a year from now. Several ways of
using the discounted cash flow concept are available. The most popular one is
probably the net present value of an investment. This approach compares the sav-
ings year by year with the outflow of cash required by the investment. The
expected savings received each year is discounted by selected interest rates. The
outflow of cash is also discounted by the same interest rate. Should the present
value of the savings exceed the present value of the outlays after discounting at a
common interest rate, the investment is usually acceptable with management. The
discounted cash flow method has the advantage of ranking investments, but
becomes difficult to calculate and may be too complex for the average user.

Cost-Benefit Ratio

Another method for evaluating the investment in HR is the cost-benefit ratio. Sim-
ilar to the ROI, this ratio consists of the total of the benefits derived from the pro-
gram expressed in monetary units, divided by the total cost of the program. A cost-
benefit ratio greater than 1 indicates a positive return. A ratio of less than | indicates
a loss. The benefits portion of the ratio is a tabulation of all the benefits derived from
the program converted to monetary values as described earlier in this chapter. The
total costs include all the cost categories as described earlier. The ratio has been used
to evaluate projects, particularly in the public sector, beginning in the 1900s. Since
then, it has been used for project evaluation in a variety of different settings.

Many HR practitioners prefer to use the cost-benefit ratio because it is not usu-
ally connected with standard accounting procedures. Although the benefits are
converted to monetary values, steering away from the standard accounting mea-
sures is a more comfortable approach. Sometimes there is a feeling that the
accounting measures communicate a preciseness that is not always available
when calculating the benefits or the cost portion of the equation.

Consequences of Not Providing an HR Program

A final method for calculating the return on HR that has received recent atten-
tion is the consequences of not implementing an HR program. An organization’s
inability to perform adequately might mean that it is unable to take on additional
business or that it may be losing existing business because of an untrained, unmo-
tivated, underpaid, or disruptive workforce. This approach, at least intuitively.
provides the basis for many preventive programs such as safety and health, affir-
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mative action, litigation prevention, and labor management cooperation efforts.
This method involves:

B Establishing the existence of an actual or potential loss.
B Obtaining an estimate of the worth of the business in actual or potential value
and if possible, the HR program’s value to the organization in terms of profit.
B Isolating the factors involved in a lack of performance that may create the
loss of business or the inability to take on additional business. This includes
lack of staff, lack of training, inability to staff quickly, inadequate facilities
in which to expand, inadequate equipment, and excessive turnover. If there
is more than one factor involved, determine the impact of each factor on the
loss of income.
B Estimating the total cost of HR using the techniques outlined in an earlier
chapter and comparing costs with benefits.
This approach has some disadvantages. The potential loss of income can be
highly subjective and difficult to measure. Also it may be difficult 1o isolate the
factors involved and to determine their weight relative to lost income.

A FEW WORDS OF CAUTION

The HR professional should use caution when developing. calculating, and
communicating the return on investment for HR programs. The ROI s important
and should be the goal of many HR programs. While there are many ways to cal-
culate the return on funds invested or assets employed to produce benefits. the
calculation for a return on an HR program should be based on as much tangible
data as possible. The method of calculation and its meaning should be clearly
communicated, and more importantly, it should be accepted by management as
an appropriate measure for HR evaluation. Management ultimately decides the
acceptability of a return, and they should be involved in defining how a return is
calculated and setting targets by which programs are considered acceptable with-
in the organization. After all, an adequate return as viewed by management is
what is most important.

Occasionally sensitive and controversial issues will be generated when dis-
cussing a return on HR. It is best to avoid debates over what is measurable and
what is not measurable unless clear evidence exists to support the arguments.
Sometimes a tendency exists to consider some items so fundamental to the sur-
vival of the organization that any attempt to measure them is unnecessary. For
example, when a program is designed to improve customer service. there may be
a tendency to avoid measuring the impact of the program and subsequently not
calculate the return because of the assumption that if the program is well
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designed, it will improve customer service. This argument may not be sufficient
for some cost-conscious managers.

Each time a return is calculated for a program, the HR manager should use the
opportunity to educate other staff members and colleagues in the organization.
Even if the program is not in their area of responsibility, managers will be able to
see the value of this approach to HR evaluation. When possible, each project should
serve as a case study to educate the HR statf on specific techniques and methods.

SUMMARY

This chapter discussed four key issues in calculating the HR contribution. The
first and one of the most critical is the concept of isolating the HR program,
which determines the extent to which the improvement was caused by the HR
program. The second issue involves converting data to monetary values. Regard-
less of the type of data, a process or strategy exists that can be extremely helpful
in reducing the data to monetary values to use in ROI formulas. The use of sta-
tistics, a third issue of data analysis, is sometimes confusing for many HR prac-
titioners. The chapter reported a few simple and common statistics with some
caution for their use and abuse. The final issue is what some professionals con-
sider to be the ultimate level of evaluation: calculating the return on investment.
While not appropriate for every program, it is desirable in some situations and
should be used in the analysis of those situations. The organization should deter-
mine which types of programs will ultimately command a return on investment
calculation and then set goals to meet their targets.
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CHAPTER TWELVE

Communication of HR
Program Results

With program results in hand, what next? Should they be used to justify new
programs, gain additional support, or build good will? How should results be pre-
sented? An actual situation illustrates the importance of communicating results.
A promising HR executive enjoyed an excellent reputation among his colleagues.
His programs were effective and the results were impressive as evidenced by an
occasional article in professional HR publications about the organization’s HR
programs. An external consultant, impressed with one of the feature presenta-
tions, clipped an article, attached a congratulatory note, and sent it to the CEO.
The article came as a surprise to the top executive. Not only had the CEO missed
the article, but he was unaware of the program’s success. He inquired and was
surprised to learn that many of the HR programs were considered successful,
some with bottom line results. The HR executive learned a valuable lesson: suc-
cessful programs must be communicated internally to the appropriate audiences
to gain the support and commitment needed for continued success.

The least desired communication action is to do nothing. Communicating
results is almost as important as producing results. The old saying, “results will
speak for themselves,” is not accurate. If they are not “spoken” in the right places,
key individuals may not get the necessary information. Getting results without
communicating them is like planting seeds and failing to fertilize and cultivate
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the seedlings. The yield will just not be as great. This brief and final chapter
explores the critical issue of communication of HR program results. An entire
chapter is devoted to this step to underscore its importance. It provides useful
information to help present evaluation data to various audiences and covers both
oral and written reporting methods. The end result of the effort is a repositioning
of HR function from an activity-based process to a results-based process.'

THE PROCESS OF COMMUNICATING
RESULTS

The skills required for communicating results effectively are as important as
those involved in producing the results. Yet, the communication process varies
little from other types of communications in business and professional settings.
Regardless of the message, the audience, or the media, a few general principles
are important when communicating HR program results.

B The communication must be timely. Usually, program results should be
communicated as soon as they are known and are packaged for presentation.
From a practical standpoint, it may be best to delay a communication to a
convenient time, such as the next edition of the newsletter or the next gen-
eral management meeting. Several questions about timing must be
addressed. Is the audience prepared for the information, when considering
the content and other events? Are they expecting it? When is the best time
to have the maximum impact on the audience?

W The communication should be targeted to specific audiences. The com-
munication will be more efficient when it is designed for a specific group. The
message can be specifically tailored to the interests, needs, and expectations
of the group. The length, content, detail, and slant will vary with the audience.

M The media should be carefully selected. For a specific group, one medium
may be more effective than others. Face-to-face meetings may be better with
some groups than special bulletins. A memo to top management may be
more effective than an evaluation report. The selection of an appropriate
medium will help improve the effectiveness of the process.

B The communication should be unbiased and always modest. Facts must
be separated from fiction, and accurate statements must replace opinions.
Some target audiences may view communication from the HR department
with skepticism and may look for biased information and opinions. Boast-
ful statements will sometimes turn off individuals, and most of the content
of the communication will be lost. Observable, believable facts carry more
weight than extreme or sensational claims, although the claims may be
needed to get initial attention.
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B The communication must be consistent. The timing and the content of the
communication should be consistent with past practices. A special commu-
nication at an unusual time may create suspicion. When a particular group.
such as top management, regularly receives communication, the information
should continue even if the results are not good. If selected results are omit-
ted. it might leave the impression that only good results are reported.

H Testimonials are more effective if they are from individuals with audi-
ence credibility. Attitudes are strongly influenced by others, particularly by
those who are admired or respected. Testimonials about HR program results,
when solicited from individuals who are generally respected in the organi-
zation, can have a strong impact on the effectiveness of the message. This
respect may be earned from leadership ability, position, special skills, or
knowledge. The opposite of this principle is true. A testimonial from an indi-
vidual who commands little respect and is regarded as a poor performer can
have a negative impact.

B The audience’s perception of the HR department will influence com-
munication strategy. Perceptions are difficult to change. A negative opin-
ion of the HR department may not be changed by the mere presentation of
facts. However, the presentation of facts alone may strengthen the opinion
of individuals who already have a favorable impression of the department.
It provides reassurance that their support is appropriate. The department’s
credibility should be an important consideration when developing an over-
all communication strategy. An HR department with high credibility and
respect in the organization may have a relatively easy task in communicat-
ing results. A department with low credibility may have a problem when try-
ing to be persuasive in a communication. However, communicating signifi-
cant program results can have a positive effect on increasing the credibility
of the department.

These general principles are important to the overall success of the communica-
tion effort. They should serve as a checklist for the HR professional when dissemi-
nating program results to a variety of individuals. Determining which group needs
what information deserves careful thought, because as problems can arise when a
particular group receives inappropriate information or another is omitted altogether.

COMMUNICATING WITH TARGET
AUDIENCES

The reasons for communicating program results vary with the organization and
specific needs. Table 12-1 shows the most common reasons. along with the tar-
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TABLE 12-1
COMMON TARGET AUDIENCES

AUDIENCE REASON FOR COMMUNICATION
Top Management To secure approval for HR programs; to allocate
resources of time and money.
All Management To gain support and build credibility for the HR

department’s actions.
Participants’ Superiors To obtain a commitment for a subordinate to be
involved in an HR program.
Potential Participants  To create a desire to participate in a program.
Current Participants To enhance reinforcement of the HR process.

HR Staff To show the importance of measuring the results of
HR programs.

All Employees To stimulate interest in HR department efforts.

Stockholders To secure endorsement of the HR department’s efforts.

get audiences. An organization should develop its own tailor-made list of reasons.
The list should be reviewed prior to developing a communication strategy for
reporting significant results.

Selecting the Audience

Probably the most important target audience is top management, who are
responsible for the allocation of resources for the HR department. They need
information in order to approve expenditures and to gauge the success of the HR
function. Without a stream of information about HR effectiveness, top manage-
ment will form an opinion about HR based on whatever data is available.

The entire management group should be informed about HR program results
in a general way. Management’s support for, and involvement in, the HR process
is important to the success of the effort. The department’s credibility is another
key issue. Communicating program results to management can help establish this
credibility.

The importance of communicating with a participant’s supervisor is probably
obvious. In many cases supervisors must allow their employees to be involved in
HR programs and are required to support HR programs. An adequate return on
investment in HR programs improves their commitment to the HR function, as
well as enhancing HR’s credibility with them.

Occasionally, results are communicated to create a desire for individuals to
participate in a program. Potential participants are an important target for com-
municating results, especially for voluntary programs.



COMMUNICATION OF HR PROGRAM RESULTS n

Participants need feedback on the overall success of their efforts. Some partic-
ipants may not have been as successful as others in meeting program objectives.
Communicating results creates peer pressure to make the program work and to
improve results for the future. For those achieving excellent results, the commu-
nication will serve as reinforcement. This target audience is often overlooked
under the assumption that participants do not need to know about the overall suc-
cess of the program.

HR staff members should receive information about program results. For small
staffs, the individual conducting the evaluation may be the same person who
coordinated the program. For larger departments, evaluation may be a separate
function. In either case, the program designer must have the information on the
program’s effectiveness so that adjustments can be made when the program is to
be repeated.

All employees and shareholders may be less likely targets. General interest
news or stories may build respect for the function and positive attitudes about the
organization. Shareholders are interested in their investment, and stories about a
significant ROI will peak their interest.

While Table 12-1 shows the most common target audiences, others may exist in
a particular organization. For instance, all management or all employees could be
subdivided into different departments, divisions, or even subsidiaries of the orga-
nization. The number of audiences can be quite large in a complex organization.

Selecting the Message

When considering a particular audience, the following questions should be
asked about each potential group:

M Is the audience interested in the subject?

B Do they really want to hear the information?

B Is the timing right for this audience?

B Is the audience familiar with the views of the HR department?
B How do they prefer to have results communicated?

B Are they likely to find the results threatening?

B Which medium will be most convincing to this group?

Three general principles should be followed when communicating with a spe-
cific audience:

B Get to know the audience. The HR department should know each audience
to the greatest extent possible. Some audiences. such as program partici-
pants, are well known. Others, such as top management or various segments
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of the management group, may not be known to the HR staff as well as they
should be. Special efforts may be needed to understand their concerns and
the issues they face.

B Find out what information is needed and why. Each group will have its
own needs relative to the information desired. Some will need detailed
information, while others want brief summaries. A quick review of this issue
will help streamline the process.

B Try to understand each audience’s viewpoint. This relates back to the
first principle—know the audience. Each will have a particular viewpoint
about the results. Some audiences may want to see the results, while others
may not. Still others will be neutral. The staft should try to understand the
different viewpoints. With this understanding, communications can be tai-
lored to each group. This is especially critical when the HR professional
expects an audience to react negatively to communication.

COMMUNICATING WITH TOP MANAGEMENT

No group is more important than the top management group when it comes to
communicating program results. Improving communications with this group
involves developing an overall strategy that may include all or part of the fol-
lowing actions.”

Strengthen the Relationship with the CEO

The individual responsible for HR should establish an informal and productive
relationship with the chief executive officer of the organization. If this is a direct
reporting relationship. this process is a natural development; otherwise, it will
require special attention. Both the CEO and the HR executive should feel comfort-
able with open communications regarding HR needs as well as program results. One
approach to better communications is to establish frequent, informal meetings with
the chief executive to discuss problems with current programs, new program needs,
and performance deficiencies in the organization. Candid and informal conversa-
tions can provide the CEO an insight not possible from any other source. It can also
be helpful to the HR manager in determining direction for the HR function.

Show How HR Programs Have Helped Solve Major Problems

While specific results of current programs are comforting for an executive,
solutions to immediate problems may be more convincing. Consider this exam-
ple. One organization experienced a serious problem with turnover. Costs were
unusually high and service had begun to deteriorate. This was a complex prob-
lem. and the HR director began to look for solutions. Several actions were
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planned, including the implementation of new HR programs. The collective effort
of all actions yielded favorable results, with improvements in costs and quality.
The HR department got its share of the credit. The HR function helped turn
around an unprofitable situation.

Communicate Program Results Routinely

When an HR program achieves significant results, appropriate top executives
should know about the results. A brief memo can accomplish this by indicating
when the program was implemented, what its goals were, and what results were
achieved. Presented in a for-your-information format, this communication should
state only facts and very little opinion. The credit for success should be given to
program participants and their supervisors. HR programs, including plans, activ-
ities, and results should also be communicated to the top executive group, unless
of course the information is insignificant. Frequent information from the HR
department can have a positive impact on the top group.*

Appoint Top Executives to HR Committees

An effective way to enhance commitment from the top group is to ask them to
serve on an HR committee. The HR department should use committees to provide
input and advice to the HR staff on a variety of issues, including program needs,
problems with the present programs, and program evaluation. Committees come
in a wide variety of types, as illustrated in Chapter 4. Regardless of the scope,
committees can be helpful in informing executives about programs accomplish-
ments.

For example, one organization appointed several executives to a salary admin-
istration committee. The committee’s functions included job evaluation, program
design, and program changes. The committee met frequently to review the effort,
monitor the results, and make changes to correct problems. The executives were
made aware of the results of the program on a continuous basis. and top execu-
tive involvement became crucial to the success of salary administration in the
future.

Conduct an HR Review

An effective way to communicate HR program results to top executives is
through the use of an HR review meeting. While this review can be conducted
more frequently, an annual basis is common. The primary purpose is to apprise
top management about what has been accomplished with HRD and what is
planned for the future. The review meeting can last from two hours to two days.



34 HUMAN RESOURCE CONTRIBUTION

depending on the scope of the meeting and the amount of HR program activity.
Table 12-2 presents a typical agenda.

This meeting cannot be taken lightly because it may be the most important
event on the HR department calendar during the year. It must be planned care-

TABLE 12-2
HR REVIEW AGENDA

B Review of HR programs for the past year.

B Methods of evaluation for selected programs and the results achieved.

B Significant deviations from the expected results (both good and bad).

B Basis for determining HR needs for next year.

B Planned programs for the coming year (secure support and approval).

B Proposed methods of evaluation and potential payoffs.

B Problem areas (lack of support, systems problems, or other potential prob-
lems that can be corrected by top management).

B Concerns from top management.

fully, executed on a timely basis, and controlled in a manner to accomplish its
purpose. This approach has been used in many organizations, and the reaction has
been extremely favorable. Top management is interested in what the HR depart-
ment accomplishes because the process involves all employees. Most of all, they
want to have input into decisions for new programs.

DEVELOPING THE EVALUATION REPORT

The type of formal evaluation report used to communicate results depends on
the amount of detailed information developed for the various target audiences.
Brief summaries of program results with appropriate charts may be sufficient for
most communication efforts. For other situations, particularly for the evaluation
of significant programs requiring extensive funding, more detail is needed and a
full evaluation report may be necessary.* This report then can be used as the basis
for other reports for specific audiences and various media. At a minimum, the
report should contain the sections outlined here.

Management Summary
The management summary, a brief overview of the entire report explaining sig-

nificant conclusions and recommendations, is designed for those individuals who
have only a casual interest or who are too busy to read a detailed report. Although
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usually written last, it appears first in the report for easy access. One page is usu-
ally sufficient.

Background Information

The background information provides a general description of the events that
led to the creation of the program. If applicable, the section summarizes the needs
analysis. It also presents specific issues and events that were critical to the devel-
opment and implementation of the program. This section lists the objectives and
gives a brief description of the program as well as other detailed information the
audience may need.

Evaluation Strategy

The evaluation strategy describes all of the components that make up the total
evaluation process. It discusses several components of the results-based HR
model, presented in Chapter 3. It begins with the purposes of evaluation for this
particular program, then describes, the data collection techniques and presents
them as exhibits. Other useful information related to the design, timing, respon-
sibilities, and execution of the evaluation are included.

Data Collection and Analysis

The report usually presents the data collected in both raw and finished formats.
In some cases a summary is appropriate. This section presents special data analy-
sis issues including how the effects of the program are isolated from other factors
and how the output data are converted to a monetary value. The methods of data
analysis are presented with appropriate explanations and interpretations. If appro-
priate, the report states the hypothesis along with the confidence level and the
outcome of hypothesis testing.

Program Costs

This section presents program costs. A summary of the costs, by cost compo-
nents (process category) or by particular accounts, may be appropriate. Recom-
mended categories for cost presentation are analysis, development, implementa-
tion operating, maintenance, and evaluation costs. While the assumptions made
in estimating costs are discussed in this section, there 1s no need to explain the
complete system for assigning and allocating cost. A footnote to explain that a
description of the system is available is sufficient.
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Program Results

The program results section, probably the most important part, presents a sum-
mary of the results with charts, diagrams, tables, and other visual aids. If applic-
able, this section presents a cost/benefit analysis along with the ROL It also out-
lines various program benefits and presents a complete picture of both hard and
soft results.

Conclusions and Recommendations

A final section presents the overall conclusions based on an analysis of all the
information. If appropriate. this section gives brief explanations on how each
conclusion was derived. If not obvious, the impact of these conclusions is
explained. This section presents a list of recommendations including changes in
the HR program, if necessary, as well as briet explanations for each recommen-
dation. The conclusions and recommendations must be fully consistent with the
findings described in the previous section. While this appears obvious, it is not
unusual to find reports with conclusions that are in conflict with the results.

While these components are the key parts of a complete evaluation report, the
report can be scaled down as necessary to provide needed documentation. This
process may appear complicated: however. it is necessary to communicate results
when a comprehensive evaluation has been conducted.® This report is an impor-
tant “last step” in the evaluation process.

MANAGEMENT MEETINGS

If used properly, management meetings represent a fertile opportunity for com-
municating program results. In the proper context, HR results can be an impor-
tant part of any organizational meeting.® A few examples will illustrate the range
of possibilities.

Staff Meetings

Staff meetings are held to review progress. discuss current problems, and dis-
seminate information. These meetings can be an excellent forum to discuss the
results achieved with an HR program, when the program is related to the activities
of the particular group. Information on program results can be sent directly to exec-
utives to use in staff meetings, or a member of the HR staff can attend the meeting
1o present the information. For example, a large waste management company dis-
cussed a progress report on an organizational change program at its staft meetings.
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Supervisor/Leader Meetings

Regular meetings with first-level supervisors are quite common. Topics that will
help supervisors be more effective in their work are usually discussed. A discussion
of an HR program, with corresponding results, can be integrated into the regular
mecting format. In one example, a new safety awareness program was announced
in a routine supervisors’ meeting. After the program was implemented, the results
were discussed at subsequent supervisors” meetings throughout the year.

Panel Discussions

Although not common in all organizations, panel discussions can be used to
discuss important issues and solutions to problems. A typical panel might include
two or more supervisors or managers who discuss how they used an HR program
to solve a problem common to other supervisors. A successful discussion that
includes the results of an HR program can provide other supervisors and top man-
agement with convincing data on the success of the program. In one organization,
a selected group of supervisors discussed ways in which they have lowered
turnover by using an HR program. Each panel member achieved significant
progress with turnover reduction and discussed his specific techniques.

Management Clubs and Associations

Management clubs, leadership associations. and local company chapters of
management associations are becoming increasingly popular. These organiza-
tions usually open their membership to all professional, technical, and manager-
ial employees. Regular meetings are a major part of their activities, with the
majority of the meetings focusing on management-related topics. HR program
results can be an appropriate topic in these meetings. In one company, a monthly
meeting featured a member of the HR staft who discussed the results of an assess-
ment center for selecting supervisors. In a featured presentation, the staff mem-
ber outlined the program statistics since its inception and the specific results
achieved. By showing management that the program worked, the presentation
gained additional support for HR.

Annual “State of the Company” Meetings
A few organizations initiated an annual meeting for all the members of man-

agement in which the CEO reviews progress and discusses plans for the coming
year. A few highlights of major HR program results integrated into the CEO’s
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speech can have a positive effect on the HR department. They can show top exec-
utive interest, commitment, and support. These highlights of program results can
be presented along with operating profit, new facilities and equipment, acquisi-
tions, new products, and next year’s sales forecast.

In summary, whenever a management group is convened in significant hum-
bers, the possibility of communicating HR program results should be considered.

HR NEWSLETTERS

Although usually limited to large HR departments, a highly visible way to
communicate program results is through the use of an HR newsletter. Published
on a periodic basis, usually monthly or quarterly. a newsletter usually has four
basic purposes:

B To inform management about HR activities, programs, and plans.
B To build commitment and support for the HR function.

B To explain to the managers their role in the HR process.

B To communicate HR program results.

Possibly a more subtle reason for a newsletter is to show the importance of the
HR function. Published by the HR staff, the newsletter is usually distributed to
management, or at least to key managers, in the organization. Some publications
target the first level supervisors, while others target department heads. The for-
mat and scope of the newsletter can vary considerably. A simple two-page
newsletter, front and back, may work well for a small organization, while a com-
prehensive, four-color, [2-page newsletter may be appropriate for a large organi-
zation with an adequate budget. Still other organizations put the information
online for access on desktop PCs. Regardless of format, several topics are appro-
priate for this newsletter and are shown in Table 12-3.

While this list may not be suited for every newsletter, it represents the variety
of topics that should be presented to the management group. The newsletter
should not be too boastful; otherwise, it might turn off even the most supportive
managers. It should present facts and leave out most of the opinions of the HR
staff. Facts are hard to dispute, and opinions and comments from executives out-
side the HR department will be respected. When presented in a professional man-
ner, the newsletter can meet the four objectives listed above.

THE GENERAL INTEREST PUBLICATION

To reach a wide audience, HR professionals sometime use general interest, in-
house publications. Whether a newsletter, magazine. or newspaper, this publica-
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TABLE 12-3
ToPrPICS FOR HR NEWSLETTER

B Significant HR program results documented in an easily understood format,
including the method(s) of evaluation and the measurement of the impact.

B Announcements of major HR change programs with the expected results.

B Progress reports on major programs in the development stage, with a request
for comments.

B Cost/benefit analysis or ROI calculations for a specific program.

B A brief summary of the feedback from participants in an HR program report-
ing initial success and including brief interviews with participants.

B Comments from a top executive about the organization’s HR policies.

H A feature story of a key supportive manager, emphasizing the manager’s
efforts and involvement in HR programs.

H A section spotlighting a member of the HR staff who is achieving results
with programs in a partnership with supervisors.

B A schedule of planned programs with a brief description including objectives
and target audience.

B Changes in benefits, employee services, compensation plans, and recognition
systems along with the rationale for the changes.

tion usually reaches all employees, and the material is limited to general interest
articles, announcements, interviews, and helpful data. HR program results may be
an appropriate topic when the program has wide participation and the results have
general interest appeal. The information must be carefully selected. A few of the
types of articles that may be included are described below.

Program results. Results communicated through this media must be significant
to arouse general interest. For example, a story with a headline, New Safetv Pro-
gram Results in One Million Hours Without a Lost Time Accident, will catch the
attention of many people because they are involved in the effort and understand
the significance of results. A report on the accomplishments of a single group of
participants may not create interest unless the audience can relate to those accom-
plishments. The results of many HR programs occur weeks or even months after
the program is completed. Participants need reinforcement from many sources in
order for them to meet program objectives. Communicating program results, to a
general audience that includes the participant’s peers, offers encouragement (or
sometimes additional pressure) to participants to reach desired accomplishments.

Building interest. Stories about participants involved in an HR program and
the success they achieve create a favorable image that may be appropriate for a
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publication. This type of article can show employees that the company invests
time and resources in its employees. These articles provide information about
programs that employees may not otherwise receive, and sometimes create a
desire for involvement in these programs. This desire to participate may be nec-
essary to obtain a future desired level of participation. For example, one organi-
zation conducted a program for potential new supervisors. Although the program
was not described as a pre-supervisory program, employees understood that those
who were selected for participation were being groomed for supervision. The pro-
gram was highly visible and involved department visitations as well as classroom
assessment. The company’s monthly newspaper published information about the
program including interviews with participants. The article resulted in a long list
of employees expressing a desire to be included in future programs.

Participant recognition. General audience communication can bring recogni-
tion to participants in an HR program, particularly those who excel in some
aspect of the program. For example, one organization, a large pipe manufacturer.
features an article in its in-house publication on all top award winners for the sug-
gestion system program and includes the details and results of their suggestions.

When participants are selected for a prestigious and well-respected program,
the recognition can enhance self-esteem. One aerospace company sends promis-
ing executives to a prestigious university executive development program. Each
year, the company’s newsletter lists the participants and describes the program
and its goals.

Human Interest Stories. HR activities are a wonderful source of human inter-
est stories. A rigorous program with difficult requirements for selection can provide
the basis for an interesting story on participants who have been involved in it. For
example, in one steel plant, the editor of the company newspaper participated in a
rigorous training program for sales representatives and wrote a stimulating article
about what it is like to be a participant. The article described the entire course, its
agenda, how it was presented, and its effectiveness in terms of the results achieved.
The feature made an interesting story about a difficult development activity.
Reprints of the article were used in recruiting sales representatives.

Annual Reports. Some organizations publish annual reports on the condition,
success, or results of a specific HR program. One construction firm publishes an
annual report of its employee assistance program, detailing program costs, pro-
gram utilization rates (compared to other plans), and the successes (without
names). Another firm, a large Japanese-owned automobile manufacturing plant,
publishes an annual report of its suggestion plan, including costs and results.



COMMUNICATION OF HR PROGRAM RESULTS R}

The benefits and opportunities for the HR departments to use the in-house publi-
cation to let employees know about current events in the HR department are endless.

BROCHURES/BOOKLETS/PAMPHLETS

In addition to memos, reports, and newsletters, other forms of written commu-
nications can be effective in getting the message out about HR programs results.
Brochures, booklets, and pamphlets have proven to be effective in a variety of
applications. Four examples are presented here.

Program brochures. A brochure might be appropriate for programs conduct-
ed on a continuing basis in which participants are selected from many potential
applicants. The brochure should be attractive and should present a complete
description of the program, with a major section devoted to results obtained with
previous participants, if available. Measurable results and reactions from partici-
pants, or even direct quotes from individuals, can add spice to an otherwise dull
brochure. For example, a large electric utility established a comprehensive lead-
ership development program, called leadership challenge, aimed at developing
future executives. The brochure for the program contained descriptions of pro-
jects and the results achieved by former participants.

Program Summaries. A detailed description of programs can be distributed to
the management group, particularly in large organizations. Some necessary items
to include in these summaries are general description, program specifics, and the
target audience. The brochure should be attractively packaged. If the program has
been in existence for some time, evaluation data can be presented. For example,
in a basic resources firm, a gain sharing program was implemented in most
plants. A brochure for the program listed the results in productivity gains and cost
reduction, in addition to describing how the program works.

Recruiting brochures. For some jobs and trainee programs, candidates are
recruited from outside the organization. Brochures can help bring individuals into
programs for target positions such as management trainees, nurses, account exec-
utives, salespersons, and other entry-level professionals. These brochures usual-
ly devote little attention to the results obtained from the formal entry-level selec-
tion and training program. Most brochures aim to describe the program and the
entrance requirements. They should include information on the success of those
completing the program, and possibly a few quotes from past participants about
the importance of the program. For exampie. one large engineering firm produced
a results-based recruiting brochure for its cooperative education program. The
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brochure contained feedback data from participants, quotes from interviews with
former participants, and actual statistics on co-op retention and advancement
when compared to non co-op graduates.

Special achievement. Occasionally, the HR department may have an opportu-
nity to publicize a success story-—an achievement linked to an HR program. A
pamphlet on this story, developed and distributed to the management group in
general management meetings or staff meetings, can be beneficial. The brochure
should focus on tangible results such as reducing costs, increasing productivity,
improving quality, and improving service times. It should detail what was done,
how it was done, and what was achieved with subtle tie-ins to HR programs. A
large package delivery firm did just that when it implemented an employee
empowerment program. Periodically, it published pamphlets to feature individu-
als who had taken the spirit and concepts of the program to ultimate extremes.
These pamphlets clearly showed what individuals could, and should, do to make
the program work.

If developed and presented in a professional manner. these brochures, booklets,
and pamphlets are effective and inexpensive ways to let others know about HR
programs and the results they have achieved. Reporting on the results can add
accountability and build credibility.

SUCCESS STORIES

A final approach to communicating program results involves the use of the
subtle success story (SSS), which is an extension of the special achievement
above. In this approach, success stories are publicized when a success can be
linked to an HR program. Publicity is usually low key, and initially it may not be
obvious who initiated the communication or even why it was communicated. The
subtle idea is to let the management group see a successful performance story that
was a result of an HR program. Publicizing success stories can have several
advantages. It shows the entire group a success related to HR. Top managers, who
expect results from HR programs, will certainly connect the two events. This
approach can encourage participants in the program who did not get similar
results, and for the employees who are featured, the story reinforces the impor-
tance and significance of their accomplishments. It provides a positive recogni-
tion for their efforts, and it reinforces the objectives of the HR program to the
entire target group. It shows them that if they meet program objectives, the orga-
nization will give them recognition.

The subtle approach is used so that unnecessary attention is not directed to the
HR department. The stars of the show are the participants who have made the
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program work. No one wants to listen to the HR department tooting its own horn
about its programs. With this approach, critics will not treat valuable information
as propaganda.

The various methods for communicating HR program results can be creative-
ly combined to fit any situation. Here is a successful example using three
approaches: a success story, management meetings, and a pamphlet.

A production unit achieved outstanding results through the efforts of a team of
two supervisors. These results were important key bottom-line measures of
absenteeism, turnover, lost-time accidents, grievances, scrap rate, and unit hour.
The unit hour was a basic measure of individual productivity.

These results were achieved through the efforts of the supervisors who applied
the basic skills they learned in a supervisor development program. During a panel
discussion presented in a question-and-answer session at a monthly meeting for
all supervisors, the two supervisors outlined what they do to get their results.
They mentioned that they learned many of the techniques in the supervisory train-
ing program.

The comments were published in a pamphlet for distribution to all supervisors
through department heads. The title of the publication was Getting Results: A
Success Story, and the cover of the 84 X 11, four-page pamphlet was attractive,
but the contents were more important. The inside cover detailed the specific
results, along with additional information about the supervisors. A close-up pho-
tograph of each supervisor taken during the panel discussion was included. The
next two pages presented a summary of the techniques used to secure the results.
The pamphlet was used in staff meetings as a guide to discuss the points covered
in the panel discussion. Top executives were also sent copies. In addition, the dis-
cussion was videotaped and used in a subsequent training program as a mode! for
applying information learned in the program. The pamphilet served as a handout.

From all indications, the communications effort worked. All levels of manage-
ment responded favorably. Top executives asked the HR department to prepare
and conduct additional similar meetings. Other supervisors began to use more of
the approaches presented by the two supervisors.

SUMMARY

This chapter presented the final step in the results-based HR model introduced
earlier. Communicating program results is a crucial step and if this step is not
taken seriously, the full impact of the program results will not be realized. The
chapter began with the general principles of communicating program results. It
presented a communications model that serves as a guide for any significant com-
munications effort. The various target audiences were discussed and, because of
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its importance, emphasis was placed on the top management group. The chapter
presented a suggested format for a detailed evaluation report. Much of the
remainder of the chapter included a detailed presentation of the most commonly
used media for communicating program results, including meetings, periodic
publications, and other written materials.
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Appendix One

How RESULTS-BASED ARE YOUR HUMAN
RESOURCES PROGRAMS? SCORING AND
INTERPRETATION

(See Table 1-5 for Checklist)

Scoring: Assign a numeric value to each of your responses to the questions in
Table 1-5 based on the following table (see next page), which awards 5 points
for the most correct response, 3 points for the next most correct response and |
point for the least correct response. Total your score and compare it with the
analysis that follows.

Rationale: Explanations for responses are given below.

1. Performance measurements should be developed for all HR function.
When that is not feasible, at least a few key measures should be in place in
each function; otherwise, a function may be perceived to be unimportant or
not a contributor.

2. Major organizational decisions should always involve input from the HR
function. HR policy makers should have input into key decisions in which
human resources are at issue.
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. Whenever possible, the investment in human resources should be measured

by improvements in productivity, cost savings, and quality. Although other
types of evaluation are important and acceptable, these measures are the
ultimate proof of results.

. The concern for the method of evaluation should occur before the program

is developed. In the early stage, some consideration should be given to how
the data will be collected and how the program will be evaluated. This
ensures that the proper emphasis is placed on evaluation.

. HR programs should never be implemented without a provision for at least

some type of formal method of measurement and evaluation. Otherwise,
the contribution of the program may never be known.

. The costs of all invididual HR programs should be continuously monitored.

This provides management with an assessment of the financial impact of
these programs at all times—not just when the program is implemented.

. Because these important variables represent a tremendous cost for the organi-

zation, the cost of absenteeism, turnover, and sick leave should be routinely
calculated and monitored.

. Costbenefit comparisons of HR programs should be conducted frequently,

particularly when a significant investment is involved. Even rough esti-
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mates of payoffs versus estimated costs can be helpful in the evaluation of
a program.

. In an economic downturn, the HR function should go untouched in staff

reductions or possibly beefed up. Ideally, the function should enhance the
bottom line by improving productivity or by reducing costs that can keep
the organization competitive in the downturn.

. Because employee benefits represent a signficiant portion of operating

expenses, they should be routinely monitored and compared to national
data, industry norms, and localized data. Projected future costs of benefits
should also be periodically reviewed.

. The CEO should frequently interface with the executive responsible for

human resources. It is important for the CEO to know the status of the HR
function and receive input on employee morale. This provides an opportu-
nity for the CEO to communicate concerns, desires, and expectations to the
HR executive. Frequent meetings are important.

. The top HR executive should report directly to the CEO. A direct link to

the top will help ensure that the HR function receives proper attention and
commands the influence necessary to achieve results.

. Line management involvement in the implementation of HR programs

should be significant. Line management’s participation in the design,
development, and implementation of HR programs will help ensure their
success. Line management should be considered in a partnership with the
HR staff.

The entire HR staff should have some responsibility for measurement and
evaluation. Even when some individuals are devoted full time to the effort,
all staff members should have a partial responsibility for measurement and
evaluation. Staff members should also have training in measurement and
evaluation methods. This comprehensive focus on evaluation is necessary
for successful implementation.

. Human Resources Development (HRD) efforts should consist of a variety

of education and training programs implemented to increase the effective-
ness of the organization. HRD involves more than just courses or short
seminars. It should include a variety of instructional methods aimed at
improving organizational effectiveness.

. When an employee completes an HR program, his or her supervisor should

require use of the program material and reward the employee for meeting
or exceeding program objectives. This positive reinforcement will help
ensure that the appropriate results are achieved.

. Pay-for-performance programs should be considered for most employees,

both line and staff. Although usually limited to a few key line employees,
these programs can work for all employees. Through gain sharing plans,
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bonuses, and incentives, employees can see the results of their efforts and
are rewarded for their achievement. This is fundamental to a results-ori-
ented philosophy for the HR function.

. Productivity improvement, cost reduction, or quality work life programs

should be implemented in many locations and should achieve positive
results. These programs are at the very heart of bottom-line HR contribu-
tions and have been proven successful in all types of settings. The HR func-
tion should take the lead to ensure that these programs are administered
efficiently and are successful.

The results of HR programs should be routinely communicated to a variety
of selected target audiences. Different audiences have different interests
and needs, but several important audiences should receive information on
the success of HR programs. While some may need only limited general
information, other audiences need detailed, bottom-line results.

The impact of the HR function on the bottom-line contribution can be esti-
mated with little additional cost. If measurement and evaluation is an inte-
gral part of the organization’s philosophy. data collection can be built into
the human resources information system. It adds a little cost but should
generate data necessary to calculate program results.

ANALYSIS OF SCORES

Total score should range from 20 to 100. The higher the score, the greater your
organization’s emphasis on achieving results with the HR function.

Score Range  Analysis of Range
80-100 This organization is truly committed to achieving results with

the HR function. Additional concentrated efforts to improve
measurement and evaluation for the HR function is not needed.
There is little room for improvement. All HR subfunctions and
programs appear to be contributing to organizational effective-
ness. Management support appears to be excellent. Top manage-
ment commitment is strong. This HR department is taking the
lead in measurement and evaluation by showing the contribution
it can make to the organization’s success. Chances are, it is a
vital part of an eftective and successful organization.

61-80 This HR department is strong and is contributing to organiza-

tional success. The organization is usually better than average in
regard to measurement and evaluation. Although the attitude
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toward achieving results is good, and some of the approaches to
evaluation appear to be working, there is still room for improve-
ment. Additional emphasis is needed to make this department
continue to be effective.

41-60 Improvement is needed in this organization. It ranks below aver-
age with other HR departments in measurement and evaluation.
The attitude toward results and the approach used in implement-
ing HR programs are less than desirable. Evaluation methods
appear to be ineffective and action is needed to improve man-
agement support and alter the philosophy of the organization.
Over the long term, this department falls far short of making a
significant contribution to the organization.

20-40 This organization shows little or no concern for achieving results
from the HR function. The HR department appears to be ineffec-
tive and improvement is needed if the department is to survive
in its current form and with its current management. Urgent
attention is needed to make this department more effective in
contributing to the success of the organization.

This instrument has been administered to HR managers and specialists attend-
ing local, regional, or national HR conferences. The typical respondent has been
the individual responsible for the HR function. The instrument was administered
anonymously and the respondents were provided ample time at the beginning of
the meeting to complete it. Questions and answers were allowed during the
administration of the instrument. To date, there have been over 700 usable
responses representing an average score of 61.4 with a standard deviation of 7.7.

The score can reveal much about the status of human resources in an organi-
zation and the attitude toward measurement and evaluation. A perfect score of
100 is probably unachievable and represents utopia; however, it is the ultimate
goal of many HR executives and a few other key executives. On the other
extreme, a score of less than 20 reveals an ineffective organization, at least in
terms of the contribution of the HR function. The organization will probably not
exist for long in its current form or with the current staff.

Although the analysis of these scores is simplistic, the message from the exer-
cise should be obvious. Achieving results from HR function is more than just
evaluating a single program or service. [t represents a comprehensive philosophy
that must be integrated into the routine activities of the HR staff and supported
and encouraged by top executives.
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CEO: CHECK YOUR COMMITMENT TO THE
HUMAN RESOURCES FUNCTION

(See Table 4-1 for Checklist)

NUMBER OF
YES RESPONSES EXPLANATION

25-30 Excellent top management commitment, usually reflective
of a successful organization. This organization is maximiz-
ing the efforts of the HR function.

20-24 Top management commitment is adequate, but there is a
need for additional emphasis. While top executive support
exists, it needs some improvement.

15-19 Inadequate top management commitment. Improvement is
necessary for the HR department to become an effective
and viable part of the organization.

10-14 Very little top management commitment exists. The HR
function cannot be effective in this organization.
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FEEDBACK QUESTIONNAIRE
FOR HR PROGRAM

Note to Developer: Use only appropriate questions and statements.

Program Title and Number: Date:
Name: Location:
Coordinator/Facilitator:

Not Successful Completely

At Al Successful

Objectives 12 3 4 5
Please indicate the degree of success in meeting

each objective.

1 O o oo o

2 g 0o oo o

3 o 0 Ooa Od

4 O 0o oo O

5 I O R o 0

Instructions: For each statement, select the best response that reflects your
level of agreement. using the following ratings.
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Rating Description
1 Strongly Disagree

2 Disagree
3 Neither Agree or Disagree
4 Agree
5 Strongly Agree
Strongly Strongly
Disagree Agree
Program Content 1 2 3 4 5
1. The program content was relevant to my job. o 0 oo gd
2. The program content was timely and up-to-date. 0O 0O 0O O O
3. The program can be transferred to my job. O g oo 0o

Comments on Program Content

Program Materials

4. The program materials were of good quality. 0o o og o
5. The level of difficulty of this program was

appropriate. O o oo o
6. The workbooks/manuals were helpful in this

program. O o oOoa o

Comments on Program Materials

Program Facilitation/Coordination

7. The method of facilitation was appropriate for
this audience. o o og a

8. The interaction/involvement was appropriate. o o oo o

Comments on Program
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11
12

13

15.

16.
17.
18.
19.
20.
21
22.
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On a scale of 1 to 10, how do you rate this program

(1 = Not effective; 10 = Extremely effective)?

23.

What was the most effective part of this program?

Strongly
Disagree
12
Facilitator/Coordinator
. The facilitator/coordinator was knowledgeable
of the program material. 0o 0
The facilitator/coordinator was prepared. 0 o
. The facilitator/coordinator’s skills were effective. T 0O
The facilitator/coordinator was responsive to
particpants. O O
Comments on Facilitator/Coordinator
Exercises
. The exercises were of good quality. 0o 0O
. The exercises were relevant to the program. g 0O
The exercises helped to meet program objectives. O [
Comments on Exercises
Overall Evaluation
The learning environment was adequate. c O
The pacing of the program was appropriate. g 0
The program length was just right. o a
The sequencing of the program was appropriate. 00 O
This program met my needs. o a
I would recommend this program to others. O d

O

]

ooooaooa
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Strongly
Agree
4 5
o O
O a
O 0O
M
o o
o O
O O
C O
o O
O 0O
O 0O
o 0O
O O
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26.

27.

28.

29.

HUMAN RESOURCE CONTRIBUTION

What was the least effective part of this program?

Do you have any suggestions for improvement of this program?

Comments on overall evaluation

Changes in Knowledge/Skills

As a result of this program, what additional knowledge have you gained?
What new skills have you acquired or improved?

As a result of this program, what do you estimate to be the increase in your
personal effectiveness, in areas related to this program, expressed as a percent?
Yo

Planned Improvements

Please indicate specific actions you will undertake as a result of this pro-
gram (please be specific):
1.

2.
3.

SN

What benefits should your company realize from the program?
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. What personal benefits did you have receive from this program?

As a result of applying what you have learned, please estimate value to your
organization over a period of one year.

What is the basis of this estimate?

. What confidence, expressed as a percentage, do you place in your estimate?

(0% = No confidence; 100% = Certainty)
%

. Other comments.
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PERFORMANCE IMPROVEMENT PLAN

Name Title
Department Location Telephone #
Today’s Date Start Date Completion Date Major Event Dates

This plan is for

Total Annual Significant Non-monetary Improvements
Value of I
Improvement 2.
3.
$ 4.
S.
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Target Performance
Net Improvement

Action Items

Current Performance
Annual Value of Improvement

Target Completion
Date Date

© N O L R e

o~
&

Calculations:

Non-monetary Improvements

I
)
2.




Index

M, 3.8, 189,239

Abbott Laboratories, 239
Absence, 197
Absenteeism rate, 41, 179
Absenteeism, 267
Academy of Management Journal, 285
Accident costs, 141
Acquisition cost, 259
Action plan, 245
advantages/disadvantages, 169
approach, 167
developing the, 167
results, 168
Action planning, 166
Advisory committee, 94
Affirmative Action (AA), 166
Affirmative Action Plan, 65
Alternate form method, 120
American Compensation Association. 239
American Express, 239
American Management Association. 12
American Productivity Center. 185
Amoco, 239
Analyzing data, 242
Annual reports, 320
Application report, 245
ARCO, 8, 43
Asset utilization, 177
Association measures, 291
AT&T Corporation. 4, 7

Behavior changes, 168
Bell-shaped curve, 291
Benchmarking, 229
data, 241
information, 243
myths, 248
participants, 245
partners, 236, 238, 243
process. 231. 248
projects, 245-247
team, 233
BENEX, 196-197
Best practices, 237
Bottom line. 8
Bowlin, Mike R., 8
Bureau of National Affairs, 39
Business Week, 6, 185

Calculating the HR contribution, 272
Career development. 211, 310

Central tendency measures, 289
Characteristics of a successful partnership, 82
Chase Manhattan, 239

CIGNA Corporation. 167

City of Hampton. Virginia, 7
Colgate-Palmolive Co., 7

Commitment check. 84

Communicating results, 73. 76
Communicating with top management, 312
Comparison of approaches. 47
Compensation. 216, 310



Competencies of HR professionals. 9
Competitive benchmarking. 40, 47
COMPEX. 196-197
Continuous Process Improvement (CPI). 4, 281
Control group. 154,273
Converting data, 280
Converting soft data, 284
Correlation coefticients, 294
Cost. 208, 210, 212-213, 220, 223, 227
accumulation, 262
classitication matrix, 262-263
estimating worksheet, 265-267
estimation, 264
monitoring, 71, 74
reduction, 141
savings, 281
Cost-Benefit Ratio, 303
Costs, 204, 206, 215, 217, 218,222, 225
Crosby, Phillip, 282
Customer complaints, 141
Customer dissatisfaction, 269

Data analysis, 245, 271, 287
Data collection and analysis, 71, 74, 315
Data collection methods, 241
Data collection techniques. 110-144
administrative issues, 121
considerations, 110
design considerations, 115
hard data, 111}
reliability, 119
soft data vs. hard data. 115
soft data, 113
types of data, {11
validity, 116-119
Database, 189
Developing costs, rationale, 251
Direct compensation, 216
Discounted cash flow, 302
Discussion leaders, 96
Dispersion, 290
Dow Chemical, 239
Drucker, Peter. 5, 185
DuPree, Thomas, 12

Earnings per share growth rate (EPSGR), 184

Education and training, 301

Employee Assistance Program (EAP), 65, 153,
223

Empioyee benefits, 217, 310

Employee complaints, 141

Employee involvement, 301

Employee relations index (ERI), 42

Employee relations, 223, 301

Employment tests. 44

Epps. Tim. |

Equal Employment Opportunity. 37. 41

INDEX 33

Equipment utilization, 141
ERIC, 285
Evaluation approaches, 33-48
Evaluation cost, 260
Evaluation design issues, 147-150
validity, 149
control groups. 148
timing of meuasurements, 148
Evaluation designs. {50-156
control group design, 153
ideal evaluation design, 154
one-shot program evaluation design, 150
post measure only, control group design, 155
single group. pre- and post-program
measurement design, 151
single group, time series design, 152
which design to choose, 156
Evaluation instruments, comparison, 144
Evaluation levels, 209
Evaluation myths. 54-57
Evaluation report. 314
Evaluation strategy. 315
Expense account classifications, 259-262
Experimental group, 153
Expert opinion, 284
External studies, 285

Facilitator, 158
Fair employment practices, 219
Fair employment, 30!
Federal Express, 3. 34, 189
Feedback
HR staff, 162
subordinates, 161
supervisor, 160
team members, 161
Financial performance measures, 184
First Chicago Corporation, 7
Focus groups, 134-137
applications, 136
design issues, 135
Follow-up methods, comparison, 172
Foliow-up, 162
advantages/disadvantages, 165
guidelines for development, 164
Ford, 239
Forecasting methods. 275
Frequency histogram. 290

Gain sharing, 327

General Accounting Office (GAQ), 255
General Electric Company. 34, 42
General Motors, 2

GPA. 29)

Graphical distortions, 295

Grievances, 268
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GTE. 17
Gubman, Edward L.. 12

Hallmark Cards, 239
Hard data. 111
examples of, 112
Harris, Tim, |
Hay Group, 34
Hewitt Associates, 11
Hewlett Packard Co.. 7
Historical costs, 284
Hote! del Coronado. 7
HR accounting, 47
HR auditing, 37-38, 47
HR auditing categories, 37
HR case studies, 38, 47
HR commitiees. 94. 313
HR contribution modet. 176. 190
HR cost monitoring, 39, 47
HR effectiveness index. 42, 47
HR expenses. 178
HR Focus, 13
HR key indicators. 47
HR Magazine, 285
HR management by objectives. 47
HR newsletter topics, 319
HR performance measures, 177
HR profit centers, 45
HR program costs, 246
HR refationships, 102
HR reputation. 35, 47
HR review agenda. 314
HRI, 34
HRMEX. 196-197
Human Resource Development Quarterly, 285
Human resource etfectiveness report, 239
Human resource information systems (HRIS),
20, 226. 254
Human resource performance index. 43
Human Resource Planning Society. 239
Human resources accounting (HRA), 36
Human resources costs, 250
Human resources effectiveness index (HRED),
34,44, 187
developing the. 186-200
Human Resources Management, 285
Huscelid. Mark. 11

IBM. 2. 34-35. 246
Images of the HR function. 81
Impact costs, 267
Impact of HR on financial performance. 12
Implementation cost. 260
IMPROSHARE. 17
Improved yuality. 282
Index
appropriateness and usefulness. 195

managerial pereeptions of, 194
utilization of. 193
Index items, 43
Intel Corp.. 7
Inter-item analysis, 120
International Foundation of Employce
Benetits, 256
International Personnel Management
Association, 239
Interpretation, 72
[nterviewee, 133
Interviews, 131-134
applications, 133
design issues. 132
types of, 132
Isolating eftects, 272

Job description index (JD1), 182
Job dissatisfaction. 268

Job satisfaction, 182

Journal of Applied Psvchology, 285

Key indicators, 4042
Kodak, 40

Labeling the contribution of the human
resources function, 11

Labor relations, 221. 301

Lawler. Ed. |5

Levels of evaluation, 60-61

levis-Strauss & Co.. 7

Line manager concern, 80

Mulcolm Baldrige National Quality Award. 14,
239

Management actions. 79
Management by objectives (MBO). 45, 188
Management commitment, 83
Management commitment checklist. 84-85
Management estimation, 285
Management involvement, 93
Management reinforcement, 92
Management support and reinforcement, 88-93
Manager involvement opportunities, 99
Manager refationships

classification, 104

strategies for improving. 106
Managerial perceptions, 194
Managers

as advisory conmmittee members. 94

as discussion leaders, 96

as participants, 98

as program coordinators, 97

as task force members. 95
Market forces, 177
Maytlower Group. 34
McMahon. John. 2



Measurement and evaluation, 67-68. 74
Mcasurement issues. 174

Merck. 3

Milliken. 40

Mirage Resorts, Inc.. 7

Mortality. 149

Maother Jones, 6

Motorola. 3. 40, {89, 239

Myths, 54-58

Needs analysis, 65-67. 74
Newsletters, 318

Niclson, Chuck, 2
Normal distribution, 291

Observation methods

audio monitoring. 139

behavior checklist, 138

coded behavior record. 138

delayed report. 138

video recording, 139
Observation, 137-140

applications, 139

design issues, 137
Obstacles to measuring the contribution, 58-59
Ofttice of Personnel Management, 167
Operating cost. 260
Operating income. 177
Optimas Award, 6-8
Organization and Strategic Information Service

(OASIS). 42
Organizational commitment questionnaire
(OCQ). 183

Organizational commitment, [81-182
Organizational development (QD). 212
Organizational effectiveness, 177
Organizational effectiveness measures, 183186
Orientation. 207
OROE. 199
OSHA. 41.225

Paradigm shifts, 22-23
Participant Action Plan Approach (PAP). 167
Participant estimates. 277-278
Participant estimation, 276. 285
Purticipant feedback. 156
advantages/disadvantages. 160
areas of teedback, 157
useful guidelines, 158
Participant recognition. 320
Participants. 98
Partnership. 82
Partnership relationships. 80
Pay satisfaction, 181
Payback period. 302
Pavott. 24
PepsiCol. Inc.. 8

INDEX 34t

Performance appraisal. 44, 214
Performance contracting, 169
Performance data. 140-143
developing new data, 142
using existing data, 140
Performance gap. 244-245
Performance records
Personnel Journal, 1.6, 9, 100. 285
Personnel Psychology, 285
Preferred Provider Organization (PPO). 133
Process categories for costs, 259
Procter & Gamble. 3
Productivity. 204-205. 207, 210-211, 213-214.
216, 218, 220-221. 223-224, 226, 301
Productivity measures, 184
Program brochures, 321
Program ¢oordinators, 97
Program costs. 315
Program development, 70, 74
Program implementation. 50. 70. 74
Program objectives, 69, 74
Program results. 316. 319
Program summaries, 321
Project team. 245
Prudential Insurance. 34
Purposes of measurement and evaluation, 53

Quality. 204. 205, 208. 210211, 213, 215,
217-218, 220, 222-224, 227

Quality improvement. 301
Questionnaires, 121

types of questions, 121123
Questions, 121

applications. 124

checklist. 122

design issues. 123

muitiple-choice. 122

open-ended, 121

ranking scales. 122

two-way. 122

Recognition of support and reinforcement, 92
Recruiting brochures, 321

Recruiting. 203, 263

Recruitment and selection. 301
Reinforcement. 91

Results, 100

Results-based HR quick check, 25-28
Results-based human resource model. 64
Results-based model. 63-64

Return on equity (ROE). 191

Return on investiment (ROI), 46. 184

Return on sales (ROS). 199

Return on total capital employed (ROCE). 184
Revenue. 185

Revenue factor, 185

Revenue productivity. 177
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ROI applications, 57, 51. 271, 273, 298, 301
Rolie clarity, 181

Roles for HR relationships, 102

Roles, responsibilities, risks, and rewards, 101
Rutgers university, 11

Safety and health, 224, 268, 301

Sales growth rate (SGR), 184

Saratoga institute, 39, 187

Saturn Corp, |

Sears, 3

Selection, 205

Selection bias, 150

Self-directed work team, 163

SHRM, 33

SHRM/Saratoga Institute, 179, 187, 189, 233

Society for Human Resources Management.
187, 256
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